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economy can resume its growth 
(while keeping the status quo intact). 
In particular, Emilio Colombo has 
made his criticism public, demanding 
further cuts in public expenditure, a 
pay pause and the indefinite postpone
ment of any reforms which increase 
public spending; Dr Guido Carli, Gov 
ernor of the Bank of Italy, followed 
this up in his annual report by urging 
stiffer Government measures to achieve 
wage stabilisation. Finally, Robert 
Marjolin and the European Economic 
Commission arc bringing great pres
sure to bear on Moro to follow a simi
lar course as the price for the loan 
of 2,000 million dollars from ECM 
(mainly Germany) to help back the 
payments position. 

A l l this has imposed maximum strain 
on the new Coalition. Moro has made 
no dramatic moves, but those Socia
lists critical of joining the Government 
at a time of economic crisis (when else 
would the Christian Democrats need 
help from the left?) must have had 
their suspicions confirmed that they 
have merely been called to office to 
sweeten a nasty onslaught on working-
class living standards. Both the break 
away Socialists (PSIUP) and the Com
munists (PCI) wait in the wings to 
recoup whatever Nenni loses. Commu
nist policy, backed by 166 seats in the 
Chamber, seems devoted to pulling 
down the Government as soon as it 
safely can on the assumption that in 
a recourse to a general election, the 
Communists wil l advance as much as 
they did in last April's election (the 
PCI gained roughly an extra million 
votes in North Italian cities). If they 
did advance, it is argued, they would 
then be in a strong position to bar
gain toughly over the next Govern 
ment, and even, possibly, participate 
in it -that is, provided the cost in 
militants is not too high. One of the 
main obstacles to a wage policy is 
the major trade union federation, the 
PCI dominated CGIL— the Socialists 
are aware that if they participate in 
a Government pursuing a wage freeze, 
they will lose what minority influence 
they have in the trade unions, as well 
as risk that either the Communists 
or the PSIUP wi l l capture their strong
holds in any future election. 

Nenni has kept a foothold in his 
old alliance with the PCI by continu
ing to co-operate with it at the local 
level and in the trade unions, but he 
is particularly vulnerable in office in 
the present crisis. The left-ward drift 
of the Christian Democrats and the 
right-ward drift of the Socialists (and 

the Communists, for that matter) wi l l 
continue, but their efforts to combine 
their reformism into a stable Govern
ment for Italy has failed yet again. 
Whether the Left-Centre wi l l be re
vived—the President is currently try
ing to recall Moro—is unclear, but 
the impossibility of forming any other 
sort of majority at the moment makes 
something like it very probable. Whe
ther Nenni will again be asked to co
operate in the execution of policies 
totally at variance with the purposes 
of his party remains to be seen. 

Irrigation: Too Many Projects 

IT is now conceded officially that 
there will be a shortfall of some 

6 million acres in the Third Plan irr i 
gation programme. As against the tar
get of a total irrigation potential of 
29.47 million acres at the end of the 
Plan, actual achievement is not expect 
ed to exceed 23.16 million acres. 

Some of the reasons advanced for 
this shortfall are the expected ones— 
e g, shortage of materials, lack of 
foreign exchange for import of machi
nery and spare parts, etc. More im
portant, however, it appears that the 
State Governments have been divert
ing funds from continuing irrigation 
schemes to new ones. Thus, according 
to figures quoted by the Minister of 
State for Irrigation. Dr K L Rao, some 
time ago, the number of major and 
medium irrigation works undertaken 
since the beginning of the First Plan 
is no less than 543. Together these 
projects, when completed, will create 
an irrigation potential of 44 million 
acres out of which only some 16 mil
lion acres have been actually developed 
t i l l now. 

One reason why the States take up 
more projects than they can hope to 
complete with their financial and ad
ministrative resources is that there 
are in every State regional pulls which 
have to be satisfied. Another is that 
the State Governments begin work on 
as many projects as they can with a 

view to getting them included in their 
plans, thereby enlarging their claim to 
Central assistance. Once the Centre is 
committed to certain projects, the re
sources intended for them are diverted 
to yet new project. As a result even 
relatively small projects drag on from 
Plan to Plan without being completed. 
There is also the temptation to ini
tially underestimate the cost of a pro
ject so that the maximum number of 
projects are approved within a given 
financial ceiling. Once the projects are 
taken up for implementation, the cost 
estimates have to be revised upwards 
repeatedly. The Nagarjunasagar pro
ject is a prominent example. As a re
sult of the cost estimates having to 
be revised, the Andhra Government 
has confronted the Centre more than 
once with demands for larger aid for 
the project and postponement of re
covery of interest on loans already 
granted. 

To accelerate the progress of the 
more important projects initiated by 
the States, but which they have no 
funds to complete, the suggestion has 
been made in the past that the Cen
tre should select certain major pro
jects which are likely to yield the 
most results in the form of additional 
agricultural production and finance 
them to the maximum extent possible. 
This suggestion appears to have found 
acceptance now. The Government of 
India has decided to select one i r r i 
gation or multi-purpose project in 
each State and bear 50 per cent of 
its cost. The projects chosen will be 
large ones costing at least Rs 20 
crores each. States which have no pro
ject costing Rs 20 crores may be 
allowed to group together two or three 
smaller projects. 

The projects provisionally selected 
for such special aid are: Nagarjuna-
sagar (Andhra). Gandak (Bihar), Tawa 
(Madhya Pradesh), Upper Krishna 
(Mysore), Beas Project, Units I and II 
(Punjab), Rajasthan Canal (Rajasthan), 
Ramganga (Uttar Pradesh), Narmada 
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(Gujarat) and Bhima (Maharashtra). 
A l l these are existing projects and 
some at least were taken up for exe
cution years ago. However, it has been 
estimated that out of a total expendi
ture of Rs 614 crores there is still a 
balance of Rs 511 crores to be spent. 

Thus, if the intention is to complete 
these projects in the remaining years 
of the Third Plan and in the Fourth 
Plan, they wi l l account for a very 
sizable part of the proposed outlay on 
irrigation in the Fourth Plan, to that 
extent limiting the scope for launch 
ing new projects. This will be a good 
thing altogether. It is necessary, how 
ever, that along with the assumption 
of responsibility by the Centre to fin
ance these projects, Central supervi
sion is tightened to ensure that the 
States do not drag their feet in put
ting up their share of finance and, 
even more important, that the re 
sources earmarked for these projects 
are not diverted elsewhere. 

Not by Profits Alone 
THE sluggishness of the capital 

market in recent months has no 
thing to do with industrial profits in the 
past year, or the prospects in the 
coming year for that matter. This 
had been suspected for some time. 
An analysis of the performance of 78 
large public industrial companies which 
have published their accounts for 1963-
64 by the Economic Times confirms 
the suspicion. These 78 companies 
exclude the three largest private sec
tor companies, Tata Steel, Indian Iron 
and A C C , which have yet to disclose 
their results, but even stock exchange 
operators expect these companies to 
show better results. The study dis
closes an all-round improvement 
except in the rate of asset formation 
and the proportion of profit distribut
ed. Sales of these 78 companies in 
1963-64 rose by 15 per cent, pre-tax 
profits by 17 per cent, and after-tax 
profits by 22 per cent over the previous 
year. Gross profit on sales went up 
from 12 to nearly 13 per cent. 
The net profit on net worth, i e, 
share capital and reserves, worked 
out at 11.4 per cent, almost the high
est so far, against 8.9 per cent in 
196263. Taxation absorbed 53 per 
cent of pre-tax profits, against 54 per 
cent in the previous year; dividends 
absorbed a slightly smaller pro
portion as compared with last year, 
31 against 33 per cent, but retention 
or ploughback significantly from 13 to 
nearly 17 per cent. Dividends have 
declined only as a proportion of pro
fits; the absolute amount has increas

ed. The market is concerned more 
with earnings than dividends, anyway. 

These developments must have been 
known to speculators and perceptive 
investors for quite some time before 
statisticians could quantify them. 
What, then, is wrong with the market? 
Clearly, the margins imposed on pur
chases and sales can have at best only 
a peripheral effect on stock exchange 
operations. Margins affect mainly the 
large operators and that too only in 
an active market. The TTK budget 
does offer some excuses. The additional 
levies on dividend, capital gains and 
inheritance are bound to have some 
restraining effect, justifiable though 
they are. But the budget gives, on the 
whole, considerable tax relief to public 
industrial companies. The market was 
in bad shape long before the budget 
in any case. 

The malady is deeper. The hectic 
rise in consumer prices has reduced 
savings, and out of this, compulsory 
deposits have taken a share, how much 
we still do not know. Besides, the 
unwary investors who did not sell out 
in 1960 61 or who came in afterwards 
are still licking their losses on new 
issues, caused as much by the teething 
difficulties of new enterprises as by 
the incompetence of many manage
ments and the unsoundness of several 
projects. The raising of the entire 
structure of interest rates and the 
prospective yield floor of "over 6 per 
cent" promised by the Unit Trust are 
also responsible for a readjustment of 
values at levels well below those pre 
valent some years back. 

A mere lifting or relaxation of mar
gins on stock exchange transactions — 
and that too on forward shares only — 
cannot cure the malady. A l l that the 
margin release mechanism can do is 
to give an inducement for such an 
upward movement of speculative 
shares as would give outside investors 
the impression that the uptrend is re

sumed at last and that they can safely 
re-enter the market. How significant 
this re-entry would be and when it 
would come about depends largely on 
the growth of and distribution of in
come or that part of it which is not 
consumed by rising prices. 

PL 480 Trust 
THERE is a proposal afoot to form 

a trust from the PL 480 rupee 
counterpart funds, according to re 
ports which have appeared in the 
newspapers. How reliable these re
ports are there is no way of knowing. 
The proposal envisages that initially 
about Rs 100 crores from the coun 
terpart funds would be paid into the 
trust. The resources of the trust would 
be utilised to underwrite the rupee 
shares of U S companies investing in 
India. In due course, the shares taken 
up by the trust may be sold in the 
market. Once the trust is firmly esta
blished the World Bank as well as 
other countries whose nationals are 
prepared to invest in India may be 
associated with it, The World Bank's 
participation will be to the extent of 
contributing foreign exchange under
writing. 

The accumulation of counterpart 
funds in India, as elsewhere, has 
created quite a problem. Prior to 
1960, the rupee funds arising from 
sale of PL 480 imports were credited 
with the State Bank of India which, 
in turn, invested them in Government 
securities. This procedure, apart from 
causing a great deal of confusion in 
the analysis of monetary and banking 
statistics, led to serious controversy in 
view of its alleged impact on deficit 
financing. In I960 the procedure was 
changed and at present the counter
part funds are invested in special 
securities of the Government of India. 

While the current procedure of in-
vesting PL 480 funds has prevented 
the distortion of monetary and bank
ing data, it continues to be cumber
some and complex. Under the agree 
ment between India and the U S Gov
ernment the PL 480 funds are to be 
finally allocated between the Govern 
ment, Indian private sector industries, 
and foreign U S concerns. This creates 
complications in budgetary procedures. 
For example, when counterpart funds 
are first invested in special securities, 
they figure as receipts in the capital 
account of the Government of India. 
But subsequently, these funds are for
mally allocated, thereby forcing the 
Government to make budgetary allo
cations for their repayment. Though 
the exact implications for fiscal policy 
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