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which neither candidate was anxious 
to emphasise during the campaign— 
that of civil rights. 

Ironically, Johnson is a Southerner 
and the South is traditionally Demo
cratic. In fact, Georgia, which was a 
surprise win for Goldwater, gave Ken
nedy in 1960 a higher proportion of its 
votes than any other State except Rhode 
Island, in Kennedy's native New Eng
land. Since then, of course, a great deal 
has happened to embitter the South. 
Goldwatcr's vote against the civil rights 
bill in the Senate, though sought to be 
counterbalanced in the Republican 
platform by the solemn pledge of "full 
implementations and faithful execution" 
of the Act, doubtless won for him the 
Southern white vote. But equally did 
it lose for him the Negro vote and the 
liberal vote. 

For the Democrats now the sparkling 
record of success in the Presidential 
race has to be viewed together with the 
tally in the Congressional and local 
contests. This is a somewhat sobering 
exercise. Although they have been able 
to increase their majority by about 40 
in the House of Representatives, their 
success in the Senate, which is of far 

HE cost of export finance has been 
engaging the serious attention of 

Governments of developed as well as 
developing countries. In Japan export 
finance costs 2 to 3.75 per cent less 
than domestic finance. In U K the cost 
of medium-term export credit has been 
pegged to 5.50 per cent per annum. In 
India, too, the subject has attracted 
much attention; in the past three years 
two committees had studied the problem 
and now a third study group, under the 
chairmanship of S P Chablani, Manag
ing Director of the Export Credit and 
Guarantee Corporation, has submitted 
its report, recommending a number of 
far-reaching measures to reduce the 
cost of export finance. 

Of the total 'on demand' bills for ex
ports negotiated by banks, sterling bills 
account for about one-half, rupee bills 
for about one-third and dollar bills for 
one-sixth. Of the negotiated usance 
bills, sterling bills account for about 
three-fifths and dollar and rupee bills 
for about one-fifth each. As exchange 
rates for usance bills in foreign cur
rencies are worked out on the basis of 
the interest rate prevailing in the im
porting countries, the cost of export 
finance in India generally works out 
higher than the domestic advance rates. 
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greater significance, is less pronounced. 
Of the 35 Senate seats contested, Demo
crats were defending 26 and Republi
cans 9—and the final tally changes the 
position by shifting only one seat to the 
Democratic side. In the gubernatorial 
contests in 25 States it is honours even 
and the net position is unchanged. 
While firm pronouncements must await 
further analysis, it seems that while 
there has been considerable ticket-split
ting, there has also been rather less 
"coat-tail riding" than anticipated. 

To sum up, the election verdict ap
pears, therefore, not so much a victory 
for the Democrats as a victory for 
Johnson. And spectacular statistical 
evidence notwithstanding, it appears 
also not so much a victory for Johnson 
or his programme as a personal defeat 
for Goldwater and the attitudes and 
policies he stands for. Goldwater has 
proved to be the least inspiring candi
date ever put up by the Republicans; 
the American people have judged him 
and his ideology to be not only out
moded but even positively dangerous. 
It is this implication of America's choice 
of President which will be most eager
ly and hopefully grasped by the world. 

Keeping these rates linked to the do
mestic rates of the importing countries 
has affected our exports, even though 
interest forms a comparatively small 
percentage of the total cost of exports. 

The Chablani Committee has recom
mended, therefore, that this link should 
be broken through the institution of a 
ceiling of 6 per cent on the rate on 
export finance. In the London discount 
market, usance sterling bills carrying 
endorsement of Indian banks can be 
discounted as fine trade bills whereas 
bills carrying endorsement of foreign 
banks can be discounted as prime bank 
bills. As the discount rate for fine trade 
bills is higher than that for prime bank 
bills, foreign banks enjoy a considerable 
exchange benefit with the rupee/sterling 
exchange as fixed by the Foreign Ex
change Dealers' Association of India as 
it is based on the London discount rate 
for fine trade bills. 

After the Second World War resort 
has often been had to manipulation of 
the Bank Rate as part of policy for 
curing balance of payment deficits. The 
consequent rise in the cost of export 
finance has worked against India's ex
ports. The impact of export incentives 
has often been eroded by rise in the 
cost of export finance. The ceiling of 6 

per cent recommended by the Study 
Group wil l partially delink the cost of 
export finance from discount rates pre
vailing abroad and to that extent im
prove the competitive position of Indian 
exports. 

The Study Group has also considered 
a situation where the domestic rate may 
be higher than the discount rate abroad, 
as in the U S A. In such a situation if 
interest is determined according to the 
lower rate ruling abroad, Indian ex
porters get the benefit of these rates. 
The Study Group has suggested, there
fore, that banks should be allowed to 
discount export bills abroad and pass 
on the consequent benefit to exporters, 
rather than obtain refinance at a higher 
rate in India. In an appendix to the 
Study Group's report, two examples are 
given of the working out of the rates 
for purchasing 90-days dollar usance 
bills. In the case of Bank A the interest 
for the usance period is shown at 4 
per cent, the discount rate in the USA, 
whereas in the case of Bank B it is 
calculated at 61 per cent on the basis of 
the domestic rate in India. Foreign 
banks who can obtain discount facility 
in the U S can quote the rate prevail
ing there and thus give the benefit of 
the lower rate to the exporter by quot
ing higher rupee proceeds (Rs 470.75 
for $100). Indian banks, on the other 
hand, have to carry the dollar bills in 
their books ti l l the maturity dates. 
Hence they must quote the interest rate 
ruling in India and consequently their 
quotation of the rupee proceeds of such 
bills (Rs 466.86) is less than that of 
the foreign banks. 

In September 1956 dollar and other 
currency rates were freed to enable 
banks to quote rates independently. The 
Study Group seems to be surprised that 
even after 8 years of such freedom, 
competition has not reduced the dis
parity among the banks in the quota
tions for usance bills in foreign cur
rencies. However, it should have been 
obvious to the Group that as long as 
the two groups of banks based their 
quotations on two different interest: 
rates, one on the rate prevailing abroad 
and the other on the domestic rate, 
differences in their quotations would 
persist. The Foreign Exchange Dealers 
Association of India cannot quote one 
rate for usance dollar bills as long as 
banks are allowed the option of either 
obtaining refinance in India or discount
ing such bills abroad. If the Study 
Group intends banks to be given the 
freedom to resort to either of the two 
sources for reimbursement, their re
commendation that the FEDAI should 
quote one rate for usance dollar bills 
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does not make sense. 
But for this inconsistency, the Study 

Group's recommendations are realistic. 
The Group has accepted the logic of a 
ceiling on the rate for the usance period 
of export bills by recommending that 
refinance facility should be provided at 
the Bank Rate. This wil l benefit the 
banks and wil l , besides, pump more 
money into the banking system for ex
port finance. 

Further, at present there is no re
financing facility in respect of pre-ship-
ment advances by banks. The export
ers, therefore, have to pay the same 
rate as other domestic borrowers. In 
Japan pre-shipment finance is provided 
at concessional rates to exporters aga
inst firm contracts for exports under the 
"Export Finance Bill Scheme". The 
Study Group recommends the Japanese 
practice for India and suggests that the 

Food Minister's Place 
AST week we had occasion to 

comment on the dilatoriness of 
the Government in the matter of 
coming to firm decisions on food po
licy. If we return to this subject 
again this week it is because the con
fusion which has marked the Govern
ment's approach to this problem has 
become worse confounded. If cor
rectly reported, Sucheta Kripalani, 
Chief Minister of U P, has stated that 
even at the Guntur session of the 
AICC the Chief Ministers are not 
likely to take a decision; they would 
have to wait for the Union Food Min
ister's return from a tour abroad. 
The Food Minister's place right now 
is in India. If he is going with the 
begging-bowl for more food—however 
euphemistically this may be phrased 
— he might at least have taken a 
leaf out of Shri Patil's book and 
made the trip well ahead of the 
emergence of a critical situation. For, 
there can be no mistake about the 
crisis. The lengthening food queues, 
the outbreak of violence and scare-
buying are clear indications. Blaming 
it on the trade and brandishing the 
big stick are not going to help much. 
They only betoken a loss of nerves 
and panic. 

The Chief Ministers have made it 
clear that they do not like rationing; 
it does not seem to be the organisa
tional problems alone, serious as they 
are, that explain their hesitancy. Is 
it the fact that rationing implies a 
commitment to supply the stated quan-

Reserve Bank should provide refinance 
facility against pre-shipment finance at 
concessional rate. If the borrowers ob
tain re-shipment advances in excess of 
their actual exports, a penalty rate may 
be imposed on such excess. This wil l 
guard against abuse of the concession. 
The Group has recommended boldly 
that this concession may be granted 
even to those who export or manufac
ture for export, not against firm orders, 
but in anticipation of receiving such 
orders. 

The Study Group makes a conserva
tive estimate of the requirements of 
pre-shipment finance at Rs 150-175 
crores. The exclusion of such a large 
amount from the operation of credit 
control measures is bound to have seri
ous implications for the Reserve Bank's 
monetary policy and so the Group has 

tity that is scaring the State Govern
ments? And how can rationing be 
enforced in the absence of a proper 
procurement policy? The harvest 
season is already on and yet no pro
curement policy is in sight. The 
earlier hope that a belated decision 
maybe taken at the Guntur session is 
now disappearing. Given a minimum 
period of time for the procurement 
operations to get under way, there is 
every danger that procurement will 
commence after a substantial part of 
the crop has moved from the produc
ers (one can always blame the trade 
again). Too little would be done and 
too late. 

The same goes for the Foodgrains 
Trading Corporation, now re-christ
ened as the Food Corporation of 
India. If the Government is earnest 
that its operations should commence 
in January it is time the organisation 
of the Corporation were taken in 
hand. Introducing a bill in the next 
session of Parliament, rushing it 
through and setting up the Corpora
tion in this hasty manner is hardly 
the right way to begin. There are 
still a number of loose ends to tie 
up. What would be the relation of 
the Corporation's activities to the 
procurement to be undertaken (or 
which we hope wi l l be undertaken) 
before January? Is the Corporation 
whose authorised capital is reported 
to be Rs 100 crores going to depend 
on the Central Exchequer for funds? 
How will the Corporation, in the 
absence of powers of requisitioning, 

recommended that refinance at the low
er rate may be provided only on the 
increase in banks' loans to exporters 
over those in a base period. The Group 
has also recommended a ceiling rate of 
1½ per cent above the Bank Rate for 
such loans by banks, giving the banks 
a better return to compensate for the 
greater risk involved in pre-shipment 
financing. 

The Report of the Study Group is 
characterised by some bold and un
orthodox thinking. Its recommendation 
that stamp duty on bills drawn on 
foreign countries should be abolished 
will receive wide support. Similarly, the 
inclusion of 'bills for collection' and 
goods exported on consignment basis 
in the scheme for refinance at conces
sional rate, suggested by the Group, de
serves a trial, with proper safeguards, 
of course. 

ensure an adequate build-up of 
stocks — by falling back on procure-
ment by Government, by bidding up 
prices (and inviting additional draft 
on the Exchequer for subsidy opera
tions to keep retail prices down?) or 
by playing the market (assuming it 
has the technical expertise to do it — 
which one doubts)? 

The confusion that prevails over 
so vital a matter as food policy is a 
crying shame. From the past perform
ance of the Slate Governments and 
their unvarying narrow attitudes, a 
strong case can be made out for tak
ing over the departments of Food 
and Agriculture from the authority of 
the States and treating them as a 
Central subject. In the wranglings 
between the Union and State Min
isters and in their incompetence, if 
not irresponsibility, it is the people 
that suffer. No people — not even 
the long-suffering Indian people — 
will be tolerant all the time. 

US and Vietnam 

THE celebration by the Viet Cong 
of the first anniversary of the fall 

of the Diem regime in S Vietnam with 
a spectacular attack on an American 
air-base near Saigon highlights once 
again the failure of American policy in 
that country. The fact that a highly 
successful attack can be made on a 
U S base only 12 miles from Saigon 
shows clearly what deep inroads the 
Viet Cong have made into S Vietnam. 
The American position in Indo-China is 
both very expensive financially, and 
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