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them. But restrictions on in te rs ta te 
movement of the two major crops 
are unlikely to be touched im
mediately. In any case, removal of all 
controls on movement of foodgrains 
is neither possible nor even desirable. 
Since the Food Corporation has been 
cut out for a commanding position in 
the market, procurement of foodgrains 

W h e r e Budgeting Has Fai led 
T H E decision of the Government of 

India to stay the grant of import 
licences for two months more — the 
policy should have been announced in 
A p r i l — must be recorded wi th dismay. 
To the officials of Delhi this might 
appear the easy way out of a difficult 
situation but to those industrial units 
and others for whom a regular supply 
of imported raw materiaIs. components 
and spares is necessary even to main
tain the present levels of production, 
the decision must come as a shock. 
Already in many sectors of industry 
production is significantly below capa
city for want of adequate maintenance 
imports. This has in fact been a major 
argument for the Government to ask 
the Aid- Ind ia Consortium for larger 
non-project assistance. Such assistance 
is being provided in greater measures 
and the latest Consortium meeting is 
reported to have pledged a good part 
of its assistance for 1965-66 in this 
form. Then why the present crisis? 
This leads us back to the point made 
in these columns earlier when the 
Reserve Bank was forced to raise its 
holdings of gold in January — that 
our foreign exchange budgeting is 
severely at fault. In fact, is there a 
foreign exchange budget in the true 
sense of the phrase at all? If there is, 
the effort must be a thoroughly incom
petent one technically. 

One may grant that the forecast of 
exports can at best be tentative; this 
is particularly so w i t h respect to ex
ports to countries other than those 
w i th whom we have bilateral trade 
agreements. There is less room for 
uncertainty in the case of imports and 
none in respect of debt servicing com
mitments. The February crisis was put 
down to additional food and fertiliser 
import w i t h defence imports thrown in 
as a smokescreen to keep off cri t ical 
eyes. Since then we have drawn on the 
I M F for a, total of $125 mi l l ion , of 
which about $75 mi l l ion would have 
been used for repurchase of earlier 

by it or on its behalf w i l l have to con
tinue. It has been estimated that to 
make an impact on the market the 
Corporation would have to command 
about 20 per cent of the domestic out
put of the three major cereals in addi
tion to all imports. For procurement 
on this scale to be made at prices 
which w i l l not involve the Corporation 

drawings. Thus nearly Rs 25 crores of 
the Fund drawing was available as ad
di t ion to free reserves. In spue of this, 
the foreign assets of the Reserve Bank 
on May 14 were only Rs 81.25 crores 
as against Rs 115.62 crores a year 
before. 

Much was made in February of the 
delay in receiving export proceeds and 
the "Economic Survey'' described this 
as a self-reversing item. This surely 
should suggest that in the present off
season for exports, export receipts 
should not dip as much as they nor
mally would in view of the lag in re
ceipts. If the Fund credit could take 
care of the repurchase needs and other 
sudden demands, why then this panlcky 
measure now? If it was anticipated that 
free resources would be inadequate for 
even the limited volume of imports this 
country has come to live on, the right 
thing to do would have been to ration 
out the foreign exchange available in a 
more co-ordinated fashion rather than 
impose a blanket ban for two months. 
This haphazard playing about with the 
economy to cover up the bureaucrats' 
errors of omission and commission is 
the negation of planning. We have in 
this unfortunate situation neither the 
advantages of controls nor the benefits 
of allowing market forces free play. 
What we do have is industrial uncer
tainty, windfall profits and increasing 
loss of faith in the competence of those 
responsible for the nation's finances. 

Not Liberalised, but Tightened 
A C C O R D I N G to a press note of the 

Reserve Bank published on Mon
day, the Government of India has re
viewed its policy in regard to the re
lease of foreign exchange for students 
desiring to go abroad for technical, 
non-technical or medical education or 
for apprenticeship training, While cer
tain sections of the Press have describ
ed the revised rules as a 'liberalisation', 
they are, in fact, more stringent than 
the rules in force so fan 

in staggering subsidies, there w i l l have 
to be restrictions on movement of food ' 
grains by private trade. What is needed 
is the gradual weeding out of restric
tions which do not subserve this a l l -
important purpose. W i t h the amend
ment of the DIR the Central Govern
ment has armed itself for action to
wards this end. 

The main difference between the old 
and the new rules is the welcome qua
lification that the Reserve Bank wil l 
normally consider applications only 
from students who have secured not 
less than 60 per cent marks, i e, a first 
class, at the appropriate examinations 
in India. The minimum marks condi
tion wi l l be waived in the case of stu
dents admitted by some fifteen selected 
universities or institutions. Also, in the 
non-technical arts and science subjects, 
when there is no first class at an exami
nation, students getting the first or 
second ranks in the honours or the 
master's degree examination w i l l be 
eligible to apply for foreign exchange. 

If the new rules are properly en
forced, no one who wants to go abroad 
for technical studies immediately after 
the Inter-Science examination wi l l be 
eligible for any exchange. This is a 
commendable decision in view of the 
recent trends which were the subject of 
comment in these columns only last, 
week. Moreover, the chance of a leak
age through the waiver of the minimum 
marks condition in regard to certain 
institutions is virtually zero because of 
the stringent standards of admission ob
served by the universities and technical 
institutes on the Reserve Bank's list. A 
loop-hole exists, however, in the fact 
that some of the British universities on 
the list are often lenient In admit t ing 
the sons and daughters of their ex-
alumni and. therefore, the children of 
British-educated Indians w i l l continue 
to enjoy a favourable position even 
under the new rules. This would be so 
particularly in the case of non-technical 
students. Since the cases in which this 
latter factor proves decisive would be 
difficult to detect, the GOI would do 
well to use its good office' with the 
institutions recognised under the now 
rules to minimise the effect of this 
non-objective criterion. 

Besides, given the wide disparity in 
the standards of different universities in 
India even the condition of 60 per 
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cent marks does not eliminate discri
mination among students. A common 
examination for students desirous of 
foreign exchange for study abroad has 
been suggested. The foreign universities 
themselves would perhaps welcome such 
a scheme. Alternatively, something like 
the Graduate Record Examination con
ducted by the Educational Testing Ser
vice at Princeton, USA, may be a subs
ti tute. 

Finally, the new rules prescribe that 
a doctor must have seven years' experi
ence (three years for those wi th a first 
class at the MBBS examination or with 
a post-graduate degree) before his ap
plication for foreign exchange can be 
considered. Underlying these stringent 
conditions is the GOI's concern at the 
large number of Indian doctors in the 
UK and the USA and the desire to re
duce the outflow of medical personnel. 
But few doctors go abroad for studies; 
most of them are attracted by lucrative 
jobs and need no exchange from the 
Government. Efforts to reduce the exo-
dus of Indian doctors need to rely, 
therefore, chiefly on the powers of the 
Reserve Bank to withhold the 'P' form. 
In the ultimate analysis, of course, only 
an improvement in the working condi
tions of doctors (and other profession
al persons) within the country wi l l 
arrest this adverse international flow of 
vital human skills. 

Price Control on Cars 
A Correspondent writes: 

No one w i l l quarrel wi th your cor
respondent when he questions 

("Resources for Small Car", May 8, 
1965) the ' logic of price control in a 
semi-luxury industry with long wait
ing periods for delivery" and further 
when he says that "as a consequence 
of the existing price control the manu
facturers and the Government are de
prived of much-needed revenues''. 
He hits the nail on the head. Price 
control on cars cannot be justified 
from the point of view of either social 
justice or allocative efficiency. 

Where one would like to join issue 
w i th the correspondent, however, is 
when he says that price control 
"gives an undeserved gain to the con
sumer who is able to sell his old (or 
newly allotted) car at high premiums''. 
The assumptions underlying this ob
servation might not hold good in all 
cases. 

Can it be taken for granted that the 
present system of car sales adequately 
ensures that cars are purchased direct
ly by genuine consumers from car 
dealers? Only if this is so can the con

sumer be said to make a gain of the 
type referred to. But it is well known 
there are a large number of non-con
sumers who register orders for cars. 
The insurance companies are only too 
wi l l ing to oblige by indemnifying 
prospective purchasers of cars to the 
banks for a modest fee for the amount 
of bank guarantee required to be 
produced for every order registered. 
The economics of it is simple. You 
can secure a bank guarantee for 
Rs 2,000 at a price which is covered 
many times over by the premiums that 
a car fetches in the market. You do 
not have to have your own money to 
put in by way of deposit. 

In Delhi, more than anywhere else, 
it is a safe guess that for Fiat cars 
eight out of every 10 orders being 
registered are from persons other 
than genuine consumers. The propor
tion is no doubt much lower for A m 
bassador cars and sti l l lower for 
Standard cars, but the overall position 
is that at the very least for every ge
nuine consumer there is a non-con-
sumer registering his order for a car. 
The position is no better for scooters; 
it might be even somewhat worse. 

And this brings us to our second 
point. If the taxes on cars are raised 
to levels which w i l l wipe out the pre
miums currency prevailing, the result 
wi l l most likely be a glut in the car 
market. If, on the other hand, taxes 
arc raised by some moderate amounts 
the present situation is likely to per
sist. 

The most important first step in 
curbing the existing artificial scarcity 
of cars, scooters, etc, is to devise ways 
and means of eliminating non-consum
ers from the market. Clearly, the exist
ing requirement to produce a bank 
guarantee for Rs 2,000 for every car 
ordered is not enough. It is so easy 
to circumvent i t . One thing to do 
would be to raise the amount of de
posit but that would not be enough 
by itself so long as insurance compa
nies or other agencies are prepared 
to indemnify you for a modest fee. 
To make sure that the car order is 
from a genuine would-be consumer 
the deposit should be required to be 
made wi th , say, post offices. This i n 
cidentally would increase the funds 
wi th the Government. One may go 
further and suggest that the order 
should be accompanied by deposit of 
the full price of the car and not just 
a fraction of i t . For, after all , a ge
nuine consumer does not stand to lose 
much by depositing the ful l price in 
a post office except by way of the 
differential in interest rates. But this 

would certainly deter most of the pre
sent non-consumer orders. 

If st i l l the order books continue to 
be as extended as they are today 
(which is unlikely) there would be a 
case for drastic increase in taxes. 
But let the Government first make 
sure what the genuine demand for 
cars is today at the current prices 
which already include a sizeable tax 
element. 

B l a c k M o n e y Stays B l a c k 
THE deadline for declaration of "un

accounted money"—May 31—is 
only two days away, but: on the Finance 
Minister's own admission the scheme 
has not brought in the results he ex
pected; in fact, one might go further 
and say that the offer has failed. 

In some ways, this is not entirely 
unexpected. The incentive offered by 
T T K was the opportunity to start wi th 
a clean slate. But those who make black 
money—particularly those whose mar
ginal income-tax l iabil i ty on the evad
ed income is higher than 60 per cent, 
to whom alone the scheme made busi
ness sense—are shrewd enough to have 
better uses for money than surrender
ing a substantial part of it to the Gov
ernment, Moreover, on closer examina
tion of the scheme, the state old not 
turn out to be as clean as promised-—it 
was discovered, for instance, that the 
claims of State Governments, particul
arly in respect of sales tax, would re
main to be satisfied, leaving the re
wards of belated virtue exceedingly 
small. 

But more important than these, the 
scheme was amateurish in its concep-
t ion. Unaccounted income is not gene
rally held in l iquid form— film actresses 
apart. It has a circulation of its own 
and it continuously changes form. The 
volume of black money (in cash form) 
is likely to be small. On the other 
hand, the amount of evaded Income 
must be many times larger. But this 
income is likely to have been put to 
various uses, often enough without 
creating any incriminating tangible 
assets. 

The Indian economy offers more than 
enough scope for use of black money. 
Conspicuous consumption is an obvious 
use. But black money can also be more 
purposively used—to persuade an amen
able bureaucrat to issue a licence or a 
building permit or to quietly withdraw 
a planning order. Further, it is indis
pensable for a wide range of illegal 
payments—payment of black-market 
prices for controlled commodities l ike 
cement and steel, or of interest above 
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