
Although P L 480 transactions individually and severally do vary cash flows in the economy, their net impact 
is nil as far as money supply with the public is concerned. Even when variations in money supply take place as a 
result of P L 480 transactions, they are temporary because counteracting variations follow without any significant time-
lag. 

The real problem posed by P L 480 counterpart funds is not that of their accumulation but that of their 
liquidation. 

After 25 years or so the U S Embassy in India will have collected quite a sizeable chunk of Indian currency 
and liquidation of these rupee holdings through transfer of real resources from India poses a serious problem. The 
task though formidable may not be too difficult to face, if the targetted rates of growth of national income and exports 
are substantially achieved. 

Nevertheless, it needs to be stressed that while enjoying the immediate benefits of P L 480 assistance, its long-
term implications should not be lost sight of. 

[The author is grateful to Dr K S Krishnaswamy for his valuable suggestions.] 

T H E Union Finance Minister, 
' while replying to the Budgetary 

Debate, sought to establish, through 
a detailed statement placed on the 
Table of the House, thai PL-480 
transactions had no inflationary im
pact on the Indian economy. This, 
however, did not .set at rest the con
troversy on the subject. It is not my 
intention to enter into any fresh 
argument;* I merely wish to point 
out that although I have no reserva
tions on the general findings of the 
official document, I feel, that the 
analysis contained therein is some
what incomplete since the scope of 
the official statement was restricted 
to Government Accounts alone. In 
any analytical study of variations in 
money supply, one has necessarily to 
examine how the various cash flows 
resulting from any given set of 
operations affect or alter the financial 
assets and liabilities' of the banking 
system as a whole. The present 
article, which attempts to analyse this 
aspect in all its possible details, may, 
it is hoped, serve as a useful supple
ment to the official statement now 
before us. 

The accompanying Table (pages 884 
and 885) outlines the various cash flows 
—those actually operative as also others 
of a mere book-keeping nature—emana
t ing from PL—480 transactions 
and affecting the accounts of the 
U S Embassy in India, the Govern
ment of India and the Indian Bank
ing System (including the Reserve 
Bank). The assumptions and gene
ralisations underlying the present 
analysis are explained in the para
graphs that follow. 

' My views on the subject have 
been clearly expressed in an 
article published in The Economic 
Times of August 22, 1963. 

Out of the total accumulations 
under the PL—480 programme, 
the U S Government has agreed to 
pay back to the Government of India 
about 50 per cent as loans and about 
30 per cent as grants. About 7 per 
cent of counterpart funds are to be 
given under the Cooley Amendment 
to private sector industries in India, 
which may have American affiliates or 
collaborators. The remaining 13 per 
cent or so is to be retained by the 
U S Embassy in India for its own 
specific uses. These percentage pro
portions are generally followed in the 
entire analysis. 

The Procedure 

Under the present arrangement, 
effective from May 1960, on receipt 
of information of shipping of the 
imported commodities, the invoice 
cost including a port ion of freight 
charges is deposited in rupees wi th a 
special U S account established for 
the purpose in India. If the Govern
ment deposits wi th the Reserve 
Bank of India, at the time of this 
payment, are not adequate, the Go
vernment would issue ad hoc trea
sury bills to the Reserve Bank of 
India against which the latter provid
es the required funds. 

It is very difficult to state cate
gorically what part of PL—480 
payment is made by issue of ad-hocs 
and what other part by drawing 
down the Government's reserves w i t h 
the Reserve Bank. The normal bud
getary practice is such that any ex
traordinarily large item of expenditure 
would be financed by fresh issue of 
ad-hocs and similarly any extraordi-
nary receipts utilised in ret ir ing the 
ad-hocs issued earlier, For the pur
pose of this analysis, it is, therefore, 

assumed that the entire payment for 
the init ial imports, being in large 
amounts, is made by the Government 
through the sale of ad-hocs to the 
Reserve Bank. 

The US Embassy, as a rule, i n 
vests these receipts directly in non-ne
gotiable special securities issued for 
the purpose by the Government of 
India and the latter holds the same in 
a special account entitled: "Invest
ment of deposits of US Government 
counterpart funds". The Government, 
thus, gets back the amounts which it 
had earlier paid to the US Embassy 
and since these are again in the na
ture of extraordinarily large receipts, 
it is assumed for the purpose of our 
present analysis that the same w i l l be 
utilised in retiring the ad-hocs issued 
earlier. 

The transactions outlined above are 
almost simultaneous. They are not-
only completed without any signifu 
cant time-lag, they arc also, as we are 
now informed, of "a purely book
keeping nature1 '. The next stage con
sists1 of allocation of funds by the 
US Embassy to the Government of 
India by way of loans and grants to 
the extent of about 80 per cent of 
the total accumulations. This involves 
four separate transactions resulting 
mainly in the l iquidation of special 
Government securities to the extent 
of 80 per cent and borrowings by the 
Government of India from the US 
Government to the extent of 50 per 
cent of the total value of ini t ia l 
imports. Formerly, the US Govern
ment used to pay loans and 
grants to the Government of I n 
dia only as reimbursement of expen
diture incurred on approved schemes 
and projects, This was causing a con
siderable time-lag between transac
tions 1 to 3 and 4(a) to 4(d) of the 
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Table. Under the revised proce
dure of advance payment introduc
ed last year, this time-lag has been 
almost entirely wiped out. The 
revision, however, makes no material 
change as far as the ways and 
means position of the Government 
of India is concerned, because, in 
essence, the revision merely means a 
transfer of funds wi th in the Govern
ment Budget and funds which were 
formerly being held by the Govern
ment of India under the budgetary 
head of: "Investment of deposits of 
US Government counterpart funds" 
is now being held under: "Special 
Development Fund", both entries re
lating to "Public Account". 

The next three transactions (re
lating to: (i) sale of imported com
modities by Government of India, 
(i i) disbursements by the Government 
of India on approved schemes and 
(i i i ) disbursements by the US Em
bassy for its own purposes as well 
as by way of direct loans to th i rd 
parties under the Cooley Amend
ment) operate concurrently and in 
volve numerous operations spreading 
over a period of 2 to anything like 
10 to 12 years. The accrual of funds 
to the Government of India and its 
outlay at any point of time are, 
therefore, likely to be of small 
magnitudes. It is, therefore, assu
med that the Government of India 
is in a position to finance such 
transactions without resorting to any 
fresh borrowings from the Reserve 
Bank of India. 

No Impact on Cash Flows 

It w i l l be observed from the 
analysis contained in the Table that 
although PL -480 transactions taken 
individually and severally do vary 
the cash flows in the economy, their 
net: impact is ni l , as far as money 
supply wi th the public in India is 
concerned. It is also noteworthy 
that even when variations in money 
supply take place on account of PL-
480 transactions, such variations are 
only temporary and short-lived be
cause the counteracting and offset
ting variations follow without any 
significant time-lag. 

It is also interesting to note that 
after the completion of the PL-480 
transactions, the Government of 
India is left w i t h a liability of about 
50 per cent of the total value of 
in i t ia l imports, in the form of its 
public debt raised outside India and, 
at the same time, it has added about 
80 per cent to its? assets formation 
on this account. Since the repay

ments are spread out over 40 years 
and since the assets formed by the 
Government under this programme 
are l ikely to start yielding returns 
wi th in that period, it is hoped that, 
as far as the problem of public debt 
management is concerned, PL-480 
transactions are not likely to cause 
any serious concern. It may also be 
noted that the US Government 
which has hitherto agreed to wri te 
off about 30 per cent of the total 
value of ini t ia l imports as grants-in-
aid to Government of India, is also 
likely to make up this loss? in the 
long run by way of interests accru
ing to it either on the outstanding 
loans to the Government of India 
or on its other investments and de
posits wi th the banks in India. In 
fact, after about 25 to 30 years or 
so, the US Embassy in India may 
have collected quite a sizeable chunk 

of Indian currency and liquidation 
of these rupee holdings through 
transfer of real resources from India 
to the United States? may then pose 
a serious problem. The task though 
formidable, may not then be too 
difficult to be faced, if the targetted 
rates of growth of national income 
and exports as also the necessary 
extent of their diversification are 
substantially achieved. It has, how-
ever, to be stressed that while en
joying the short-term benefits of 
PL-480 operations, their long-term 
implications may not be lost sight 
of. The latter wi l l have to be cons
tantly reviewed and it w i l l even be 
economically expedient to initiate 
action sufficiently in advance to 
tackle this problem of l iquidat ion— 
and not of accumulation—which is 
the real issue behind PL-480 coun
terpart funds. 
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