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May L, 195k
Indian Financlal Policy Yves Maroni

Presentation to the Indian Parliament, on February 27, 195k, of the
bgdget for the fiscal year ending March 31, 1955, focusses attention on the
financial policy of India. The new budget provides for a very large deficit,
a substantial portion of which is to be financed by issuing Treasury billss
In his budget speech, however, the Indian Finance Minister took the position
that the risk of inflation inherent in such a budget would be minimized by
the prevailing world economic outlook, a balance of payments deficit, and
the need to increase money supply to some extent to sustain expanding pro-
duction and offset deflationary tendencies in other sectors of the domestic
€CoNomy «

Unless anti-inflationary forces are in fact present in other sectors
of the Indian economy, the new budget may cause legitimate alarme Should
inflation become acute in India, the familiar sequence of rising imports,
falling exports, dwindling foreign exchange reserves, and intensification of
trade and exchange restrictions would be likely to develop. If India should
begin to draw heavily on the central reserves of gold and dollars of the
sterling area, the prospects for an early return to the convertibility of
sterling would be impaired. Moreover, should a spiral of rising prices and
rising costs of production occur in India, it would interfere with the
countryl!s economlc development program under its Five~Year Plan to the extent
that it resulted in a reduced volume of development for a given outlay,

A realistic appraisal of the prospects is in orders, Since the
record of the past is often a useful starting point to evaluate the present
and look into the future, the analysis will be based upon a detailed study
of Indiats financial position in 1953,

The 1953-5L budget

For the fiscal year ending March 31, 195L, the Central Government
anticipated total expenditures of 7,080 million rupees, and receipts of about
5,150 million rupees, leaving a deficit of about 1,930 million (see Column 2
in Tables 1 and 2) }/. Net long-term debt repayment was expected to require
about 190 million rupees, most of this in connection with the proposal to
float a new medium or long-term loan of some one blllion rupees to replace

1/ In the form in which the budget is traditionally presented, total receipts,
total expenditures, and the difference between the two are not readily apparent.
For the purposes of this study, the figures submitted in the budget documents
have been rearranged so as to yield these significant magnitudes (see Tables 1
and 2). An explanation of this rearrangement is given in the footnotes to
these tabless
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-l - Indian Financial Policy

a 3 per cent issue of some 1,170 million which was due to mature during the
year. To meet these requirements, the Government was counting on about 189
million rupees from the operations of miscellaneous special accounts (line 7
in Table 2)s It also expected to raise about 560 million rupees by borrowing
from the Post Office Savings Banks, the State Provident Funds, and other
similar accounts, and by selling Natlional Savings Certificates, Treasury
Savings Deposit Certificates, and other similar instruments to the public

and particularly to small savers, This left a sum of about 1,380 million
which was to be financed partly by drawing down the Government's cash balances
and partly by issuing Treasury bills.

Budgetary performance, however, appears to have differed from this
in a number of respectss According to revised estimates recently submitted
by the Finance Minister to Parliament (Column 3 of Tables 1 and 2), revenues
were about 375 million rupees less than originally predicted, mainly because
of lagging customs receipts, lower railway profits, and the failure of
Pakistan to make expected payments on its partition debt to India. The
revised estimates leave total expenditures approximately at the level origie
nally bulgeted. However, direct development expenditures are now expected
to fall short of original estimates by about 200 million rupees, while the
estimated amount ¢f Government lending to the States, primarily for develep-
ment, has been raised by roughly the same amount. The revised estimate of
the deficit is about 340 million rupees larger than the original estimates

Requirements for funds on account of debt transactions have been
raised by about 230 million rupees. Net long-term debt repayment alone is
now estimated to have required about 200 million rupees more than had been
anticipated, largely because the debt refunding operation, which was carried
cut in June and July, involved the flotation of a 750 million rupee bonc
issue, about 250 million rupees less than had been planneds

Against a total estimated increase in requirements of about 570
million rupees, the operations of miscellaneous speclial accounts apparently
yielded 670 million rupees more than had been anticipated. Of this amount
L4i80 million rupees are attributable to the operations of the Cash Balance
Investment Account. Partly this reflects net open market sales by the
Government of its own securities held in reserve. Primarily, however, it
reflects the fact that when the Govermment redeemed the 3 per cent loan
of 195355, in connection with the debt refunding operation, large amounts
of the maturing loan, perhaps as much as 350 million rupees, were held in
the Government's Cash Balance Investment Accounts TFor obvious reasons, the
probable availability of furds through this account had not been revealed
in the original budget documentss

As a result of these factors, the revised estimate of the probable
expansion in Treasury bills and utilization of cash balances is about 1,280
million rupess, about 100 million less than originally anticipated. Even
this, however, overstates the actual expansionary influence of the budget.

NOT FOR PUBLICATION




-5~ Indian Financial Policy

Such an influence must be measured in terms of the cash operations of the
Govermment, and it is likely that cash disbursements, in particular, were
significantly smsller than the amounts obligated as the development program
gathered momentume In the first eleven months of the fiscal year, actual
expansion of Treasury bills and utilization of the Govermment!s cash balance
amounted to only 280 million rupees. It seems most improbable that cash
operations in March were such as to require use of these means of financing
to the extent of another one billion rupeess

The 195155 budget

The new budget (see Column L in Tables 1 and 2) calls for total
expenditures of about 9,05 billion rupees and total receipts of about Sok
billion, leaving a deficit of about 3,650 million rupees, While revenues
are expected to be somewhat larger than in the current year, this will be
more than offset by an increase in expenditures due primarily to the rising
tempo of economic development. Expenditures for economic development are
estimated at 3,935 million rupees in the new budget, compared with 2,535 million
in the budget for the 1953~5l fiscal year,

To finance the deficit, the Finance Minister is counting on about
LOO million rupees from the operations of miscellaneous special accounts
(line 7 in Table 2)e A further 600 million rupees is to be raised by borrowing
from the Post Office Savings Banks, the State Provident Funds, and other
similar accounts, and by selling National Savings Certificates, Treasury
Savings Deposit Certificates, and other similar instruments to the public
and particularly to small savers. A new medium or long-term loan of 750
million rupees is to be floated, but two outstanding loans totzlling about
500 million rupees are to be redeemed during the year, Total financing
from these sources is, therefore, estimated at about 1,250 million rupeese
To finance the balance of about 2,400 million, the Finance Minister anticipates
that Treasury bills will be issued for 2,500 million rupees, allowing an
increase in the Governmentt!s cash balance of about 100 million.

The need for inflationary financing - The likelihood of such an
expansion in Treasury bills taking place depernds in part on the extent to
which expenditures may fall short of the targets, The Finance Minister
recently stated that India would be fortunate if the Five Year Plan were
implemented to the extent of 8% per cent, Since total contemplated outlay
by the Central Government under the Plan was 1kL,2 billion rupees over the
five year period, such a rate of performance, if applicable equally to the
state and central government segments of the Plan, would involve the failure
on the part of the Central Government to spend 201 billion rupees. The
deficiency so far acknowledged for the first three years of the Plan is about
LOO million. The greater part of the total deficiency will, therefore, affect
the fiscal years 1954~55 and 1955-56 (the last two years of the Plan)e No
allowance for this has been made in the budget estimates, It may be estimated
roughly that in the year 195l-55 development expenditures by the Central
Government will fall short of budget estimates by perhaps 700 million rupeese

NOT FOR PUBLICATION




-6 Indian Financial Policy

It is also possible that revenues of the Central Government may
fall short of estimates. However, the amount of the deficliency is likely
to be much smaller than in the case of expenditures, The principal question
concerns whether any payments on the partition debt will be received from
Pakistan during the year. Although the first two annual payments expected
in 1952 and 1953 were not received, the Finance Minister has included the
sum of 90 million rupees from this source in the estimates of revenues for
19555, His stated hope that this issue may be settled in the near future,
with payments beginning before March 31, 1955, may perhaps be taken with
some skepticisms On the basis of available information, none of the other
estimat es of revenues apvears to be open to serious question and it may be
estimated roughly that Central Government revenues in 1951=-55 are likely
to be smaller than anticipat ed by not more than about 100 million rupees.

If these estimates are correct, the actual deficit for 1954-55 may be 600
million rupees less than is now anticipated. Moreover, the cash deficlt
may be still smaller, if cash disbursements continue to be less than the
amounts obligated,

The performance of the Indian money market in 1953 suggests that
no particular difficulty should be experienced in 1954 in floating the conw
templated new medium or long-term loan. Its prospective amount is the same
as that of the 3-1/2 per cent loan floated in June 1953, The success which
attended the flotation of this loan and subsequent flotations of large issues
of industrial debentures and of loans of ten of the Indian States indicates
that in the future the market may be tapped with more confidence that appeared
justified in the paste. The loans floated by the ten States in July totaled
280 million rupees, more than twice the largest amount ever floated by Indian
States at any one time, and they brought in 25 per cent more than the goale
Ability of the Reserve Bank to reduce significantly its holdings of Govern-
ment securities through open market sales during the year, discussed in detail
below, gives further indication of the potential resources which may be raised
in the market,

It is possible that the Government's Cash Balance Investment Accourt
will again hold substantial amounts of the loans due to be redeemed in 195l
These loans, however, amount to only about LO per cent of the amount of the
loan which was redeemed in 1953, If the same proportion of the maturing loens
is held in this Account this year as was held last year, only about 150 million
rupees in additional funds may become available. The need for new short-term
borrowing may be correspondingly reduced, unless it is decided to adjust the
size of the proposed new issue downward, as was done in 1953, This need might
also be reduced if the Cash Balance Invesiment Account engages in open market
sales of Government securities as it did in the fiscal year 1953-5he For
obvious reasons, no allowance has been made for these possibilities in the
budgets

In summary, the actual expansion in Treasury bills may be substantially
smaller than is now being planned. Even at best; however, it is likely to be
considerably more than the probable amount of financing by means of Treasury
bills and utilization of cash balances actually undertaken in the fiscal year
1953-5L, The conclusion remains that the expansiomary pressures stemming from
the budget in 195L are likely to exceed greatly those generated by the 1953-5L

budget.
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The balance of payments

In 1953, the expansionary pressures stemming from the budget were
reinforced by the fact that India enjoyed balance of payments surpluses in
the first quarter and apparently again in the fourth quarter, which more
than offset deficits in the second and third quarters (see Table 3)e Imports
increased somewhat in the first quarter but declined gradually each month
after April, even though import restrictions were somewhat relaxed for the
second half of the year. In December 1953, imports were one-sixth below the
level of December 1952, Exports fell 2§f in the second 2nd third quarters
of the year, but recovered in September, and their level in the fourth quarter
exceeded that of the corresponding quarter of 1952 by about L6 per cente
A substantial export surplus occurred in the fourth quarter following deficits
in the first three quarters. By comparison, the value of exports exceeded
that of imports by less than 1,5 per cent in the fourth quarter of 19524
While fourth quarter figures on invisibles are not yet available, it is likely

TABLE 3
Indiats Balance of Payments

First Three Quarters of 1953 and Estimates for the Fourth Quarter
{In million rupees)

Jane— April- July- OCte=

March June Septs 1/ Deca 3/
ImpOI'tS, Ctiof. 133h8 135?3 1;7415 g/ 1’237 .3_/
Exports, fe0sbe 1,293 1,222 1,220 1,u82 3/
Trade balance - 55 -~ 351 - 185 + 2U5
Officlal donations (net) + 24 + 57 + Lo/ + 513
Other invisibles (net) + 172 + 190 + 1837 + 180 2/
Current account (net) + 1 - 3Rh + 2 + LB2
Errors and u.oissizis + 63 + (8 - 29 ?
Capital account (net) + 204 = 26 - 27 ?

1/ Prelirinary

%/ According to the U, S. Department of Commerce, Survey of Current Business,
April 195k, page 21, Ue S, aid to India in the third quarter was $7 millions
This suggests that net official donations may have been as high as 35 million
rupeese. If so, imports were correspondingly larger.

3/ Estimated. Trade figures are from Tnternational Financial Statisticse
5fficial donations are based on the figure ($12 million) for Ue Se aid to
Tndia in the fourth quarter given inthe Survey of Current Business, April 195k,
page 2l. Other invisibles are assumed 10 have been about the average of the

first three quarters.

SOURCE: Reserve Bank of India Bulletin, October 1953 and Jauary 195L.
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TABLE L

India's Balance of Payments with the Dollar Area
First Three Quarters of 1953
(In million rupees)

Jane- April- July- Octe~

March June Sept s Dece
Imports, cel.f, 332 26L 220 Neds
Exports, f.o.b, 327 287 277 Neds
Trade balance - 5 + 23 + 57 Ne8e
Official donations (net) + 23 + 57 + L Nede
Other invisibles (net) + L + L + 17 Neds
Current account (net) + 22 + 8L + 78 Ned3a

SQIRCE: Reserve Bank of India Bulletin, October 1953 and Jamary 195le

that net invisible earnings continued at about the same rate as in the first
three quarters., Movements of the foreign exchange holdings of the Reserve
Bank, which are ®sually closely related to the bealance of payments position
on current account, support the judgment that a fairly large surplus was
recorded in the fourth quarter. l/ In relation to the dollar area, a surplus
was recorded in each of the first three quarters (see Table L), and judging
from the movements of India's dollar holding as repcrted by Us. S. banks g/,
probably also in the fourth quarter., For 1)53 as a whole, it seems probable
that there was a deficit on merchandise zccount of about 375 million rupees
which was more than offset by net invisible receipts of approximately 725
million rupees, excluding official donationse

}/ Foreign exchange holdings of the Reserve Bank rose about 157 million

rupees (about $33 million) in the fourth quarter. This compares with an
increase of about 181 million rupees (about $38 million) in the first
quarter and declines of about 105 million rupees (about $22 million) and
about 62 million rupees (about $13 million) in the second and third quarters
respectively.

2/ Dollar holdings of the Government and banks as reported by U. S. banks

rose about $7 million in the fourth quarter. This followed increasas of
about $12 million, $11 million, and $5 million in the first, second, and
third quarters, respectively. It seems reasomble to assums that most of
this represents a rise in official holdings, since Indian exchange control
probably limits the holdings of commercial banks to relatively small and
stable working balances.

NOT FOR PUBLICATION
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It does not seem likely that the balance of payments will again
show a surplus in 1954, 7The increasing tempo of economic development, which
is largely responsible for the increase in the budget deficit, may also lead
to a significent increase in imports. Deliveries under the United States
and other foreign assistance programs may rise by as much as 100 million
rupees, Other imports of developmental goods and imports of consumer goods
also may rise, perhaps as much as another LOO million rupees. In particular,
imports of sugar are lkely to increase by about 250,000 tons costing India
about 136 million rupees. An increase in expenditures on foodgrains of about
195 million rupees (about $Li1 million) also is to be expected. The volume
of foodgrain imports is not likely to exceed the level of 1953, but a shift
from wheat to rice is anticipated. Whereas India imported less than 200,000
tons of rice from all sources in 1953, a recent agreement with Burma provides
for the purchase of 900,000 tons which Burma probably will deliver in 195ke
The additional expense or rice may be about $95 million (2bout 452 million
rupeesh 1/ At the same time, wheat imports may be 7(0,000 tons less and
cost about $54 million (about 257 million rupees) less than in 1953 2/
Continuation through 1954 of the import liberalization introduced in the
last half of 1953 may per. it some increases in other types of importse

If the level of economic activity abrosd remains high, most Indian
exports may continue substantially at the 1953 level., Exports of textiles
from India, however, may suffer somewhzt as a result of relaxation by the
United Kingdom and some of its dependencies of restrictions against lmports
of Japanese textiles, The loss of export earnings from this aource may be
placed tentatively at about 75 million rupees. If these estimates are
correct, the 195L trade deficit may amount to about 950 million rupeese. 2/

Net invisible earnings, excluding official donations, may continue at about
the same rate as in 1953 (approximately 725 million rupees), so that a current
account deficit of the order of 225 million rupees ($L7.25 million) may occurs

India's prospective balance of payments deficit for 195k would
appear likely to manifest itself primerily in sterling, and the dollar position
should remain relative strong. Q/ Indeed, having repaid about $36 million
of its indebtedness to the International Monetary Fund on March 1, 195kL,

1/ Burmese rice cost India about £168 a ton in 1953. The 1954 price will be
134,47 a ton, if the entire quantity purchased is delivered during the years

while $36.L0 a ton is to be offset against the prewar Burmese debt to India,

making the net cost to India only $98 a ton, this does not affect the balance

of payments on current account.

g/ India's wheat imports in 1953 were all made under the International Wheat

Agreement as it stood before the 1953 renewal and the estimated c. and fe cost

to India was about $77 a ton. It may be assumed that this is also the price

which India may have to pay for wheat under the International Wheat Agreement

in lQSho

2/ In the course of parliamentary debates on the new budget, the Indian Finance

Minister stated that 750 million rupees of the proposed issue of Treasury bills

would probably be matched by an import surplus of this magnitude. This estimate

however, refers to the fiscal year 1954-55, not to the calendar year 195k

Assuming no serious downturn in the level of economic activity in the

United Statese
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 intends to repay another $36 million before March 1, 1955. Tot: 1

ts to the Fund during 195L may amount to about $l6 million (220
pees)s At the same time, the doller position is likely to be
by receipt of net official donations from the United States

~and Canada which may amount to as much as 300 million rupees ($63 milllon)
~ and by partial utilization of the as yet undrawn balance of loans from the
International Bank, L=

~ Forelgn exchange re s:rves

India's feraign exchange reserves consist mostly of sterling held
in Iondon. Utilizet .on of the sterling balances is governed by an agreement
with the United hirg .om shich provides thet India shall hold 5310 mil
(4868 million) as @ currency reserve, snd that the United Kingdom -
release sterling frou India's blocked account with the Bank of Engl for-
for use in current transactions at the rate of £35 million ($98 million) a.
year over a six-year period beginning July 1, 1951, Releases need not be
made if the balance in the unblocked account exceeds &340 million ($952
million), but amourtts not released in any year shall be adfed to the sums
available for subsequent release, and in any event, any remaining blocked
balance shall be refdeased on July 1, 1957

The total amount of sterling available to India for use in current
transactions between July 1, 1951, and December 31, 1953, may be estimated
at £195 million (¢5!6 million), of which &1J5 million ($294 million)
represents the fir'st three annual releases of %35 million each, and &90
million 1/ ($2L2 raillion) is the estimated unused balance from earlier
releases. Betwee'a July 1, 1951, and the end of 1953, Indla!s sterling balances
in fact declined "oy about 100 million ($28C million), leaving about &S5
million ($266 rillion) of the available amount not useds During 195k, India
can presumably dr aw on this balance plus the fourth release of L35 million
whieh will becoms available July 1, 195k, 2 total of £130 million ($36L
million), or 1,733 million rupees. The estimated balarce of payments deficit
for 195L is about oneweighth of this amount, less than half of a single
amual sterling relesse under the agreement with the United Kingdceme

- India Hesires to conserve a portion of its foreign exchange holdings
. for future conlingencies ard is cooperating with the United Kingdom and other
Commonwealth scerling area countries to restore the international position
of sterling, However, utilization of sterling balances in 195L on a scale
somewhat largex than now appears likely would seem to be consistent with
these objectirres and would strengthen the anti-inflationary forceses

1/ According to the Eastern Economist, November 26, 195le
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Prices, money supply and bank credit

In 1953, the budget deficit and the balance of pgyments surplus
did not result in inflation, The wholesale price index rose from 372,7 in
December 1952 to L10el in August 1953, but thereafter declined ard stood
at 89.4 in December 1953, only L.5 per cent above the level of twelve
months earlier, Money supply and bank credit followed the usual seasonal
pattern, both increasing from fall to spring and decreasing from spring to
falls, At the end of December 1953, money supply stood at 18,150 million
rupees, only about 28 per cent above the level of twelve months earlier,
and bank credit was L,73841 million rupees, 23 per cent below the level of
twelve months earlier. About half of the small increase in money supply
represented the gradual introduction of Indian currency in the State of
Hyderabad, in replacement of Hyderabad currency which had not been included
. in calculations of money supplys The improvement in the trade balance

during 1953, noted earlier, was in line with these developmentse

Monetary policy and debt management

The maintenance of a substantial degree of financial stability
and the favorable export and import performance were made possible in part
by the Reserve Bank which followed a restrsining open market policy through-
out 1953 and into 195Le This merely continued the monetary policy first
put into effect in November 1951. At that time, the Reserve Bank raised
its Bank rate from 3 to 3-1/2 per cent and withdrew the support which it
had previously given to the Government securities market. After a brief
period of standing on the sidelines, it reentered the market on a limited
basis for the purpose of ensuring orderly price movements.

The importance of the Government securities market from the stand-
point of monetery policy stemmed from the fact that, traditionally, Indian
commercial banks sell Government securitics from their portfolios to obtain
the means of financing the seasonal expansion of the demand for credit arising
from the marketing of the crops, 2nd repurchase them when demand for credit
seasonally falls off. Until November 1951, the Reserve Bank stood ready to
buy unrestricted amounts of Government securities from the commercial banks
in the busy season which runs from fall to spring and to resell them in the
slack season which runs from sprirg to fall. During the 1951 slack season,

. however, commercial bank credit contracted by only about half as much as it
had expanded in the previous busy season and comrercial banks repurchased
much smaller amounts of Government securities than they had sold in the
previous busy season. In this situation, the Reserve Bank acted to increase
its control over the money market and to restrain credit. Under the new
policy, it undertook to meet the legitimate demands of banks for funds by
means of advances against Government securities and on a limited basis
against commercial bills. The new policy made it possible to prevent further
acquisition of Government securities by the Reserve Bank in the busy season
which would not be fully offset by sales of these securities by the Bank in
the slack season. At the same time, it enabled the PBank to adjust its hold-
ings of Govermnment securities in relation to ths requirements of financial

. stabilitye
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) In 1953 and early 195L, this policy led to a substantial reduction
in the Reserve Bank's holdirgs of Government securities. Small net open
market purchases in the first half of 1953 were more than offset by large
net sales which took place gradually beginning about the middle of Junes
Commercial banks probably absorbed a large proportion of the securities sold
by the Reserve Bank between June and October, totaling about 233 million
rupsess After the return of the busy season, in November, commercial banks
once again became net sellers of Government securities, but net sales by

the Reserve Bank contimued, albeit on a reduced scales In the last two
months of 1953 and the first two months of 195L, the Reserve Bank's holdings
of Government securities declined by about 37 million rupees. Net purchases
of Treasury bills amounting to about 90 million rupees were more than offset
by net sales of securities with longer maturity which totaled about 127
million rupeess Between April 3, 1953, and February 26, 195l, the Reserve
Bank disposed of Government securities worth about 425 million rupees (about
8 per cent of its holdings on April 3, 1953), including nearly 280 million
rupees between June 26 and July 17, very largely as a result of the redemption
of the 3 per cent loan of 1953-55. Net sales by the Bank on its own account
apparently were about 145 million rupees in the first eleven months of the
figoal year 1953~5lL,

The operations of the Government'!s Cash Balance Investment Account
significantly reinforced the influence of open market policy. As mentioned
earlier, this account is now estimated to have contributed 480 million rupees
toward the financing of the budget deficit. Partly, this reflects the fact
that it held large amounts, at most 350 million rupees, of the 3 per cent
loan of 1953-55, Partly, however, it reflects net sales of at least 130
million rupees of Government securities held in this Account between ppriil,
1953, and ¥arch 31, 1954, Total net sales of these securities by the Reserve
Bank for its own account and by the Government's Cash Balance Investment
Account were, therefore, quite substantial. They significantly exceeded net
purchases by commercial banks which amounted to only about 16C million rupees
during the first eleven months of the fiscal years

Production and terms of trade

The maintenance of financial stability and the favorable trade
developments were further facilitated by significant increases in production
recorded during the year. The industrial production index, which averaged
12849 in 1952, averaged 13Lel over the first eleven months of 1953, or about
L per cent higher. Food production also increased in 1953, especially
production of rice (13 per cent), wheat (12 per cent), and other cereals (11.7
per cent)s Larger acreages and better yields due to favorable weather
conditions cortributed to this performance. This enabled India to reduce
foodgrain imports to about 2 million tons in 1953, compared with 3.9 million
in 1952, and lLe7 million in 1951. Greater availability of goods to some
extent helped to offset the inflationary pressures,
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A marked improvement in the terms of trade in 1953 also played a
significant part in the favorable trade developments. The deterioration
in the terms of trade which had taken place throughout 1952 was finally
halted in the second quarter of 1953, and the terms of trade index which
had been about 84 in the first quarter had recovered to above 97 in November,
the last month for which figures are available. Import prices declined more
than 10 per cent in the first eleven months of the year, while export prices
after falling during the first three months of the yYear recovered all of this
ground in the next six months 2nd were about as high in November as they had
been in December 1952, The decline in import prices materially contributed
to the fall in the value of imports noted earlier, but there was also a con-
traction in volume, %The recovery of export prices contributed to the smsll
increase in the value of exports, but there was also a small increase in volume,

The employment situation

Finally, India's ability to maintain finsncial stability in 1953
in spite of a budget deficit and a balance of payments surplus was enhanced
by the existence of a sutstantial amount of urban unemployment, and by a
tendency of this unemployment to rise more noticeably than had previously
been the case, On the basis of tle available statistics, which are admittedly
inadequate, unemployment appears to have risen about 25 per cent during the
last nine months of 1953, Ihis reflects the fact that additions to the labor
force as a result of the growth in population have exceeded the creation of
new jobs under the development program. The situation has become serious
enough to induce the Indian Planning Commission to revise and augment the
Five Year Plan for the purpose of providing more jobs. In such an environment,
expansionary forces had less chance of generating inflation than would have
been the case in a situation of low and statle unemnloyment, '

The lesson of 1953

India's experience in 1953 may be summarized as followse Expansionary
pressures stemming from a budget deficit and a balance of payments surplus
were offset by expanded production, improved terms of trade and the anti-
inflationary policy of the Reserve Banks. Rising urban unemployment also helped
to neutralise these pressures and internal financial etability was maintained,
Exports increased somewhat, ard imports fell off significantly,

Prospects for 1954

The Reserve Bank may be expected to continue its anti-inflationary
policy in 195L. Nevertheless, it seems probable that some increase in the
money supply in the hands of the public will take place during the year, Tn
a certain extent, such an increase may be desirable to sustain the high levels
of production already achieved in various lines and to permit India to improve
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upon them. Agricultural production, and especially rice production, is
expected to be significantly larger in 195) than in 1953, ard increased
availability of goods, particularly foodstufi's, should help materially to
maintain internal financial stability. At the same time, the continued
existence of a significant amount of urban unemployment and the continued
tendency of such unemploysment to rise suggest that the risks involved are
likely to be smaller than would otherwise be the cases The probable absence
in 195k of external upward pressure on prices such as resulted from the
Korean outbreak should further minimize these risks,

The Indian Finance Minister is fully aware of the dangers involved
in the budget and he has promised that Government policies would be recon—
sidered should major changes in the economic situation or climate occur,
Howeven, he points out that "in the context of our developmental needs, it
is important for us not only to live within our means but also to 1live up
to our means." On the basis of his careful consideration of all aspects
of the situation, he expects that the new budget "will prove reflationary
rather than inflationary," and he concludes that "in the conditions as they
now are and are likely to be in the near future, we are not taking any undue
risks in going forward in the manner I have indicated,”

The above analysis would appear to confirm this judgment, On
balarice, while the new budget significantly reinforces the expansionary
pressures, the likslihc:d that development expenditures will fall short
nf targets to a greater exten’ than revenues fall short of estimates, the
probabie emergence of a balance of payments deficlt, continuation of the
present monetary policy, the resed to sustain an expanding volume of production,
and the existence of apparently rising unemployment may enable India in large
measure to avoid inflation in 195,
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