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Objectives of the Study 

PREFACE 

The purpose of this study was to examine the U.S. economic 
assistance program to India from its inception in 1950 to its re- 
cent resumption in 1978. It was undertaken at the initiative of 
the Bureau for Program and Policy Coordination's Office of Evalu- 
ation and was designed to serve as a background document that pro- 
vides a general "road map" of the development assistance program. 
It had these specific objectives: 

o To reconstruct the history of the program, 
identifying the major components and indicating 
how the composition of the program changed over 
time ; 

o To identify the factors that influenced the mag- 
nitude and composition of the U.S. economic assis- 
tance program, specifically U.S. policy objectives, 
the development objectives of the government of 
India and major shifts in international political 
alliances and economic arrangements; 

To see what lessons can be learned from the 30 
year historical reconstruction of the program 
t4at are applicable to the Agency in the design 
of future programs in India, the region and 
globally; and 

To begin to identify the areas o f  impact, positive 
or negative, the program had. 

This preliminary investigation is intended to be the first 
phase of a three-phase study similar in scope and purpose to that 
undertaken by Dr. Neal Jacoby in 1972 of the U.S. Program in Taiwan 
and that of the U.S. Program in Korea now being prepared by Ed Mason 
of Harvard university. It proposes to set the parameters for later 
detailed evaluations of discrete sectors of the U.S. economic as- 
sistance program in India. As such, it poses a number of ques- 
tions satisfactory answers co which may require a more detailed 
investigation based on interviews with Indian government officials 
and specialists who were involved with development and implementa- 
tion of these program? in India. 

The first stez of this history is primarily an ex-post compi- 
lation of data. Data sources used within AID inclusad cables to 
and from the Mission in India, evaluations done on specific proj- 
ects and programs over the years, annual Congressional presenta- 
tions, Mission program submissions and other relevan: official 



agency texts. A sampling of the vast academic literature was 
perused to document specific issues and controversies. These 
written sources were supplement-ed by interviews with persons 
identified as being knowledgeable about the bilateral assis- 
tance program to India and foreign assistance policy objectives 
of the U.S. government in an effort to complement the formal 
requirements of official documentation with the opinion and 
reminiscences of those responsible for policy decisions. 

The second step of the study attempts to draw some con- 
clusions concerning the impact of the foreign assistance program. 
Here we hypothesize several determinants of impact and develop 
some indicators of success. The paper also identifies the sectors in 
which our aid was concentrated and suggests that some or all of 
these sectors be the subject of an in-depth impact evaluation. 

Our primary focus was on the macro-economic impact of the 
program. We have not: 

a Performed an in-depth analysis of the sectors 
in which our aid was concentrated; 

a Perfomedany geographic analysis of the impact 
of our aid on any of India's discrete regions; 

a Performed any detailed project analysis. 

There have been very fex personal interviews to 
collect the "oral history" of the program. A list of persons in- 
terviewed, or at least spoken to on the telephone, is attached. 
If this effort is considered to have potential value to AID, we 
suggest, as a next step, that this document be enhanced by further 
interviews both in the U.S. and in India, particularly with former 
officials of the government of India who directly participated in 
the negotiation and management of external assistance to India. 

The past 30 years have seen a rapid evolution in accepted de- 
velopment theory. Ap$xoaches which we now corlsider sacrosanct 
were not so 20 or 30 years ago. It is therefore tempting to evalu- 
ate our predecessors' judgements on the basis of today's conven- 
tional wisdom. In our work we have been guided by Senator Howard 
Baker's criteria during the Watergate herrings: "What did he know, 
and when did he know i.t?" 

To facilitate the reader's understanding of the approach taken 
by former officials of the U.S. aid program, we have described in 
footnotes the changes that occurred in the development concepts 
over the 38 year period. For examplz, in 1950 it was believed that 
American know-how had direct transferakllity to developing nations. 
Any one who, at that time, would have questioned the now widely 
accepted thesis that U.S. technology did not have such transfer- 
ability, particularly for tropical and sub-tropical cultures, but 
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CHAPTER I 

THE SETTING 

The U.S. Pe r spec t ive  

A r e t r o s p e c t i v e  review o f  t h e  U.S.  economic a s s i s t a n c e  program 
t o  I n d i a  dur ing  t h e  l a s t  30 y e a r s ,  accompanied by a l l  t h e  b e n e f i t s  
of h i n d s i g h t ,  runs  t h e  danger of f o r g e t t i n g  t h e  cond i t ions  which pre-  
v a i l e d  a t  t h e  t ime i n  ques t ion:  t h e  va lues  and s t y l e  of t h e  char-  
a c t e r s ;  t h e  o b j e c t i v e s  of t h e  program and t h e  approaches and tech-  
n iques  taken t o  achieve  them. A r e t r o s p e c t i v e  review i s  l i k e  watch- 
i n g  a n  o l d  Humphrey Bogart f i lm.  One has  t o  g i v e  adequate weight  t o  
t h e  s t y l e  and va lues  a s  they  p r e v a i l e d  a t  t h a t  time. One must a l so  
recognize  t h a t  t h e  "'dramatis personae" involved i n  "act one" did n o t ,  
and could n o t  know how t h e  p l a y  would end. Indeed, they  d i d  n o t  have 
access  t o  t h e  s c r i p t  f o r  t h e  very nex t  scene. 

With t h e s e  c o n s i d e r a t i o n s  i n  mind, we hzve at tempted t o  ske tch  
t h e  s i t u a t i o n  as it must have appeared t o  t h o s e  who i n i t i a t e d  t h e  
U.S. economic a i d  program t o  I n d i a  i n  1950. It might have gone soae- 
t h i n g  i i k e  t h i s :  

The c l i p p e r  c o n s t e l l a t i o n  slowly c i x c l e d  PaPam A i r f i e l d ,  
New Delhi  p repar ing  f o r  i t s  f i n a l  approach. I t  was 3:45 AM, 
and t h e  f l i g h t  was f i v e  hours l a t e .  The c l e a r  sky re- 
vealed  t h e  g a l a x i e s  of  India"  win te r  sky a s  Norman Paul  
s t a r e d  o u t  t h e  compartment window. I t  was almost  
Christmas and, al though he would have p r e f e r r e d  t o  be  
back wi th  h i s  family i n  Washington, D .C . ,  t h e  occas ion  
which bronght  him t h i s  long way was of g r e a t  importance: 
it was t o  n e g o t i a t e  t h e  f i r s t  t e c h n i c a l  agreement wi th  
I n d i a  under t h e  P o i n t  4 Program. He had t r a v e l e d  f o r  
f i v e  days by t h e  f a s t e s t  a i r c r a f t  of t h e  day Prom Wash- 
ing ton  t o  S e a t t l e ,  Hawaii, Guam, Tokyo, Hong ~ ~ n g ,  Bangkok 
a5d f i n a l f y - w a s  a b o u t - t o  r each  h i s  d e s t i n a t i o n .  H e  had 
t r a v e l e d  f i rs t  c l a s s ;  which .permi t ted  him a b e r t h  t o  s l e e p  
on t h e  a i r c r a f t .  H e  knew-that  December would offer  t h e  
b e ~ ~ w e a t h e r  a v a i l a b l e  i n  New Dehli.  The monsoon was o 
and t he  temperature a t  mid-day would reach 70 degrees  
Fa renhe i t .  The a i r  would be  c r i s p  and d r y ,  t h e  danger 
o f  dysentery  would be minimal, and t h e  ~ o u g a n v i l l i a  and 
r o s e s  would be l u s h  and i n  f u l l  bloom. A s  h i s  plane 
c i r c l e d  s lowly over  Palam A i r p o r t  he r e f l e c t e d  on t h e  
even t s  l ead ing  up t o  h i s  arduous journey t o  Ind ia .  



The conclusion of World War 11 found the  U.S.  t o  be the  un- 
r iva led  superpower with awesome qlobal r e spons ib i l i t i e s  
fo i s t ed  upon it. The war had l e f t  the  European powers with 
t h e i r  productive facilities t o t a l l y  destroyed. Their colo- 
n ies ,  se iz ing  the opportunity, were ag i t a t ing  successfully 
f o r  independence. And the  Soviet Union with i t s  supportive 
network of communist p a r t i e s  threatened the  democratic p o l i t i -  
c a l  s t ruc tu re  of these "newly emerging" nations. The euphoria 
of V-J Day and Wendel Wilkie's "One World" began t o  give way 
t o  a f ea r  t h a t  the  U.S. may become i so la ted  a s  the  USSR estab- 
l i shed  cont ro l ,  f i r s t  over Eastern Europe, then moved westward 
a s  the communist p a r t i e s  put pressure on t h e i r  governments 
e i t h e r  through g u e r i l l a  warfare a s  i n  Greece, o r  through p o l i t -  
i c a l  means a s  i n  I t a l y  and France, t o  bring t h e i r  countries 
i n t o  the  Soviet o rb i t .  

In  1947, the  U.S. Congress enacted a mi l i ta ry  support program 
f o r  Greece and Turkey. A refugee r e l i e f  program w a s  i n i t i a t e d  
t o  look a f t e r  migrants f lee ing  from nations t h a t  had f a l l e n  
under communist domination. The Marshall Plan, i n i t i a t e d  i n  
1947, provided massive f inancia l  t r ans fe r s  (approximately $13 
b i l l i o n  between 1348-1951) t o  rebui ld the  productive capacity 
of those nations i n  Western Europe t h a t  were s t i l l  i n  the  
" f ree  world." The Economic Cooperation Administration was 
establ ished t o  manage the Marshall Plan. 

A s  t he  colonies of the  European powers pressed f o r  and achieved 
independence, it became c lea r  t h a t  material  support t o  these 
new nations would a l so  be required i f  Soviet influence o r  con- 
t r o l  over them were t o  be avoided. President Truman's inaug- 
u r a l  address i n  January 1949 announced a new program of support 
f o r  these nations t o  "...embark on a whole new program f o r  mak- 
ing the  benef i t s  of our s c i e n t i f i c  advances and i n d u s t r i a l  prog- 
r e s s  avzi lable  f o r  the improvement and growth of underdeveloped 
areas. . . " 
The defea t  of the  Nat ional is t  Chinese on t h e  mainland and t h e i r  
withdrawal t o  Taiwan, followed by the  mi l i t a ry  invasion of 
South Korea i n  June 1950, gave rapid impetus t o  the  i n i t i a t i o n  
of the  Point 4 Program. The "Act for ~ n t e r n a t i o n a l  Development" 
was passed i n  September 1950. Because t h e  very nature of devel- 
opmental work implied a long period of growth and economic ad- 
justment, no date  was specif ied f o r  i ts  termination. 

India,  l ed  by Pxime Minister JawaharlaL Nehru, had achieved in -  
dependence from Br i t a in  i n  August 1947 and had survived the  er- 
deal  of p a r t i t i o n  with Pakistan i n  which mil l ions of Hindus and 
Muslims died o r  l e f t  t h e i r  homes t o  r e s e t t l e  i n  other  areas  of 
t h e  subcontinent. 



Now, t h r e e  y e a r s  a f t e r  independence, t h e  communist p a r t y  w a s  
e x p l o i t i n g  popular  d i s s a t i s f a c t i o n  wi th  t h e  l a c k  o f  percsp-  
t i b l e  improvement i n  l i v i n g  cond i t ions .  A s  t h e  p lane  t a x i e d  
t o  a h a l t ,  Noman Paul  r e f l e c t e d ,  "East  is  Eas t  and N e s t  is 
W e s t ,  h u t  t h i s  t i m e  they  have t o  meet." 

I n d i a  on t h e  Eve of  Independence - 
I n  Novembex 1947, t h e  Al l - Ind ia  Congress def ined t h e  p o l i t i c a l  

arid economic o b j e c t i v e s  of t h i s  newly independent country.  The 
Congress declared:  

Our aim should be  t o  evolve a  p o l i t i c a l  system which w i l l  
combine e f f i c i e n c y  of a d m i n i s t r a t i o n  wi th  i n d i v i d u a l  l i b -  
e r t y  and an econornic s t r u c t u r e  which w i l l  y i e l d  maximum 
produc t ioc  wi thout  t h e  concen t ra t ion  of p r i v a t e  nsnopol ies  
and t h e  concen t ra t ion  of  weal th ,  which w i l l  c r e a t e  t h e  
p roper  ba lance  between urban and r u r a l  economies, 

The i n t e n t i o n  was t o  provide  an a l t e r n a t i v e  t o  t h e  a c q u i s i t i v e  
economic o r i e n t a t i o n  of c a p i t a l i s m ,  t h e  regimenta t ion  of  t o t a l i t a r -  
i a n  s t a t e s  and r o  fo rge  a u n i t y  o u t  of the d i v e r s e  regions  and 
p r i n c e l y  s t a t e s .  I t  was a  formidable t a s k .  On t h e  eve o f  indepen- 
dence, I n d i a  was a  deeply s t r a t i f i e d  and d i s p a r a t e  s o c i e t y .  Heredi- 
t a r y  c a s t e  groups were p laced  i n  p o s i t i o n s  of r i t u a l  s u p e r i o r i t y  o r  
i n f e r i o r i t y  t o  one ano the r  t h a t  governed a l l  r e l a t i o n s h i p s  and s o c i a l  
o rgan iza t ions .  P a t t e r n s  of  wealth,  s t a t u s  zrld power were c o d i f i e d  
i n t o  a r i g i d  s o c i a l  s t r u c t u r e  and seed5 of  d i v i s i o n ,  nur tu red  during 
t h e  c o l o n i a l  pe r iod ,  th rea tened  e f f o r t s  t o  h e a l  an2 bind t h i s  re- 
g i o n a l l y  s e p a r a t e  and p o l i t i c a l l y  d i v e r s e  na t ion .  I t  was mainly a 
peasan t  economy dependent on agr iculLura1 production which had been 
g r a t u i t o u s l y  exposed t o  a  c a p i t a l i s t  economic system and c a p i t a l i s t  
i n s t i t u t i o n s .  1 

The C o n s t i t u t i o n  adopted by t h e  ncwly independent government 
i n  1950 was modelled on t h e  B r i t i s h  p a r l i m e ~ t a u y  s l P s t e m .  It c a l l e d  
f o r  e l e c t i o n s  every  f i v e  y e a r s  based on u n i v e r s a l  a d u l t  s u f f r a g e ,  
X t  was adopted i n  a b e l i e f  t h a t  evo lu t ionary  change using p a r t i c i -  
p a t o r y  democracy, would expand t h e  p o s s i b i l i t i r . 3  of human develop- 
ment of t h e  poor and most disadvantaged. The p e o p l e ' s  conscious- 
ness  wouLd be awakened by holding e l e c t i o n s ,  and new i n s t i t u t i o n s  
would b e  in t roduced a t  t h e  v i l l a g e  l e v e l  to assist i n  t h e  democrat- 
i c a l l y  mandated r e d i s t r i b u t i o n  s f  economic and p o l i t i c a l  power, w i t h  
a  minimum o f  d i s r u p t i v e  v io lence ,  

1 Francine  F. Frankex, I n d i a ' s  P o l i t i c a l  Economy, 1947-1977 (Prince-  
ton:  Pr inceton Univers i ty  P r e s s ,  1978) . 2. 8; John M e l l o ~ ,  ed. , 
Ind ia :  A Rising Mi62le Power (Boulder,  Colo.: Westview F r e s s ,  1979.) - -.-- 



It was a heroic aztempt to apply democratic rule on a largely 
illiterate and poverty stricken population. Not only was the new 
government faced with administering the normal affairs of government 
following withdrawal of the British Colonial Service, but also with 
resisting the strong pressures for disintegration of the Indian 
princely states that comprised the new nation. 

Nehru embarked on a development program to mode 
country that emphasized the agricultural sector. Cr 
among the lowest in the world, and food was of param 
To increase agricultural production, plans xere made 
of land, irrigation and the introduction of better a 
tive agricultural techniques. The first of nany suc 

developmental expenditures amounting to $4.5 billion 
than ten percent would be sought Zrom external soure 

The stage was set for the role outside nations 

limited by tw 

liefs csnditioned from the beginning, 
and political 
Nehru comment 

one basket. Nor sha 
self-respect. Then 
you may get some pet 
these may be denied you. 

In response to these goal 
demonstrate tangible support f 

development plan. As a show of 

began. 

The dilemma of how to accomplish profoun 
reforms essential for growth within the confi 

next chapters. 

B l a j  it Singh, 



CHAPTER I1 

THE PROGRAM BEGINS, 1951-1957 

Int roduct ion 

The United S t a t e s  economic a s s i s t ance  program t o  India  was 
in iL ia t ed  iq 1951 with ob l iga t ions  of $4-5 mil l ion.  Over t h e  next  
30 years  approximately $11 b i l l i o n  was provided t o  India ,  about 
ha l f  of which was i n  economic a s s i s t ance ,  and ha l f  of which w a s  i n  
the  form of Food f o r  Peace commodities. This sec t ion  w i l l  d i scuss  
the  r a t i o n a l e  f o r  t h a t  program, t h e  i n s t i t u t i o n a l  s t r u c t u r e s  under 
which it was executed, t he  Indian and American ob jec t ives ,  and a 
conteinporary assessment of i t s  impact. 

The Objectives of the  U.S. Program 

Although much of t h e  r a t i o n a l e  f o r  t h e  program was based on 
f e a r  of Soviet  expansion and influence i n  South Asia, t he  main 
argument advanced t o  support t he  a s s i s t ance  program w a s  t he  per- 
vasive poverty of t he  region. I n  Ind ia ,  t h e r e  w a s  a general  d i s -  
i l lusionment a f t e r  independence t h a t  economic performance had not  
measured up t o  expectat ion o r  markedly improved t h e  l o t  of t he  poor. 
Outside Ind ia ,  t he  country was i d e n t i f i e d  as a "specia l  case" i n  
t h a t  a s e r i e s  of major na tu ra l  d i s a s t e r s  appeared t o  exacerbate a 
gradual ly  widening spread between the  c o ~ n t r = ~ s  capaci ty  t o  produce 
food and t h e  food requirements of a rap id ly  increasing population. 
Moreover, it was f e l t  hunger and poverty were being exploi ted by 
the  Indian communist pa r ty  i n  order  t o  gain p o l i t i c a l  con t ro l  of 
t h e  c e n t r a l  government. This combination of  extreme poverty and 
the  jeopardy of the  democratic p o l i t i c a l  system combined t o  make 
India  of g r e a t  importance t o  t h e  U.S. espec i a l l y  s ince  t h e  country 
represented about 20 percent  of t he  world 's  population,  was stra- 
t e g i c a l l y  located,  had the  p o t e n t i a l  f o r  a s t rong  i n d u s t r i a l  base, 
was a l eade r  among t h e  "newly emerging nations" and was attempting 
t o  achieve development i n  a f r e e  market soci-ety. 

i'he Congressional Presenta t ions  which described t h e  need for 
economic development t o  1ndia f o r  t he  next  severa l  years  did  no t  
vary from t h i s  o r i g i n a l  premise. I n  1956, f o r  example, t h e  objec- 
t i v e s  of the  program were described a s  follows: 

India  has a s t rong  and s t a b l e  democratic government which 
has opposed domestic communist i r f l uence  very e f f ec t ive ly .  
We d e s i r e  t o  see  it  remain a s t rong democratic s t a t e .  
I n d i a ' s  a b i l i t y  t o  continue t o  do so r e s t s  i n  l a r g e  p a r t  
on t h e  a b i l i t y  of i t s  government t o  meet the  demands of 
i t s  people f o r  percep t ib le  r i s e s  i n  the  standard of l i v i n g ,  
under democratic i n s t i t u t i o n s  and procedures. The U.S. 



program in India was designed to stimulate economic 
progress and thus strengthen the people's faith in 
democratic government. These are fundamental goals 
on which the U.S. and India fully agree. 

Indian Econonic Objectives 

The Government of India (GOI) First Five Year Plan (1951-1956) 
was relatively modest in size and flexible in shape. Of the total 
investment, both public and private, about 95 percent came from 
domestic resources. This was possible because India still enjoyed 
substantial foreign exchange reserves which were built up during 
WW 11. In terms of focus, all sectors were given equal priority 
with the exception of agriculture which was the major concern of 
government. 

Composition of the U.S. Assistance Program 

The U.S. Assistance Program was designed to support Tndia's 
Five Year Plan. The following Table 1 indicates the monies alloca- 
ted by the GO1 by sector, the U.S. contribution and the percentage 
the contribution represented of the total expenditure. 
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1 Table 1 
I 
I Indian and U.S. Development Expenditures 
I 
1 First Five Year Plan ( $  millions) ----' 
i 

I GO1 Field of Activity Plan Expendi- U.S. Commit- Percentage 

I tures through ment through U.S. Aid 1 March 31, 1956 June 30, 1956 to Plan 
1 1 A. Fields in which U.S. 
i is Assisting 
I 
I 

Agriculture and Corn- $ 544.2 81.0 14.8 
munity Development / Irrigation & Power 1,370.6 20.0 1.5 

i 
Transport & Communi- 705.4 66.0 9.3 

i cations 

i Industry & Mining 168.0 6.8 4.0 

i Health t Education 589.4 34.2 5.8 

I Others (in which 170.6 2.0 1.2 

I U.S. contributes) - 
i sub-~otal 3,548.2 210.0 6.0 
I 

I B. Fields in which U. S. 
i 

890.0 -- -- 
is not Contributing 

C. Bulk Commodity Imports -- 100. oa -- 

D. Technicians & Participants -- 16.8 -- 
not Covered by Project 

I Agreements & Technical 
I Support 
I 

1 

i 
TOTAL $4,438.2 326.8 

I 
/ 
I 
I 

i a Represents $64.0 million of steel and $36.0 of cotton and wheat. 
- 1 

As can be seen, U.S. funds were expended for services and commodi- 
ties .in agriculture, power, irrigation, fisheries, community development 
and pblblic health. Table 2 indicates the total 1J.S. obligations during 
this p2riod. 
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Table 2 

U.S. Aid to India, 1952-1956 

Fiscal Year - Obligations 
Techn? r-al Development ($  millicns) 

I Cooperation Assistance 
! 

Total 

1952 50-5 None 50.5 
1953 40.1 None 40.1 
1954 23.8 53.0 76.8 
1955 19.0 59.9 
1956 14.4 66.1 

? 147.8 179,O 326.8 
I A 

The U.S. program'had t,hree principal components: technical assis- 
advisors, capital equipment and participant training. Table 3 
shows the breakdown of aid by sector, during this period. 

t 

Table 3 

Cumulative Commitment of Funds 1 
i (FY 1952 - FY 1956) i 
i 

i 
i 

I 
i 

i 
Technicians Participants Commodities Total ' i 

I ( $ thousands ) 
i 

I 
i 

I 
j Agriculture & 8,730.4 911.6 61,040.6 70,682.6 1 
/ Natural Resources i 
1 Industry & Mining 
I 5,382.3 646.8 90,232.9 96,462.0 1 

Transportation 576.1 51.6 65,184.5 

Labor 406.5 303.5 765.8 65f812-2 I 
1,475.8 

Health & Sanitation 958.5 468.1 - 30,046.6 31,473.2 

Education 2,362.8 360.3. 2,101.9 4,825.0 

Public Administration 83.4 13.4 16.4 113.2 

Community Development, 905.0 30.5 12,878.3 13,813.8 
Social Welfare & 
Housing 

General & Misc. 6,149.6 30. (3 -- 6,179.6 

-- -- I 
il Section 402 35,999.1 35,999-1 
i 

I 
1 

TOTAL 25,754.6 2,815.8 298,266.1 326,836.5 



The t a b l e  does no t  show t h e  modnst l e v e l  e t  which t h e  program 
began. I n  1951, t h e r e  were only  1 0  U.S. t e c h n i c i a n s  s e r v i n g  i n  
I n d i a .  By June 1956, t h e r e  were 174 t e c h n i c i a n s  working i n  t h e  pro- 
gram. 

P a r t i c i p a n t s  t r a i n i n g  a l s o  began slowly,  b u t  a s  o f  June 1956, a 
t o t a l  of 558 Ind ians  were funded f o r  t r a i n i n g  under t h i s  program. 
Table 4  provides  a  breakdown of  t h a t  program by s e c t o r .  

f 
I Table 4  
I 
I I 
I 
I 

I : Sec to r  
I 

a  Indo-American P a r t i c i p a n t  Tra in ing  Program 
(1952 t o  June 1956) 

I 

i 
T o t a l  Number 
P a r t i c i p a n t s  

I ?-gr icu l tu re  and Natura l  Resources 
I 182 

153 ' Indus t ry  & Mining 
i 1 Transpor ta t ion  2 7  i i 

1 Labor 55 i I 
1 Health 88 
1 Education 31 1 

Publ ic  Administrat ion 7 
Corninunity Development, S o c i a l  Welfare 

I 
3 

/ and Housing 
I General Miscellaneous 12 
I 

i 
i T o t a l  558 
I 

' a  ExcluCies 86 p a r t i c i p a n t s  covered by c o n t r a c t s .  A s  o f  
June 30, 1956, 403 p a r t i c i p a n t s  had completed t r a i n i n g ,  
58 p a r t i c i p a n t s  continued i n  t r a i n i n g  and 97 p a r t i c i p a n t s  
were i n  p rocess .  - 

'Some of t h e  major c a p i t a l  p r o j e c t s  f inanced by t h e  U.S. dur ing  
t h e  p e r i o d  w e r e  a s  fol lows:  

S t e e l .  $64 m i l l i o n  t o  import approximately 500,000 t o n s  of  gen- 
e r a l  purpose s t e e l  wi th  t h e  o r i g i n a l  p r i o r i t y  f o r  a g r i c u l t u r e  imple- 
ments, l a t e r  s h i f t i n g  t o  i n d u s t r i a l  and mining requirements .  

Railway R e h a b i l i t a t i o n .  $63 m i l l i o n  t o  supply 8,700 f r - i g h t  
c a r s  and 100 locomotives,  255,000 t o n s  of steel and 4,000 t o n s  of 
r a i l .  



Malaria. $21.5 million to support the national malaria control 
program to pay for the import of DDT, jeeps, sprayers, and research 
equipment. 

Fertilizer. $25 million to procure approximately 300,000 tons 
of fertilizer. 

Water Supply and Sanitation. $27 million to construct 3,000 
tube wells, and to pay for U.S.  equipment, training and technical 
services for a water supply program to decrease cholera, dissentary, 
typhoid and other water and filth-borne diseases in 10,000 villages 
and 25 municipalities. 

Community Development. $13 million to procure jeeps, tractors 
and agricultural demonstration equipment including health vans for 
community development program. 

Rihand Valley Development. $6.4 million to finance construction 
equipment for the Rihand Dam Project. 

The components of the program were well-coordinated. The Tech- 
nical Assistance Program provided services for the capital assistance 
program in the agricultural and health areas. For example, they 
financed an inter-university contract linking nine Indian universi- 
ties to several U.S. universities for the purposes of building the 
Indian institutional capacity In agricultural extension, research and 
training and to support educational programs. 

An important part of the U.S. Aid program to India during this 
period was the importation of food grains. Approximately $36 million 
of aid funds were used between 1953-1956 to finance food grain imports 
from the United States under Section 402 of the Foreign Assistance Act. 
Then in 1955, the surplus agricultural commodity act (PL 480) was 
passed. Title I of that leqislation provided for sales of SW~US 
commodities at concessional terms. In 1957, about $275 million was 
authorized for food imports from the U.S. to India under this program. 
These resources were in addition to the technical assistance and devel- 
opment assistance program funding levels. 

Within the overall context of the political rationale for U.S. 
economic assistance to India, a number of issues were debated deal- 
ing with the composition, areas of concentration and magnitude of 
the program and the development strategies that shall be employed. 1 
They include these subjects: 

Although the objectives of the first U.S. economic assistance pro- 
grams to developing nations and the procedures for reaching these 
goals have evolved since the beginning of the foreign assistance pro- 
gram away from the Marshall Plan reconstruction model, the economic 
and political objectives upon which this model was based controlled 



1. S-port fo r  t h e  Indian Private Sector. The Government of 
I:--Cia adopted a n  " Indus t r ia l  P o l i c y  Resolution" i n  1948 delineating 
ce r t a in  investment areas  reserved t o  s t a t e  enterprises ,  This reso- 
lu t ion  was revised i n  1956, placing even grea ter  r e s t r i c t i o n s  on the 
p r iva te  sec tor  and became the  bas i s  f o r  the "mixed economy" model 
t h a t  l imited pr iva te  investment t o  spec i f i c  indus t r i a l  f i e l d s .  The 
approach presented a  dilemma t o  American policymakers who asser ted t h a t  
it was philosophically contrary t o  American economic pol ic ies .  The U.S. did 
not wish t o  put resources i n t ~  public sector  en terpr i ses  when, they 
believed, the pr iva te  sector  could make a  grea ter  contribution t o  
economic growth. Yet they did not wish t o  undermine India ' s  devel- 
opment plan. To resolve the  problem cap i t a l  a id  was concentrated 
i n  those areas t h a t  were considered most acceptable f o r  public sec- 
t o r  operation ( r a i l  t ranspor t ,  power), and f o r  general coinmodity i m -  
por t  financing of raw mater ials ,  spare pa r t s  and other  maintenance 
imports needed by the  Indian pr iva te  sector.  This dilemma, however, 
reached a  c r i t i c a l  s tage i n  1963 when the  U.S. refused t o  finance 
the proposal f o r  a  public sec tor  s t e e l  m i l l  p ro jec t  a t  Bokaro. 

2 .  Agriculture. It  i s  now generally agreed t h a t  
long-ranse i n s t i t u t i o n  building p r o j ~ c t s ,  such as  the  
Indian Agricultural  Universi t ies ,  permitted the application of the  
new "high yielding va r i e t i e s"  of seeds when they came along i n  the 
mid-1960s. These pro jec ts  prepared the agr icul tura l  un ive r s i t i e s  
with a capabi l i ty  t o  do research, t ra in ing  and extension; they con- 
s t ruc ted  large i r r i g a t i o n  and groundwater systems; and they increased 
f e r t i l i z e r  production and d is t r ibut ion .  A t  t h e  time, however, t h i s  
approach, advocated by the Ford Foundation, t o  t r ans fe r  U . S .  mid- 
west land grant agr icul tura l  extension system and the "intensive 
ag r i cu l tu ra l  d i s t r i c t "  t o  India was roundly debated. 

development prac t ices  f o r  years.  These b e l i e f s  might be summarized 
as  follows. I n  the 195Gs, many development experts argued the lack 
of democratic p o l i t i c a l  par t ic ipa t ion  as  well a s  the  presence of 
p o l i t i c a l  violence and socioeconomic inequality was the r e s u l t  of 
backward socioeconomic s t a tus .  To correct  these problems, the ex- 
p e r t s  recommended rapid socioeconomic growth thereby increasing the  
overa l l  economic well-being of the nation which, i n  turn ,  would per- 
m i t  t he  redis t r ibut ion  of wealth, promote p o l i t i c a l  s t a b i l i t y  and 
provide the foundation f o r  a  democracy with broad-based p o l i t i c a l  
par t ic ipa t ion .  This so-called " l i b e r a l  model of development" was 
based on a  be l ie f  i n  t h e  corre la t ion  between soc ia l  economic back- 
wardness and the e v i l s  of a r b i t r a r y  ru le ,  i n s t a b i l i t y  and inequality.  
The provision of c a p i t a l  coupled with technical assis tance was seen 
as  the  proper development s t rategy.  If  adequate investment resources 
were made avai lable  countries would "take-off" i n t o  self-sustained 
growth. Then it was assumed t h a t  poverty would be eliminated by in- 
creasing overa l l  production and the benefi ts  would " t r i c k l e  down" 
through a l l  csgments of society.  
W.W. Rostow, "The Take-off i n t o  Self-sustained Growth," Economic 
Journal (March 1956):  25-48. 



3. The Community DevePopment Program. Some c r i t i c s  described 
t h i s  program as "a sentimental an3 inef fec tua l  concept t o  t i d y  up 
the Indian v i l lages ."  Although it was pursued t o  some extent ,  i ts 
effect iveness  was questioned, and it was terminated when it did not 
prove t o  be successful i n  contributing t o  increase ag r i cu l tu ra l  pro- 
duction. 

4. The Rockefeller Program. This program focused on agricul-  
t u r e  research, malaria control  and health.  An important debate con- 
cerned the degree t o  which the  focus of heal th  programs should be on 
preventative medicine versus cura t ive  medicine. 

5. Indian Development Strategy. India ' s  e f f o r t s  t o  p u l l  to- 
gether  i t s  Second Five Year Plan covering the years 1956-1961 pro- 
vided an opportunity f o r  a major debate on Ind ia ' s  development s t r a -  
tegy. A recent a r t i c l e  by John Mellor contains an excel len t  sumnary 
of t h a t  debate. 

The grea t  debate over s t ra tegy f o r  Ind ia ' s  development 
occurred i n  the  1950s. It  focused on P. C. Mahalanobis's 
grand design f o r  the  Second Five Year Plan. The debate 
concerned the  primacy of large-scale heavy industry rel- 
a t i v e  t o  agr icul ture  and the  e f f e c t  s f  t h i s  s t r a t egy  on 
t h e  r a t e  of economic growth .... The Mahalanobis s t ra tegy 
was chosen i n  e f f e c t  primarily because of i t s  po ten t i a l  
contribution t o  nat ional  unif icat ion and global power. 

The theory behind the  Mahalanobis plan was elegant ly 
simple, in t e rna l ly  consis tent ,  and pa r t i cu la r ly  su i t ab le  
t o  a la rge  country presumed t o  have poor prospects f o r  
growth i n  agriculture and In exports. Consistent with 
widely accepted economic-theory, growth was seen as  corn- 
ing from an increased supply of cap i t a l  goods. The f a s t e r  
the capitaL stock grew, the  f a s t e r  the  economy's growth. 
Although labor  was recognized as  an important f ac to r ,  high 
l eve l s  of underemployment were seen a s  confirmation t h a t  
labor could be mobilized only i f  more c a p i t a l  were avai l -  
able. 

In the  Mahalanobis approach, growth was t o - b e  accelerated 
by a l loca t ing  ex i s t ing  productive resources d i r e c t l y  t o  
t h e  production of c a p i t a l  goods. The more resources so  
al located,  the  f a s t e r  productive capacity would grow and 
the  grea ter  would be the  fu ture  capacity t o  produce con- 
sumer goods. I t  was recognized t h a t  poverty and welfare 
considerations would l i m i t  t h e  proportion of the  economy's 
resources t h a t  could i n i t i a l l y  be al located t o  production 
of c a p i t a l  goods. However, the  increase i n  oatput from 
the  i n i t i a l  a l loca t ion  of resources t o  c a p i t a l  goods would 
la rge ly  be saved and reinvested i n  more c a p i t a l  goods pro- 
duction. Over time, an increasing proportion of nat ional  
output would be saved and invested,  and the  r a t e  of growth 
would accelerate .  This l a t t e r  point  was an important 



feature of the theory. Growth would accelerate rapidly - if 
the resources invested in capital goods production were 
productively used.. . . 
Proponents of the heavy-industry strategy recognized 
that it would result in low employment and few resources 
allocated to agriculture. These needs were to be met by 
policies for agricultural and cottage-industry develop- 
ment parallel to but not an integral part of the strategy 
of growth. Labor was to be mobilized for these purposes. 
Its efficiency was to be increased through comnunity devel- 
opment and other programs that relied chiefly on exhorta- 
tion, rationalization, and organization. 2 

This strategy was the ultimate in central planning, and was 
extremely attractive to foreign doncrs at the time, for it centra- 
lized power and authority and it presented a plan to build an eco- 
nomic foundation for the country. 

The Organizational Structure of the U.S. Program 

Between 1950-1955, major reorganizations took place to consol- 
iaate the various U.S. Government agencies responsible for the ad- 
mizistrzcion of foreigr, aid. In 1950, the Economic Cooperation 
Administration, which had been responsible for administering the 
:ilarshall Plan was subsumed into the Mutual Security Administration, 
Sinultaneously, the Technical Cooperation Administration was created 
within the State Department and the Institute for Inter-American 
Affairs (which had been created in 1947) was folded into the 
Technical Cooperation Administration. Thus, two agencies, the 
Nutual Security Administration and the Technical Cooperation Admin- 
istration had somewhat overlapping jurisdiction. While the Mutual 
Security Administration concentrated on containing Soviet expansion, 
and operated in Europe, Greece, Turkey, and the colonial possessions 
of the European powers, the Technical Cooperation Administration 
focused its attention on the "backward underdeveloped countries" 
that had become independent of European colonial control. India, 
which had achieved its independence from Britain in 1947, was the 
responsibility of the Technical Cooperation Administration. 

In 1953 a further organizational consolidation took place with 
the establishment of the Foreign Operations Administration. It com- 
bined the Mutual Security Agency and the Technical Cooperation Admin- 
istration. Then in 1955 the International Cooperation Administration 
(ICA) was established to assume the responsibilities of the Foreign 
Operations Administration, and to administer the Surplus Agricultural 
Commodity Program (PL 480). The U.S. government finally had struc- 
tured one agency -- a semi-autonomous unit of the Department of 
State -- that had full responsibility f ~ r  all foreign economic assis- 
tance programs. Once this organizational consolidation was completed 
the level of sophiskication of program development increased. Sys- 
tems for annual program development and review evolved so that country 
objectives could be relazed to funding requests. 

2 John W. Mellor, The New ~conomics of Growth, a Strategy for 
India aad the Developing World (Ithaca: Cornell University Press, . m - , r ,  



An Evaluation of the Period - 
In late 1956, ICA performed an evaluation of the U.S .  Aid 7rogram 

to India, The review concluded that it was in the U.S. national in- 
terest to support the Indian Government's economic development program 
and its experiment with a democratic political system. It pointed out 
that assistance could have been more effective if it had concentrated 
on certain sectors, but recognized that concentration was difficult be- 
cause of the U.S. funding cycle and the consequent inability to make 
long-cem commitments to a Five Year Plan. 

It stressed the importance of American assistance as a counter 
to Soviet activities designed to influence the government of India 
towards central planning and zontrol. The support ~f the private 
sector through non-project assistance,whereby spare parts and other 
industrial maintenance imports were provided to India,was considered 
an important aspect of our aid program. In short, the review con- 
cluded that the U.S. economic assistance program should remain firmly 
committed to assisting India in the construction of a modern economic 
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CHAPTER I11 

THE PROGRAM LEAPS FORWARD, 1958-1963 

Introduction 

India's Second Five-Year Plan (1956-1961) proposed to 
double development expenditures of the First Plan (from $4.5 
billion to $9 billion) and required additional commitments of 
external assistance amounting to $3.7 billion (as compared with 
about $1 billion for the First Plan) .l 

Officials of the U. S. Government who had responsibility 
for the shape and scale of our economic aid programs (and did 
not at that time have the clairvoyance to share with us the 
knowledge that India's democratic political structure would 
hold together into the 1980's) believed assistance from the 
West would have to be increased substantially to meet India's 
development needs. The Marshall Plan had successfully been 
completed; western European economies were thriving; the 
Soviet Union took an increasing interest in South Asia and 
began to provide aid to India in 1955. Notwithstanding the I 

Indian Government's hypercritical anti-U.S. pronouncements 
made at the UN, it was believed that the political stakes were 
too high to chance a loss of the most populous developing nation 
in Asia into the communist orbit. 

A New Form of Aid 

The Second Five-Year Plan was extremely ambitious. To 
implement it, India drew on its own foreign exchange reserves, 
reducing them from $1,895 billion in 1956, to $884 billion in 
7.958, 2nd precipitated a foreign exchange crisis. 

The resources of the United States alone were isufficient 
to meet the scale of aid necessary to meet the goals sf the Plan. 
In l.957, the Administration proposed, and the Congress approved, 
tne establishment of the Developnent Loan Fund. The Fund was 
billed as a "Soft loan window" (The World Bank had not, as yet, 
set up its International Development Agency (IDA)) and while its 
appropriations were not specifically earmarked for certain 

1 
I 

Z .  Stanley Katz, External Assistance and Indian Economic Growth 
( N e v  York: Asia Publishing House, 1968) . 



developing nations, it was recognized that a significant amount of 
the annual appropriations would be used to meet India's development 
needs. 

The Development Loan Fund functioned from June 1958 to August 
1961 during which time it authorized a total of $557 million for 
29 loans all. repayable in Indian rupees. The first loans were of 
a non-project nature (railway modernization, steel imports) in 
part because the preparation and review of project proposals takes 
more time and rapid assistance was needed to support India in the 
course of its balance of payments crisis. Project loans began in 
1960 and concentrated in the fields of power generation, fertilizer 
plants, loans to banking intermediaries to finance medium-scale 
private sector projects, and a loan for the Beas Dam as part of 
the I ~ U S  settlement agreement with ~akistan.~ 

In 1.961, this organization was combined with the International 
Cooperation Administration and renamed the Agency for Internatt.on?li 
Development. Simultaneously the World Bank group created its own 
"soft loan window," the International Development Association (IDA). 

In 1959 aqd 1960 the U.S. encouraged the World Bank to form the 
Aid India consortitm, in part to encourage the West Europeans to in- 
crease their aid contributions, in part to coordinate the substantial 
amount of aid free world countries had been providing in bilateral 
assistance programs to India. The consortitam which continues to 
operate to this day, holds formal annual reviews of India's develop- 
ment needs, conducts the dialogue between donors and the Government 
of India on development priorities, and secures pledges of assistance 
to India. See Annex B for a listing of annual aid donor pledges at 
the consortium meetings. 

U. S. Objectives - 
It is interesting to note the continuity of purpose and 

general approach in U. S. fo~eign policy towards India during the 
entire period from 1950 ta 1970, even with changes in administra- 
tions. The U. S. policy guidance paperjof the early 1960s contin- 
ued to stress the importance of India's experiment with democracy, 
the fear that the Indian Congress party might lose control to the 
Communists,that India's ties to Russia and/or China would become 

2 The :Level of assistance is as follows: U.S. assistance, includ- 
ing Export-Import Bank and PL 480 commitments, came to about $300 
million in 1958, $400 million in 1959 and $700 million in 1960. By 
the end of the Second Plan (1961) India had received aid commit- 
ments totalling $3.7 billion, of which $2,125,000 came from the 
United States, another $551 million came from The World Bank and 
about $800 million came from the UK, West Germany, Japan, Australia 
and New Zealand. 



t o o  c l o s e ,  and a  g e n e r a l  admirat ion f o r  t h e  se r iousness  with which 
development problems were approached, inc lud ing  n a t i o n a l  p lanning 
a c t i v i t i e s .  (It  was t h e  c u r r e n t  vogue of t h e  development economists 
t o  e x t o l 1  t h e  v i r t u e s  of n a t i o n a l  p lanning i n  s c a r c i t y  r idden soci -  
e t i e s  a s  a  means of achieving growth r a p i d l y  enough t o  move t h e  
s o c i e t y  s a t  of i t s  low-level equ i l ib r ium t r a p . )  

Throughout t h e  pe r iod ,  t h e  United S t a t e s  sensed rhe  need to  
be compet i t ive  wi th  Russia and provided economic suppor t  t o  Ind ia  
on t h e  b a s i s  of  t h e  same p o l i t i c a l  r a t i o n a l e  used t o  d e f e n t  t h e  pro- 
gram i n  t h e  e a r l y  1950s. The Congressional  P resen ta t ion  f o r  FY1963 
i l l u s t r a t e s  t h i s  p ~ i n t .  

P o l i t i c a l l y ,  Ind ia  i s  t h e  most i n f l u e n t i a l  of t h e  non- 
a l i g n e d  n a t i o n s . . . .  I f  Ind ia  succeeds i n  b u i l d i n g  
a modern s t a t e  wi thout  r e s o r t i n g  to a u t h o r i t a r i a n  meth- 
ods ,  t h e  example w i l l  provide i n s p i r a t i o n  f o r  o t h e r  
n a t i o n s  and peoples ;  i f  it f a i l s ,  a u t h o r i t a r i a n  govern- 
ments could o f f e r  t h e  a l t e r n a t i v e . . . .  U . S .  g o a l s  i n  
I n d i a  a r e  t o  h e l p  i n  t h e  b u i l d i n g  of  an  economically 
v i z b l e ,  s t a b l e  na t ion  t h a t  can maintain i t s  independence....  

~ u t  t h e  p o l i t i c a l  even t s  i n  Ind ia  dur ing  t h e  p e r i o 6  d i d  tend t o  
p o l a r i z e  U.S. op in ions  about t h e  most a p p r o p r i a t e  approach t o  t a k e  t o -  
h-ard I n d i a .  The c l o s e  r e l a t i o n  between I n d i a  and China (h'ehru coined 
t h e  phrase  "Hindi-Ckini bhai-bhai ,"  o r  I n d i a  and China a r e  b r o t h e r s )  
was shaken by t h e  Chinese invas ion of T i b e t  i n  1959 and severed when 
war broke o u t  between t h e  two n a t i o n s  ia 1962. F r i c t i o n  between 
I n d i a  and Pak i s t an  continued over  Kashrnir, and Goa was invaded. 
Some Einduphobes argued I n d i a ' s  f o r e i g n  p o l i c y  prcnouncements about  
U. S. f o r e i g n  p o l i c y  i n  Southeas t  Asia were hypercritical i n  view 
of t h e i r  own m i l i t a r y  i n t e r v e n t i o n s  on t h e  S u b c o n t i n e ~ t .  The i r  
anger  was f u e l e d  by t h e  p e r i o d i c  l e c t u r i n g  t o  which t h e  u n i t e d  
S t a t e s  was sub jec ted  by Nehru whi le  he t r e a t e d  R l ~ s s i a  with deference ,  
and t h e  p e r s i s t e n c e  of a c a p i t a l - i n t e n s i v e  s o c i a l i s t  p a t t e r n  of 
development i n  Ind ia .  

3 There was s t r o n g  r e s i s t a n c e  i n  t h e  United S t a t e s  Government t o  use  
O f f i c i a l  Development Ass is tance  (ODA) t o  f inance  p u b l i c  s e c t o r  indus- 
t r i a l  p r o j e c t s  when it was be l i eved  t h a t  t h e  G O I ' s  i n d u s t r i a l  p o l i c y  
r e s t r i c t e d  p r i v a t e  fo re ign  investment and t h e  expansion of i t s  o m  
p r i v a t e  s e c t o r .  The i s s u e  came t o  a  head i n  1962 wi th  t h e  r e q u e s t  
f o r  t h e  U.S. t o  f inance  a  new p u b l i c  s e c t o r  s t e e l  m i l l  a t  Eokaro, 
India .  The p r o j e c t  would c o s t  5900 m i l l i o n  and had a  f o r e i g n  exchange 
conponent o f  about  60 pe rcen t .  Collgress ob jec ted  t~ t h e  p r o j e c t  and 
arended t h e  Foreign Ass is tance  A c t  (Sect ion  620 (k)) r e q u i r i n g  Con- 
g r e s s i o n a l  approval  f o r  any p r o j e c t  exceeding $100 m i l l i o n ,  The 
a m e n h e n t  was designed t o  f o r e s t a l l  admin i s t r a t ion  approval  o f  t h e  
Bokaro S t e e l    ill p r o j e c t .  
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Despite these concerns, the Hinduphiles successfu~~y argued for 

making available to India substantial amounts of assistance, 2artly 
on political grounds that, internally, India had been able to forge 
political cohesion among the disparate states,* continues to zaintain 
a democratic form of government. and is an important member of the 
non-alligned natio~s. 

With the change in administration in 1961, Kenneth Galbraith was 
appointed U. S. Ambassador to India. His close relationship with the 
President gave an impetus to increase annual aid levels for India -- 
though the program had been moving in that direction before his time -- 
and moved the U. S. aid program into a "general support" posture. 
Then, in 1962, John Lewis argued for massive resource transfers to 
~ndia to free it from its numerous self imposed constraints in his 
powerful book Quiet Crisis in India. The book provided a theme for 
an approach to the problem on a much larger scale. The Aid-India 
consortium provided a mechanism through which to launch the new 
approach. 

The strong support of the U. S. Goverment to India's develap- 
ment plans, its leadership at the World Bank to pull together other 
free world aid donors to take seriously the Indian government's com- 
mitment to development, and to make the necessary pledges to supple- 
ment India" own resources gave a profound boost to the Indian 
economic development effort and opened the key policy dialogue between 
India and the free World. 

A passive or unenthusiastic posture by the U.S. government during 
this critical time, in the opinion of many knowledgeable persons, 
would have had profound negative impact on the government of India's 
own commitment to economic development through an open market oriented 
society and probably would have produced important political changes 
in the evolution of the Indian nati~n.~ 

U.S. Assistance Program 

The content of U.S. aid during this period did not change appreci-- 
ably from the previous period although the magnitude increased, par- 
ticularly with respect to shipments of U.S. surplus agricultural 
commodities. 

4 
The Congress Party maintained control of the central aovernment 

and all state goveTriments except Kerala which went Communist in 
1957. 

5 ~ased on an analysis using capital/output ratios, it has been esti- 
mated that foreign assistance was the source of some 13 percent of 
India's total growth during the decade (1951-1961) in effect adding 
$15 to the increase in income levels for each $100 added internally. 
Katz, op. cit., p. 69. - - 



During the per!-od 1956 to 1961 the U.S. supplied $1.260 billion 
in PL 480 Title I assistance. Capital assistance was made available 
to import fertilizer, pesticide, and other maintenance im~orts; 
project loans were made to build up Indian capacities in agricultural 
implements manufactax, and water supply for irrigation. Each of 
the components of the bilateral assistance program is discussed 
be low. 

a, Technical Assistance. The technical assistance program 
focused on building local capability in agricultural research, train- 
ing and extension, using the U.S. Land Grant Universities as a model 
to build an institutional base and lay a foundation on which the 
technological breakthrough of the high yielding varieties could be 
applied to bring about the "Green revolution" in the late 1960s. 

The approach, tried in the early 1950s, which assumed that 
there was an agricultural technology in the United States which 
could easily be transferred to India through a system of county 
agents, was found wanting in the mid 1950s when the American hybrid 
corn varieties did not take in tropical India. It became clear that 
indigenous R & D was needed ta develop India's own technology. U . S .  
assistance shifted to the concept of combining research, training 
and extension in agricultural universities in the various Indian 
states. This concept was out of keeping with the prevailing British 
derived Indian system. Universities were under the control of the 
Ministries of Education who bridled at the thovght that there 
could be such a thing as a university that specialized in one thing. 
Moreover, those persons working at research institutues had no 
interest or motivation to teach; the teachers had no interest in 
research; and neither would associate with extension workers who 
were on the payroll of the Ministries of Agriculture. 

A long-term project was developed to reorganize these Indian 
resources, to build institutions patterned along U.S. Land Grant 
Colleges, and link these with international agricultural institu- 
tions to work on India's problems. Simultaneously, projects were 
initiated with the Indian Fertilizer Association to link the pro- 
duction, importation and distribution of fertilizer. IrEZqatkbn--- 
projects were supported to increase irrigated land areas. 

All this activity permitted the U.S. Mission easy access to 
senior agricultural officals both at the central Government and in 
the states and facilitated a dialogue at the sub-sector level on 
important agricultural policies. U.S. Mission personnel, for exam- 
ple, participated in discussions leading to the elimination of the 
Octroi t a l r f f f  which restricted the movement of food grains from 
surplus areas to deficit areas in time of shortage. 

S.  PL 480. The PL 480 program has been criticised for holding 
down Indian agricultural prices below the levels needed to provide 



farmers wi th  incen t ives  t o  increase  production. I n  f a c t ,  t h e  pro- 
gram helped t o  s t a b i l i z e  t h e  p r i c e  of food g ra ins  which undoubtedly 
had a s t a b i l i z i n g  p o l i t i c a l  e f f e c t ,  a t  l e a s t  i n  urban areas, It 
should a l s o  be noted t h a t  t h e  assurance of ample and continuous sup- 
p l i e s  of U.S. g r a i n  which India  obtained on a g r a n t  b a s i s  o r  f o r  
loans  repayable i n  l o c a l  currency, permitted Ind ia  t o  devote i ts  
l imi t ed  investment resources f o r  i n d u s t r i a l  development, and de fe r  
investment i n  ag r i cu l tu re .  

c .  Capi ta l  Pro jec t s .  Capi ta l  p ro j ec t  a s s i s t ance  continued t o  
be d i r ec t ed  e i t h e r  towards t he  p r i v a t e  s e c t o r  o r  t o  publ ic  s ec to r  
p r o j e c t s  t h a t  were considered as properly belonging i n  t h e  publ ic  sec- 
t o r .  Subs tan t ia l  amounts of a i d  were earmarked f o r  power generat ion 
f a c i l i t i e s  and a s s i s t ance  was provided t o  i n t e g r a t e  t h e  power g r i d s  
of each s t a t e  i n t o  reg iona l  networks with s u i t a b l e  r a t e  s t ruc tu re s .  

d.  Malaria Eradication.  The malaria e r ad i ca t ion  program w a s  a 
h ighly  v i s i b l e  and successful  program, reducing t h e  incidence of 
malar ia  i n  India  by 80 percent .  Deaths dropped from two mi l l i on  p e r  
year t o  80,000 by 1961. 

e .  Family Planning. The U.S, a i d  program d i d  no t  include any 
a s s i s t ance  i n  Family Planning u n t i l  1965. However, t he  Ford Founda- 
t i o n  was a c t i v e  i n  t h i s  f i e l d  during the  second p lan  per iod.  

f .  Education. The education program focused on meeting 
manpower requirements o f  t h e  new i n d u s t r i a l  s e c t o r  by (a) t r a  
engineers i n  t h e  United S t a t e s ;  and (b) bui lding i n s t i t u t i o n s ,  
i ng  t h e  Indian I n s t i t u t e  of  Technology a t  Kampur. The Kampur 
I n s t i t u t e  succeeded i n  a t t r a c t i n g  wel l - t rz ined Indian engineers w 
had migrated t o  t h e  United S t a t e s ,  t o  r e t u r n  t o  Ind ia  and teach 
t h e r e ,  thus  making an e f f o r t  t o  reverse  t h e  "brain  drain ."  

Other. A program of  Summer Science I n s t i t u t e s  was i n i t i a t e d  9 -  - 
t o  upgrade the  i n s t r u c t i o n  i n  secondary school sc ience c l a s s e s  by 
o f f e r ing  teachers  s p e c i a l  six-week t r a i n i n g  programs, l abora tory  k i t s  
and o the r  t r a i n i n g  a i d s  and helping t o  r e v i s e  t h e  cu r r i cu l a ,  

I n  t h e  e a r l y  1960s, t h e  U.S. agreed t o  t r a i n  nuclear  engineers 
of t h e  Indian Atomic Energy Commission. The cons t ruc t ion  of a nuc- 
lear power p l a n t  a t  Targpur w a s  a l s o  financed under t h e  a i d  program. 
~t i s  l i k e l y  t h a t  t he se  e f f o r t s  eventual ly  l e d  to I n d i a ' s  a b i l i t y  
t o  explode a nuclear  device i n  1974. 

The Beginning of a New Qevtce 

I n  mid 1963, Chester Bowles, who had served as Ambassador t o  
Ind ia  i n  1951, w a s  appointed f o r  a second term, rep lac ing  Ambassador 
GalSraith.  H i s  r e t u r n ,  j u s t  p r i o r  t o  Nehru's dea th ,  w a s  seen a s  a 
s i g n a l  t h a t  t h e  United S t a t e s  intended t o  make an important e f f o r t  
t o  increase  I n d i a ' s  development momentum. Bowles was t o  have had 





CHAPTER I V  

THE ZENITH OF THE U.S. PROGRAJ\I, 1964-1971 

Introduction 

By 1964, the Indian economy had expanded, particularly in the 
industrial sector, and the fruits of the earlier investment in 
developxent seemed to have paid off. Although agricultural produc- 
tion increased at only 2.1 percent, industrial production grew at 
8.9 percent per annum from 1960 to 1964 and industrial employment 
increased by about six percent during that period. The time 
appeared rise for a "take-off." 

The "Big Push" 

k new team at the U.S. Aid Mission engaged in a massive macro- 
economic analysis to develop the arguments for a "big push" of aid 
to b r i n g  &out major development progress in India. The case had 
to be made, not only for the U.S. Congress, but also for the other 
members of che aid-India consortium and the World Baak. Capital/ 
output ratios were used to derive the quantum of external resources 
required to eliminate the complex and constraining resource alloca- 
tion and licensing systems, and to permit market forces once again 
to allocate resources. 

Sinultaneously, another evaluation tern, headed by James Blume, 
exar.ine6 the technical assistance program. This team concluded that: 

e The program's priorities should be focused on agri- 
culture, family planning and scientific and technical 
~ducation; 

0 tyith respect to the agriculture program, "...there 
are impressive indications that key elements in the 
GQI.. .are willing to move ahead.. . . I1 and "that the 
technical assistance program .,..be reshaped and 
expanded to take advantage of evolving opportunities 
to influence GO1 policies and to support them. ... 
the increased willingness of the GO1 to consider 
positive steps to utilize production incentives, 
expand credit availability, increase inputs such as 
fertilizer, and impro-2 marketing facilities, should 
he matched by a U.S. willingness to make available 
our considerable expertise in these areas." 



6 The agricultural universities project was recognized 
as having little or no short-term effect on agricul- 
tural production but should be continued because of 
its long-term institution building value. 

The health program does not address India's priority 
needs and should be reshaped to focus on Family 
Planning. 

e Malaria eradication was a successful project and 
should be phased out, even at the risk of GO1 
backsliding. 

The education program should be focussed on scien 
tific and technical education by continuation o 
Summer Science Institutes, the Indian Institute 
Technology, Kampur, and (if necessary for politic 
reasons) nuclear engineering. 

The industry program should be phased out. 

Before a final agreement could be reached about the level of 
assistance to be provided for the "big push" -- including a new PL 
480 agreement -- a border clash broke out between Pakistan and 
India in September i965 and India found itself at war. Washington 
promptly suspended all aid -- military, economic and food shipments -- 
to both countries as the most readily available inducement to stop the 
shooting. While the war only lasted 18 days before a cease fire was 
achieved, U.S. aid was not immediately resumed. Until Washington was 
satisfied that the danger of renewed fighting between India and 
Pakistan had subsided, they were unwilling to neg0tiat.e any new agree- 
ments, including a new multi-year PL 480 agreement. This is referred 
to as the "short tether" policy by critics of U.S. policy. In fact, 
the cease fire occurred on 23 September 1965 and the first agreement 
to provide PL 480 Title I sales was signed on 29 September, just six 
days later. It increased the amount of wheat authorized by 500,000 
tons -- barely 30 days supply. An additional 500,000 tons was author- 
ized on 4 November; 1.5 million tons on 10 December and 3 million tons 
on 5 February 1966. 

Limited buffer stocks resulting from the poor harvest in 1965 
had made India dependent on U.S. PL 480 food imports and the diffi- 
culties of getting imported food distributed to the needy made it 
imperative that the food supply was not interrupted to avoid massive 
famine. This, together with the so-called U.S. policy of keeping 
~ndia on a "short tether," persuadsd Indian policy-makers that it 
was of critical inportance to free their country from dependence on 
U.S.  food. 



In the spring of 1966, negotiations resumed with respect to the 
"big push" strategy. The strategy involved a significant amount of 
"performance conditioning." Specifically, the aid India co:nsortium, 
under the leadership of the World Bank, considered it essential that 
the Indian rupee be devalued to a rate more consistent with its true 
international exchange value to permit the decontrol of foreign ex- 
change and other licensing systems, thereby placing greater reliance 
on market mechanisms to determine priorities. 

The events leading to de~~aluation are described by Lloyd Rudolph 
in an article: 

... PIS. Gandhi's political leadership was at stake in the 
devaluation crisis. She and a small circle of close 
advisors wanted to adopt most of the policies being recom- 
mended by the World Bank and circles in the U.S. goverrment. 
Neither the U.S. government nor the World Bank properly 
realized that these congenial voices were a minority among 
Congress government and party leeders, and that they were 
extraordinarily vulnerable. ... The decision to devalue came 
early in her incumbency and in the midst of the afterrnath of 
a less than successful war with Pakistan (September 1965); 
a very poor monsoon (1965-66), which caused the index of 
food qrain production to fall 20 percent in one year, slow- 
ing the economy and fueling inflationary pressures; and 
several extraordinarily delicate and potentially explosive 
comuncal crises (Punjabi Suba and anti-cow-slaughter agi- 
tation). The devaluation came on the eve of several con- 
straining and impending events, the fourth general election 
aqd the next monsoon, both of which could and did further 
weaken the Congress party and the economy.... 1 

Once the devaluation was agreed to, the aid consortium was 
prepared to discuss t h e  level of a s s i s t a n c e  it w a s  prepared to 
commit for the "big push." Rudolf summarized the negotiation. 

T-- figures that AshoX Kehta ,  InZia's ~lanning miniszer 

ar6 'rixe Minister Gandhi's emissary, took to fqashington 
in April 1966 to discuss with World Bank president George 
Woods were $1.5 billion in immediate consortium aid, of 
which $1.1 billion was to be nonproject aid, and $1.5 
billion in consortium aid for the subsequent four years 
of India's Fourth Five Year Plan. These expectations 
were not out of line with levels uf consortium aid in 
the previous two years. They were countered by a World 
Bank proposal of $900 million.,.. 

The U.S. government's insistence that its share of the 
consortium's $900 million in nonproject aid included the 
so-called $100 million Humphrey loan, offered by the vice 
?resident in January 1966, when he attended the funeral of 

1 
Lloyd I. Rudolph, "Comment" on Assessing the Folitical Impact of 

Foreign Assistance" in India: A Rising n:Fddle Foh'er, ed., John W. 
Mellor (Boulder, Colorado: Westview Press, 1979).  



La1 Bahadur Shastri, to finance the construction of fertil- 
izer plants, hampered and delayed the World Bank's efforts 
to conclude negotiations on the $900 million aid package. 

... President Johnson's mounting and increasingly public 
campaign to decrease the U.S. government's aid burden by 
embarrassing and intimidating America's European allies 
into increasing theirs, also slowed the effort to make 
final the consortium's aid package. The World Bank was 
not able to announce its intention to supply nonproject 
consortium aid for six weeks after devaluation and the 
consortiurn was not ahle to meet in order to make the $900 
million aid package official until November 7, 1966, six 
months after rupee devaluation. 

... Increased presidential attention to Vietnam, which 
displaced India in the budget year 1966-67 as the single 
largest recipient of foreign aid, lay behind the U.S. 
government's reluctance to commit its share ($350 million) 
to the consortium aid package that George Woods, as presi- 
dent of the World Bank, had agreed to provide when India 
devalued... . 
The failure of the Indian government to remove controls 
adequately and in a timely fashion resulted from causes 
that went beyond the delay occasioned by the World Bank's 
difficulties in mobilizing consortium aid and beyond 
bureaucratic vested interest and partisan and ideological 
opposition to devaluation within and outside government. 
Food scarcity and the speculative hoarding of commodities 
and goods that accompanied it exacerbated the inflationary 
effects of a de facto 58 percent devaluation, which 
drained goods<nto exports from domestic markets already 
depleted by an industrial recession and made imports more 
costly .... 
As is suggested in the foregoing excerpts from Dr. Rudolf's 

article, India experienced severe crop failures in 1965 and again 
in 1966. During this crises, the U.S. shipped more than 8 million 
tons of food grains under PL 480 Title I and significant quantities 
under the other titles of the Act (child feeding, relief, food for 
work) which, together with other aid provided to stabilize the 
Indian rupee after devaluation brought the annual U,S, aid level to 
India in 1966 to $904 million. 

The Economic Climate in India 

The period 1964-1972 was characterized by economic stagnation 
in India. Thus, the objectives of the "big push" strategy were not 
achieved; the "take off" never came. The causes of this stagnation 
were described by John Mellor as follows: 



... The development s t r a t e g y  of t h e  Second and Third  Five  
Year P lans  p laced a heavy decisionmaking and management 
bursen on a bureaucracy t h a t  a s  y e t  had l i t t l e  t e c h n i c a l  
competence f o r  t h i s  r e s p o n s i b i l i t y .  During t h e  Second 
Five  Year P lan ,  problems of a l l o c a t i o n  were r e l a t i v e l y  
s i ~ p l e .  The bulk of p u b l i c  investment went t o  t h e  
s t e e l  i n d u s t r y ,  s o  t h e  inadequacy of t h e  p l z ~ n i n g  models 
in tended t o  guide t h e  a d m i n i s t r a t o r s  was no t  apparent .  

Durinq t h e  t h i r d  Five  Year P lan ,  however, d e c i s i o n s  
became more complex a s  i n d u s t r i e s  expanded, consumer 
incomes r o s e ,  and t h e  government began t o  encourage 
expor t s .  The d i f f i c u l t y  o f  t h e s e  d e c i s i o n s  was beyond 
t h e  c a p a c i t y  of t h e  economic models t o  i n s t r u c t  and of  
t h e  bureaucracy t o  manage.... 

The i965-66 drought ,  t h e  wors t  i n  recorded h i s t o r y ,  was 
followed by another  bad year ,  i n  1966-67. Foodgrain 
product ion  dec l ined  19 p e r c e n t  i n  t h e  f i r s t  yea r  and 
recovered by only  2.6 p e r c e n t  i n  t h e  second. 

I n d u s t r i a l  product ion ,  which grew 8.9 pe rcen t  p e r  annum 
from 1960 t o  1964, advanced a t  only  3.4 pe rcen t  p e r  annum 
from 1964 t o  1968 .... 
... Domestic sa7-ings a s  a p ropor t ion  of  n a t i o n a l  income 
dropped from 11.1 p e r c e n t  i n  1965-66 t o  9.0 p e r c e n t  i n  
1966-67 and t o  7.9 pe rcen t  i n  1967-68, b u t  p a r t i a l l y  
recovered i n  1968-69. The i n c e n t i v e  and t h e  a b i l i t y  t o  
save  and i n v e s t  w e r e  diminished ~y t h e  plunge i n  i n d u s t r i a l  
p r o f i t s  because of  h igher  c o s t s  and lower demand by t h e  
r a p i d  f a l l  i n  r e a l  government expendi tures  due t o  a 
reduc t ion  i n  f o r e i g n  a i d  r e c e i p t s  and lowered budget 
d e f i c i t s ,  and by t h e  d e c l i n e  i n  household income. 

The i n d u s t r i a l  r ecess ion  s t r u c k  p a r t i c u l a r l y  hard  a t  t h e  
c a p i t a l  goods i n d u s t r i e s .  The Economic Times i-ndex showed 
c a p i t a l  ~ o o d s  o u t p u t s h r i n k i n g  a t  a 5.1 p e r c e n t  r a t e  f r o n  
i965 t o  1 9 7 0 a f t e r  it had grown a t  a 28 .8  p e r c e n t  r a t e  
from '1350 t o  1965. The reasons  f o r  t h e  r e c e s s i o n  inc lude  
t h e  drought ,  t h e  d e c l i n e  i n  f o r e i g n  a i d ,  and t h e  r e l a t e d  
excess  c a p a c i t y  r e l a t i v e  t o  demand. The government's 
dwindling a b i l i t y  t o  f inance  c a p i t a l  expendi ture  pro- 
duced a dramat ic  cutback. For example, by 1970 ou tpu t  o f  
r a i l r o a d  equipment w a s  down t o  s l i g h t l y  less than  a t h i r d  
o f  i t s  1967 l e v e l .  Meanwhile, a shor tage  o f  r a i l c a r s  
i n h i b i t e d  t h e  movement o f  g r a i n  from t h e  Punjab, f e r t i l i z e r  
from t h e  p o r t s ,  and c o a l  from Bihar.  
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The bright spot in the post-1964 period was the accelerated 
growth of agriculture. Because this growth was the product 
of modernization with greater use of purchased inputs and 
an income bias toward higher income rural people, marketing 
grew at a 4.5 percent rate, one-third faster than production. 
However, growth in food supplies was much less favorable to 
growth in the late 1960s than in the early part of the 
decade because rapidly declining food aid reduced the 
growth in foodgrain availability to 2.3 percent a year. 

The role of foreign assistance during this period was critical, 
as Dr. Mellor points out: 

The depressing effect of the rapid reduction in foreign aid 
after the Third Five Year Plan is not surprising given the 
importance of foreign assistance and the political and 
economic difficulties of substituting other growth strate- 
gies. Net foreign resource inflow to India declined from 
$1.3 billion in 1965-66 to an outflow of $120 million in 
1972-73, reflecting reduced gross aid, sharp increases in 
debt repayment, and increase in foreign exchange reserves. 
The latter probably was prompted by uncertainties accompany- 
ing the decline in aid. The average decline of $200 million 
a year was equivalent to more than 20 percent of the average 
annual increments to gross investment from 1960-61 to 
1965-66. 

So great a decline in foreign assistance had three crippling 
effects on short-run growth. First, it directly reduced the 
funds and resources available for investment -- equivalent, 
in this case, to a major portion of the expected increments 
to savings. Second, given the previous strategy and the 
role played by foreign assistance, it imposed a proportion- 
ately larger reduction on producers of capital goods in the 
public sector. The scale and capital intensity of those 
producers made them particularly ill suited to rapid 
adaptation. The third effect follows from the decline in 
investment, which had at least a partial multiplier-acceler- 
ator consequence of reducing demand, income, and therefore 
further investment. Such an effect was made more likely by 
the significant decline in national income that accompanied 
the great drought of 1965-67.2 

~conomic planning in India was placed in a quandary as a result 
of this economic turmoil. The next centrally designed plan, the 
Fourth Five Year Plan, covering the years 1969-1974, was first 
released in draft form in 1366, but its execution was deferred for 

2 John W. Mellor, - op. - cit., India: A Rising Middle Power (Boulder, 
Colorado: Westview Press, 1979). 



several reasons: the wars with Pakistan, successive crop failure, 
the cessation of foreign aid for a period, and the high costs of 
imports after the devaluation in 1966. Planning was done on an annual 
basis for several years while a review of the basic objectives of past 
plans were undertaken. This review seemed to indicate that the first 
three Plans had failed to extend prosperity to all people and all 
sections cf the country. In conseqQence, the planning conmission set 
about to redefine the objectives of planning with the main goal of 
bringing the benefits of economic development to all classes of people 
in all parts of the country. 

After a modest economic recovery during the period of the annual 
plans, the Fourth Annual Plan was finally introduced in 1969. Its 
overall objective of economic growth was to be attained with three 
caveats: economic uncertainties -- especially in agriculture -- must 
be reduced; political stability must be maintained; and the depend- 
ence on foreign aid must be reduced or eliminated. Specific economic 
objectives included the following: 

e An annual growth in national income of 5-1/2 percent 
and in per capita income of three percent; 

e The achievement of price stability by building 
stocks of foodgrains and essential commodities; 

Self-reliance and the end of dependence on foreign 
aid, including the elimination of all concessional 
foodgrain imports under the PL 480, program by 1971; 

Social justice and economic equality; and 

a The provision of enploynent opportunities for the 
rapidly increasing labor force. 

India's determination to free herself from dependence on U.S. 
foodgrains coincided with technological breakthroughs in adapting new 
yielding varieties of Mexican and Philippine wheat and rice to Indian 
conditions. Substantial resources were invested to import pesticides 
and fertilizer, in fertilizer plants and grain storage facilities, 
and in agricultural extension. The "Green Revolution" resulted. 
Agricultural production increased at an average annual rate of aboat 
three percent during the period 1966-1973. 

The Donor Community 

Deteriorating political relationships between India and the U.S. 
during the late 1960s and early 1970s, resulted partially from U.S. 
sensitivity to Indian criticism concerning its involvement in Viet Nam, 
2nd partially from evolving relations between the United States and 
China regarding Pakistan which encouraged India to draw closer to 
Russia. Although the Indian press became inc reas ing ly  hostile towards 



the United States, relationships between the AID Mission and their technical 
counterparts in the GO1 continued to thrive. The technical assistance 
program which had been realigned in 1965 did not undergo major changes. 
except for the addition of projects in Human Nutrition and Export 
Promo:ion, both areas of growing interest for the Government of India. 
The capital loan program was reduced because of U.S. preoccupation 
with Viet Nam and disenchantment with Indian capital intensive and 
socialist oriented development plans. Still, it continued to pro- 
vide financing for non-project imports, fertilizer plants and funding 
for development banks as part of the aid-India consortium package. 
PL 480 Tile I sales declined as agricultural yields increased and 
buffer stocks were built up. Title I1 grants for relief programs were 
increasingly tied to nutrition project efforts. 

World Bank leadership of the aid-India consortium continued to 
strengthen during this period. As U. S. bilateral contributions 
gradually declined, the International Development ~ssociation to which the 
United States contributes about 30 percent, picked up the slack. Con- 
sortium pledges of new aid to India for the period 1968-1973 were as 
follows : 

r 3 
Table 5 

Consortium Gross Disbursements to India, 1968-1973 
( $  millions) 

1968/69 1969/70 1970/71 1971/72 1972/73 

a 
Project Aid 303 204 247 325 

Non-Projecc Aid b 549 584 573 579 

Food Aid 354 325 279 263 70 

Debt Service -406 -4 34 -465 -516 -541 

Net Transfer 800 679 634 651 384 

a Includes suppliers' credits. 

Includes debt relief; excludes food aid and PL 480 aid. 

C Includes all PL 480 aid, food and non-food. 

Includes some food aid. 

Source: World Bank, Economic Situation and Prospects of India, May 1, 
1980, Statistical Appendix, Table 4.1. 
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I n  1968, a t  U . S ,  i n i t i a t i v e ,  t h e  World Bank sponsored a debt  
r e schedu l ing  exercise f o r  I n d i a  a s  a  means of  lengthening t h e  re -  
l a t i v e l y  hard terms on which a i d  had been provided,  p a r t i c u l a r l y  
by t h e  Europeans and Japanese. We p a r t i c i p a t e d  annual ly  u n t i l  1974, 
when we rescheduled $45 m i l l i o n ,  and then dropped o u t  when Congress 
became c r i t i c a l  of  t h e  use of deb t  r e l i e f  a s  a form of  a i d .  

Suspension of  Aid 

I n  t h e  autumn of  1971 t h e  c o n f l i c t  between West Pak i s t an  and 
Eas t  Bengal threw t h e  e n t i r e  sub-continent  o n t o  a w a r  f o o t i n g  and 
I n d i a ' s  economic development was overshadowed by refugee  r e l i e f  
o p e r a t i o n s .  On December 4 Pak i s t an  and I n d i a  dec la red  war and ~ n d i a n  
t r o o p s  e n t e r e d  Eas t  Bengal. On December 6 t h e  U,S. suspended a major 
p a r t  of  i t s  a s s i s t a n c e  program because it had made t h e  de terminat ion  
t h a t  "a g e n e r a l  economic development program, f o r  which such a i d  was 
in tended ,  could  n o t  be  c a r r i e d  forward."  

The f i g h t i n g  l a s t e d  ha rd ly  more than a week, b u t  t h e  U.S. con- 
t i n u e d  t o  ho ld  i n  suspension about $87 m i l l i o n  o f  p rev ious ly  committed 
a i d  t o  I n d i a ,  which w a s  i n  t h e  " p i p e l i n e . "  

I n  l a t e  A p r i l  1972, a s  r e l a t i o n s  between t h e  U.S. and I n d i a  con- 
t i n u e d  t o  d e t e r i o r a t e ,  it became c l e a r  t h a t  t h e  n e x t  a id - Ind ia  con- 
sor t ium meeting,  scheduled f o r  June 1 9 7 2 ,  would f i n d  t h e  U . S .  n o t  
prepared  t o  p ledge  a d d i t i o n a l  funding. On May 8, t h e  A I D  Mission 
D i r e c t o r  w a s  i n s t r u c t e d  by t h e  Department of Economic A f f a i r s  of t h e  
Government of  I n d i a  t o  t e rmina te  t h e  Technical  Ass i s t ance  program, 
c l o s e  t h e  mission and send t h e  remaining 300 o r  so  t e c h n i c i a n s  home 
w i t h i n  30 days. I n  t h e  next  week, ex tens ive  n e g o t i a t i o n s  were held. 
F i n a l l y ,  t h e  Mission D i r e c t o r  and t h e  Ambassador convinced t h e  Govern- 
ment of I n d i a  t h a t  it would be f a r  b e t t e r  f o r  a l l  p a r t i e s  i f  t h e  
program could be g radua l ly  phased o u t  and t h e  t e c h n i c i a n s  s e n t  back 
t o  t h e  U.S. over  a  p e r i o d  of one yea r ,  The Government of  I n d i a  then 
resc inded  i t s  30-day deadl ine .  

The phase o u t  of  t h e  Teclinical Ass is tance  program was accomplished 
and no new com.itments were made. On March 14,  1973, t h e  suspension 
w a s  l i f t e d  and t h e  $87 m i l l i o n  of U.S. a i d  commitments i n  t h e  p i p e l i n e  
was made a v a i l a b l e  t o  t h e  GO1 f o r  t h e i r  o r i g i n a l l y  intended purposes.  
On June 13 ,  1973, t h e  INDO-U.S. Technica l  Ass i s t ance  Program w a s  
formal ly  te rminated .  



CFAPTER V 

THE NADIR OF THE U.S. PROGRAM, 1972-1977 

In t roduc t ion  

The gap i n  U.S. b i l a t e r a l  economic a i d  t o  Ind ia  from 1972-1977, 
whi le  r e f l e c t i n g  an unfor tuna te  breakdown i n  t h e  c o n s t r u c t i v e  ex- 
change between t h e  two c o u n t r i e s ,  may o f f e r  some i n t e r e s t i n g  i n s i g h t s  
and l e s s o n s  t o  b e  l ea rned  v i t h  r e s p e c t  t o  t h e  impact of b i l a t e r a l  
a s s i s t a n c e .  Here we have a " c o n t r o l "  t o  t h e  a i d  experiment- This  
important  and populous member of t h e  Third World t o  whom t h e  U . S .  had 
made a v a i l a b l e  l a rge - sca le  a s s i s t a n c e  f o r  20 y e a r s  with t h e  r a t i o n a l e  
t h a t  t h e  a i d  was e s s e n t i a l  a )  t o  p r e s e r v e  i t s  democrat ic  governmental 
s t r u c t u r e ;  b) t o  keep it from domination by t h e  Sov ie t  LJnion, and 
c )  t o  mainta in  an open market o r i e n t e d  economy; was suddenly c a s t  
loose .  What were t h e  consequences of  t h i s  a c t i o n ?  Did a l l  of t h e s e  
f e a r e d  e v e n t s  occur?  How d i d  t h e  GO1 meet t h e  va r ious  c r i s e s  which 
b e f e l l  it dur ing  t h a t  pe r iod?  For example, how d i d  it respond t o  
t h e  f o u r f o l d  i n c r e a s e  i n  world o i l  p r i c e s  t h a t  occurred i n  1974? One 
can j u s t  imagine t h e  content  of  t h e  cab les  which t h e  U.S. AID mission 
would have s e n t  t o  Washington reques t ing  an i n c r e a s e  i n  development 
loan f inanc ing  t o  meet inc reased  o i l  import c o s t s  had t h e r e  been an 
A I D  mission i n  N e w  Delhi i n  1974. We w i l l  examine t h i s  pe r iod  from 
t h e  p e r s p e c t i v e  of  what happened when t h e  l a r g e s t  i n d i v i d u a l  donor 
withdrew from providing a i d .  

The P o l i t i c a l  S e t t i n g  

There were t h r e e  even t s  t h a t  occurred  i n  t h e  decade t h a t  exacer- 
ba ted  nega t ive  sent iment  between t h e  two n a t i o n s .  The f i r s t  was t h e  
Indo-Pakistan war i n  1971 which l e d  t o  t h e  c r e a t i o n  o f  t h e  new s t a t e  
of Bangladesh o u t  o f  Eas t  Pak i s t an ,  d r a s t i c a l l y  a l t e r i n g  t h e  geo- 
p o l i t i c a l  s i t u a t i o n  i n  South Asia and confirming I n d i a ' s  preeminence 
i n  t h e  region.' A s  a r e s u l t  of t h i s  war, t h e  U. S. suspended a l l  
m i l i t a r y  and economic a s s i s t a n c e  t o  both c o u n t r i e s  and f r o z e  
approximately $87 m i l l i o n  which had been au thor ized  f o r  t h e  a i d  program 
t o  India .  

The second even t  occurred  i n  May 1974, when I n d i a  exploded a 
nuc lea r  device  a s  an experiment i n  t h e  use  of  nuclear technology f o r  
peace fu l  purposes.  C r i t i c s  o f  t h i s  experiment i n  t h e  U . S .  w e r e  no t  

1 
See Wayne Wilcox, "The Emergence of Bangladesh: Problems and 

Oppor tun i t i e s  f o r  a Redefined American Po l i cy  i n  South Asia." 
Foreign A f f a i r s  S t u d i e s  No. 7 ,  September 1973. 



convinced that the acquisition of nuclear power by India was intended 
for peaceful measures. In the words of the U.S. Arms Control and 
Disarmament Agency, "the technology of making nuclear explosive de- 
vices for peaceful purposes is indistinguishable from the technology 
of making nuclear we3pons. . . . "* These critics felt that India did 
not have a responsible nuclear policy, meaning no weapons program, no 
further testing and no exporting of nuclear technology. They viewed 
the Indian experiment as a set-back in their efforts to get international 
agreement on non-proliferation. 

The final event that profoundly influenced the by now tense diplo- 
matic relations between the two countries was in June 1975 when Emer- 
gency Powers were assumed by the government of India. Although the 
authority assumed at this time did not violate the Indian Constitution 3 

the process circumvented some basic human rights such as freedom of the 
press and assemblage and habeas corpus. The action was viewed by many 
outsiders as a final defeat for democracy in India. 4 

U.S. Policy Objectives Toward India 

The reduction of U.S. economic involvement in India was mir 
by a reduction in Congressional interest. After the nuclear tes 
1974, Congressman Clarence Long of the House Appropriations 
of the Committee on Foreign Affairs, presented an amendment 
Bank, IDA replenishment bill to prevent any funds from going 
The disenchantment of traditional Congressional supporters o 
continued when the ESnergency was declared the following year. 
man Donald Fraser, chairman of the Subcommittee of Internation 
zations stated it would be a "travesty" to resume bilateral as 
to India under these circumstances. 

2 
See Baljit Singh, Indian Foreign Policy - An Analysis (Ne 

Asia Publishing House, 1976). 

3 
In fact, the Indian Parliament did vote an amendment to 

tution, Amendment No. 42, which modified the "inherent" pr 
of the people. Recently, however, it was declared unconst 
the supreme court. 

4 
There were other important issues during this period over w 

two nations "agreed to disagree" that never became major bones o 
tention. For example, the Indian government opposed the establi 
of American military facilities on Diego Garcia, a small island 
in the Indian Ocean, especially after the U.S. carrier th 
went into the Bay of Bengal during the Bangladesh crisis i 



On t h e  o t h e r  hand, both n a t i o n s  were w e l l  aware of  t h e  v o l a t i l e  
n a t u r e  of  t h e i r  r e l a t i o n s  and were s e n s i t i v e  t o  t h e  p e c u l i a r  psycho- 
l o g i c a l  a t t i t u d e s  t h a t  had developed between t h e  two c o - u i t r i e s ,  and 
e f f o r t s  were c o n t i n u a l l y  made throughout t h e  decade t o  improve r e l a -  
t i o n s  between t h e  two governments by defus ing  t h e  emot ional ly  charged 
atmosphere, 

P rogress  i n  t h e  resumptinn of a b i l a t e r a l  a s s i s t a n c e  program, 
however, was slow and h a l t i n g .  I n  1973, t h e  funds t h a t  had been 
f rozen  when war broke o u t  i n  1971,were re leased .  Simultaneously, t h e  
f i r s t  o v e r t u r e s  were made t o  t h e  government of  India about  t h e i r  re- 
cep t iveness  t o  t h e  resumption of  b i l a t e r a l  a s s i s t a n c e .  The fo l lowing 
y e a r ,  a s  p a r t  of an a t tempt  t o  p u t  a s i d e  misunderstandings and b u i l d  
a foundation f o r  a product ion  r e l a t i o n s h i p  i n  t h e  f u t u r e ,  a j o i n t  
U.S.-Indian commission was formed t o  promote eccncxic ,  c u l t u r a l  and 
s c i e n t i f i c  coopera t ion  t h a t  proposed t o  sponsor f e l lowsh ips  and pro- 
v ide  funds f o r  coopera t ive  sc ience  and technology programs. 

The good w i l l  t h a t  was g r a d u a l l y  being r e s t o r e d  had a set-bqck i n  
February 1975 when t h e  t e n  yea r  embargo t h e  U.S. had p laced  on arms 
saJ-es t o  India and Pak i s t an  was l i f t e d .  This  a c t i o n  was viewed i n  
I n d i a  a s  a d e l i b e r a t e  e f f o r t  t o  promote a r e g i o n a l  arms r a c e  and t o  
upse t  t h e  s t r a t e g i c  ba lance  i n  t h e  region by r e b u i l d i n g  P a k i s t a n ' s  
defense f o r c e s .  The t a l k s  t h a t  had been t e n t a t i v e l y  scheduled i n  
January 1 9 7 6  t o  d i s c u s s  t h e  terms f o r  t h e  resumption o f  a b i l a t e r a l  
a s s i s t a n c e  program were cance l l ed .  But t h e  Americans were committed 
t o  a program f o r  humanitar ian reasons :  Ind ia  r ep resen ted  more than 
50 p e r c e n t  of t h e  p o o r e s t  people i n  t h e  world. B i l a t e r a l  a s s i s t a n c e  
e v e n t u a l l y  resumed i n  1978, 

The Economic S e t t i n g  

During t h e  f i r s t  two y e a r s  of  t h e  Fourth Five-Year Plan  (1969-1974) 
t h e  t a r g e t s  were c l o s e  t o  be ing  achieved. However, by t h e  end of 1971, 
t h e  economic s i t u a t i o n  i n  I n d i a  was p u t  under severe  s t r a i n .  I n  con- 
sequence of  t h e  war with Pak i s t an  t h e r e  was a s u b s t a n t i a l  i n f l u x  s f  
re fugees ,  a g r i c u l t u r a l  product ion  began t o  d e c l i n e  and by 1973, wi th  
t h e  beginning of  t h e  energy cr is is ,  t h e r e  appeared shor tages  of raw 
n ' a t e r i a l s .  That same y e a r  t h e r e  was a world-wide shor tage  of  food 
g r a i n s ,  causing famine cond i t ions  i n  many developing na t ions .  The in -  
c r e a s e - i n  r e a l  income w a s  nominal a s  product ion  dec l ined  and r a p i d  in-  
f l a t i o n  l e d  t o  t h e  p r e d i c t a b l e  problems of  l a b o r  u n r e s t ,  s t r i k e s ,  
hoarding and black-marketing. I n  s h o r t ,  it was a p e r i o d  of economic 
c r i s i s  t h a t  c a l l e d  f o r  some major r e v i s i o n s  i n  t h e  C e n t r a l  Plan.  

The Planning Commission r e v i s e d  t h e  Fourth Plan ,  and drew 
u~ a d r a f t  of t h e  next  Five-Year Plan f o r  t h e  yea r s  1974-1979 which 
focused on t h e  problem s f  e l i m i n a t i n g  pover ty ,  a t t a i n i n g  s e l f - x e l i a n c e  
and concent ra ted  on providing t h e  minimum b a s i c  needs f o r  a l l  c i t i z e n s  
i n  h e a l t h ,  educat ion ,  s h e l t e r  and water.  5 

5 
For d e t a i l s  s e e ,  J.S. Uppal, "The National Economy and the  Five-Year 

P l a n s "  i n  I n d i a ' s  Economic Problems - An A~alytical Approach, J .S .  Zppal, 
ed. ,  2nd ed. (New York: S t .  F ' iar t in 's  P r e s s ,  1978) ;  Planning Commission, 
Four th  Five-Year Plan ,  1969-1974, 



The F i f t h  Five-year Plan made an e f f o r t  t o  a l t e r  t h e  emphasis 
on growth by focusing on the  following goals :  

1. Implementation of a National Program of Minimurn Needs 
t o  provide bas i c  n e c e s s i t i e s  i n  elementary education, 
publ ic  hea l th  f a c i l i t i e s ,  potable  water ,  homes f o r  
l and less  l abo re r s ,  roads,  e l e c t r i c i t y  and s l u m  c l ea r -  
ance; 

2. Specia l  employment programs; and 

3 .  Greater  equa l iza t ion  of consumption p a t t e r n s  through 
t axa t ion ,  subs id iza t ion  and publ ic  d i s t r i b u t i o n  of  
e s s e n t i a l  consumer goods. 

The i n i t i a t i o n  of t h e  F i f t h  Five-Year Plan i n  1974 d id  not ease  
t h e  growing pessimism about t h e  mer i t s  of cen t r a l i zed  planning s ince  
t h e r e  was nothing b a s i c a l l y  d i f f e r e n t  i n  it. Moreover, t h e  s t r a i n s  
of economic problems were mounting and it appeared increasingly  pos- 
s i b l e  t h a t  t h e r e  would be t o t a l  economic chaos. This, combined with  
t h e  i n t e r n a l  p o l i t i c a l  s t rugg le  f o r  c o n t r ~ l  of t he  c e n t r a l  government, 
l e d  t h e  government of Ind ia  t o  dec la re  a National Emergency i n  Jra;?e 1975. 
Short ly  t h e r e a f t e r  a s p e c i a l  Twenty-Point Program was i n i t i a t e d  as a 
supplement t o  t h e  Plan i n  o rder  t o  cope with t h e  economic problems. 
The ob jec t ive  was t o  inv igora te  t h e  economy by reemphasizing e x i s t i n g  
p o l i c i e s  and aff i rming t h e  na t iona l  commitment t o  implement them under 
emergency provis ions .  

The economic s t r i d e s  during the  Twenty-Point Program were q u i t e  
good. The growth r a t e  i n  both t h e  na t iona l  and t h e  p e r  c a p i t a  income 
were t he  highest  ever  achieved i n  t he  post-Independence period.  Indus- 
t r i a l  production grew a t  6 percent ,  food production reached t h e  119 m i l -  
l i o n  ton  l e v e l  making Ind ia  s e l f - s u f f i c i e n t  and allowing t h e  buildup of 
reserves .  And t h e r e  were s u b s t a n t i a l  increases  i n  t he  amount of e lec -  
t r i c a l  power generated (21.6 p e r c e n t ) ,  s t e e l  production increased 18 per-  
cen t ,  savings increased,  export  earnings rose ,  i n f l a t i o n  decreased. The 
outlook appeared extremely good f o r  t h e  fu ture .  But c r i t i c s  were quick 
t o  p o i n t  ou t  t h a t  t h e  development s t r a t egy  followed during t h e  Emergency 
emphasized i n d u s t r i a l  production and export  products. An environment 
was c r ea t ed  t o  f a c i l i t a t e  t h e  s t r a t egy :  l abor  s t r i k e s  were banned, 
p r i c e s  were cont ro l led ,  wages were frozen and incen t ives  w e r e  provided 
t o  i nves to r s  t o  introduce cap i ta l - in tens ive  technology. The common 
man was no t  a s  wel l  o f f  as t h e  f i g u r e s  might suggest.  There w a s  con- 
s ide rab le  unemployment, real income decreased as a r e s u l t  of  increas ing  
p r i c e s  and frozen wages, and t h e  a v a i l a b i l i t y  of e s s e n t i a l  consumer 
goods such a s  food, sugar,  and t e x t i l e s  declined.  

The Emergency ended i n  March 1977 when f r e e  e l e c t i o n s  were held ,  
and Prime Minis ter  Ind i r a  Gandhi was voted o u t  of power p a r t i a l l y  
o u t  of fear of t h e  dynas t ic  q u a l i t y  of t he  p a r t y  leadership .  
While t h e  economy d id  experience some gains  between June 1974 
and March 1976, most of them were wiped out  i n  the l a s t  



montns of the Emergency. The growth rate had declined sharply from 
8.5 percent in 1975/76 to 1.5 percent in 1976/77. When the increase 
in population of 1.9 percent is calculated into this, there was a 
decrease of per capita income of 0.4 percent. Agricultural produc- 
tion decreased 5.0 percent. There was, however, a large increase 
of 10.6 percent i r i  industrial production most of which was in public 
sector heavy industries. 6 

The Role of Foreign Donors - 
As was stated above, this was a period in which the government 

of India hoped to achieve self-reliance and to eliminate the need 
for foreign donors to assist in the implementation of the deve1o~- 
ment plans. They were not successfui in this effort. 

During the decade of the 1970s, foreign aid to India underwent 
numerous cnanges in composition, quality and volume. Both gross and 
net disbursements generally declined so that by the end of the decade 
they were about half their level at the beginning in real terms. The 
following table illustrates the trends in aid commitments and dis- 
bursements from the major donor groups through the decade. 

- - *  -..---.. 

Table 6 7 
AID COFI' rtments & Disbursements by Major   on or Groupsa 

( %  of t o t a l )  



As can be seen, the proportion of aid provided by the consortium 
fell in the mid-1970s when OPEC aid increased sizeably and then 
rose again when OPEC aid fell off. For the Bank Group commitments 
rose steadily, but aid from Eastern Europe declined steadily. For 
other donors, commitments have declined. 

In terms of the composition of the program, aid donors shifted 
their emphasis away from transportation, communication and industry 
to agriculture, power and irrigation. After the Indian balance of 
payments situation improved in 1975 donors began to disburse funds 
more slowly and moved away from debt relief and food aid to project 
aid. The percentage of monies disbursed as grants increased gradu- 
ally, fluctuating between 60 and 80 percent of the total aid money. 
Table 7 indicates the level of aid provided to India during the period 

L 

Table 7 1 
Consortium and Non-Consortium Gross 
Disbursements to India, 1972-1977 a 

( $  million) 

Project Aid b 39 9 465 428 791 767 
Non-Project  id' 497e 592e 1,091~ 1,167 902 
Food Aid 70 220 242 383 2 84 

Sub total 966 1,277 1,761 2,341 1,953 
Debt Service -658 -765 -785 -785 -829 
Net Transfer e 

3 08 512 976 1,555 1,124 
Debt Service Ratio 25.7 23.6 18.8 16.8 14.4 

a World Bank, Economic Situaticc =d Prospects of India, op. - -  cit., 

Statistical Appendix, Table 4.1. See also Annex B. p. 65. 

Includes suppliers credits. 

C Includes debt relief. 

Includes all PL 480, food and non-food. 

e Debt service divided by merchandise exports. 



In tile absence of a bilateral assistance program, the main 
U.S. contribution to India's development activities at this time 
was through contributions to the international institutions, pri- 
marily the soft loans of the IDA. The U.S. also agreed to reschedule 
iozr! recay-ents from 1368 to 1974 as part of debt rescheduling exer- 
-- -; ces - to exce-d the terms upon which aid had been provided. 

The Role of the Uni~ed States 

During this period, the role and value of economic assistance 
to developing nations was an issue being debated by all involved 
organizations in the United States from the Congress to private 
voluntary agencies. While there was almost unanimous agreement 
that foreign assistance had been one contributing factor to an ex- 
ceptional rate of growth in developing nations, the traditional 
models of development were viewed with growing skepticism. There 
was a suspicion that aggregate economic growth had not alleviated 
poverty of the poorest members of the population in these countries. 
In fact, many development specialists argued that traditional devel- 
opment approaches of large-scale infrastructure investments and the 
imporeation of technologies from the industrialized nations had 
actually widened income disparities in these countries. Research was 
beginning to indicate that the application of the advances of agri- 
cultural technology were increasing absolute and relative income 
disparaties amongst farmers in some developing nations. For example, 
increased commercialized farming had led to a decline of independent 
garden plots, increased the number of landless laborers and reduced 
the size of fanning plots. But most importantly, the development 
efforts did not seem to be attaining their objective of eliminating 
poverty. Privileges and extremes of wealth and social injustice per- 
sisted, structural changes within societies were not occuring and the 
international economic crisis caused by the increase in oil prices 
was acutely felt in developing nations in fluctuations in commodity 
prices, inflation, balance of payment crises and increasing debt 
burdens . 

In response to these concerns, the major donors of development 
assistance co~sidered a new objective: to concentrate development 
assistance on the poorest segments of a society. Policy directives 
were issued from the World Bank and the Agency for International De- 
velopment in 1973 that expressed this new concern: Robert McNarnara 
told the Board of Governors of the World Bank "that very little has 
been done over the past two decades specifically designed to increase 
the productivity of subsistence agriculture," and that it was about 
time this issue was confronted. Congress amended the Foreign Assis- 
tance Act in 1973 expressing similar concerns: 

United States bilateral development assistance should give 
the highest priority to undertakings submitted by host 



governiients which directly improve the lives of the 
poorest of their people and their capacity to partic- 
ipate in the development of their countries. 7 

This change was radically different from earlier development 
goals that emphasized increasing overall economic growth and main- 
taining political stability. The change focused development assis- 
tance on helping the poor; it had a distinct distributional objec- 
tive. Philosophically, it was a victory for the humanitarian ad- 
vocates of development assistance; operationally, it emphasized 
agricultural development, equitable land tenure patterns, small 
farmer labor, equality of income distribution. In short, the new 
focus, or "New Directions" was a major policy shift that required 
new implementation strategies to reflect its objectives. This policy 
shift occurred at the same time the Government of India modified its 
development program. Both turned their attention to satisfying the 
basic needs of health, nutrition, housing and education of the poor. 
Although it was a time in which the two governments were in agreement 
about the goals of economic development, there were few opportunities 
to cooperate in projects to achieve these goals. 

Table 8 indicates the level of funding that was provided to India 
through the PL 480 Title I and Title I1 programs as well as the monies 
authorized prior to the suspension. 

In 1978, the U . S .  bilateral assistance program to India was re- 
sumed after five years of suspension. 

' Robert McNamara, "Address to the Board of Governors, " Nairobi, Kenya, - 

24 September 1973; The 1973 amendments to Chapter I, Section 102 of the 
Foreign Assistance Act of 1961. 
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Table 8 

A I D  Ass i s t ance  t o  I n d i a ,  1972-1977~ 
( $  m i l l i o n s )  

1972 1973 1974 1975 1976 T~~ 1977 

PL 480 
T i t l e  I - 78.9 - 24.7 121.6 
T i t l e  I1 104.6 64.2 71.2 106.1 102.4 21.9 101.4 
Loans/Grants 

A g r i c u l t u r e  3.016 -921 - - - - - 
F e r t i l i z e r  - - - - - - - 

> 

I r r i g a t i o n  - - - - - - - 
Power -061 -672 - - - - - 
Health .5 80 ,167 - - - - - 
Flalar ia  Erad ica t ion  - - - - - - - 
Popula t ion  -512 -130 - - - - - 
Education -404 -075 - - - - - 
Transpor ta t ion  - -465 - - - - - 
P r i v a t e  Industry ,201 -064 - - - - - 
Program Loan - - - - - - - 
Other -786 1 4 . 0 9 5 ~  14.6' 19. gc - - - 
Sub t o t a l  5.6 16.6 14.6 19.9 0 0 0 

T o t a l  

a 
U.S. Overseas Loans and Grants  and Ass i s t ance  from I n t e r n a t i o n a l  

Organiza t ions ,  Obl iga t ions  and Loan Author iza t ions  J u l y  1, 1945- 
September 30, 1979. 

b 
T r a n s i t i o n a l  Quar ter  

C 
Inc ludes  c a p i t a l i z e d  i n t e r e s t .  

During 1974 t o  1977, i n  t h e  absence of  U . S .  c o n t r i b u t i o n s ,  t h e  
annual  l e v e l s  of A I D  I n d i a  consortium pledges ,  which had hsvered around 
$1 b i l l i o n  p e r  y e a r  for t h e  p rev ious  t e n  y e a r s ,  began t o  move up 
r a p i d l y ,  i n  l a r g e  p a r t  due t o  i n c r e a s e  i n  I D A  a l l o c a t i o n s  t o  Ind ia .  By 
1977, t o t a l  p ledges  came t o  $2.1 b i l l i o n ,  o f  which IDA represented $1.1 
b i l l i o n ,  and r o s e  r a p i d l y  t o  a t o t a l  of  $3.4 b i l l i o n  i n  1979. 

See Annex B. 
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After the Janata Party formed a new government following the 
elections which unseated Indira Ghandi, relations between the U.S. 
and India improved. The initiative was taken by the Congress on 
May 13, 1977 when a paragraph was added to the FY 1978 Senate Auth- 
orization bill (sponsored by Senators Javits, Percy and Humphrey) 
to allocate ~60'pbillion of the amount authorized in the bill for 
Grain Storage Facilities for India. In effect this paragraph recom- 
mended to the President that bilateral assistance to India be resumed. 
The President acceeded to the recommendation by proposing a program 
of $60 million in FY 1978 and $90 million in FY 1979. Surprisingly, 
the Congressional hearings on the FY 79 appropriation request dis- 
closed that there was considerable divergence of view in the Congress 
with respect to the resumption of aid to India. Nevertheless, AID 
entered into negotiations to determine the Government of India's re- 
ceptivity. The 681 welcomed the resumption of the program but made 
i.t clear that it would not entertain the reestablishment of U.S. policy 
involvement in India's economic development efforts along the lines of 
our previous involvement in the 1950s and 1960s. Nor did it wish to 
become dependent on U.S. aid, as it had been in the past. 

In early 1978, AID sent a team, headed by Charles E. Lindblom of 
Yale University, to "consider a wide range of program levels and activi- 
ties for the 1980-1984 period" and to express its views on the most 
appropriate mechanisms for implementing the program. This report, sub- 
mitted by AID on June 1, 1978, provides the basic rationale for our 
current bilateral assistance program to India. 

There is no reference in the Lindblom report to any political 
rationale for aid. Unlike the justification for aid in the 1950s and 
1960s, there is no discussion of the need for U.S. assistance to 
stabilize the ecsnomy, preserve the democratic political system or 
fend off disasters. Instead, the argument was made that India is by 
far the most important single arena in the struggle against world 
poverty because 50 percent of the world's poor live there. It recognizes 
that India's performance on the economic development front since in- 
dependence has been uneven. It analyzes the Sixth Five-Year Plan 
(1978-1983) in terms of its priorities, feasibility of implementation, 
external resource requirements and likelihood that it will make an 
appreciable dent in India's poverty level. The report endorses the 
view of the World Bank that it is a responsible plan worthy of inter- 
national support, but that the five-year requirement for gross external 
assistance will probably come to about $14 billion, almost double the 
601's estimate. 

The report discusses three options for U.SI bilateral aid in support 
of the Sixth Plan. Option I considers the consequences of U.S. bi- 
lateral aid at $750 million over the five-year period. Option I1 would 
provide $2 billion and Option 111 would provide $3 billion over the same 
period. After examining the phasing of aid, India's absorptive capacity 
and other factors, the report recommends that we adopt Option I1 and 



concentrate our assis tance on development of Ind la ' s  agr icul tura l  
po ten t i a l  ( i r r i g a t i o n ,  power, ru ra l  c r e d i t )  and r u r a l  health and 
f a m i l y  planning. 

The report  does not discuss the  l eve l  of U.S. b i l a t e r a l  a i d  i n  
r e l a t ion  t o  other  a id  donors or  IDA.  It appears t o  assume t h a t  
t o t a l  a id  commitments from other f r ee  world a id  donors and I D A  fo r  
the period 1978 t o  1983 w i l l  be $12 b i l l i o n  exclusive of U.S. bi-  
l a t e r a l  aid.  Thus Option I1 ($2  b i l l i o n )  would have been needed t o  
supplement the  other  donors t o  meet the required $14 b i l l i o n  of ex- 
t e rna l  assis tance f o r  India" Sixth Plan. 

The report  a l so  does not discuss the options avai lable  t o  the 
U.S. t o  ~ r o v i d e  whatever a id  it considers appropriate through other 
in terna t ional  i n s t i t u t i o n s ,  ra ther  than t o  es tabl i sh  an orthodox b i -  
l a t e r a l  a id mission t o  implement the  program. 



CHAPTER VI 

THE RESUMPTION OF BILATERAL ASSISTANCE, 1978 

New Global Perspectives 

When the United States resumed bilateral assistance to India, 
the world was a different place than when aid had ceased in 1971 
or, for that matter, when the first economic assistance programs 
beganin the 1950s. Economically, the 4970s brought confusion and 
trawna globally. There were unprecedented scarcities and price 
increments in natural resources that profoundly altered the 
political and economic structure of the world. Capital shortages 
plagued all countries, inflation in developed, middle income and 
developing nations was pervasive, advanced technology which was 
onceexpected to solve all human problems of production, health 
and the environiient seemed inadequate, and the work force was 
growing at record rates causing acute unemployment everywhere. 
It was esti~ated that about 25 percent sf the total labor force 
in developins nations was out of work or under-employed in 1977; 
the number was expected to double by the end of the century. 

Frcm 1966 through 1973, the world economy had expanded at 
about five percent annually. Then, with the dramatic increases 
in oil prices, growth dropped tc two percent in 1974 and to less 
than one percent in 1975. While the world economy resumed a modest 
growth rate of two to three percent annually in the last half of 
the decade, the prospect of diminishing growth had become increas- 
ingly a reality. In consequence, the distribution of wealth became 
even more problematic. So long as growth continued at a healthy 
pace, the developing nations could assume their share would 
increase. But, when expansion greatly diminished, the question of 
distribution became complicated. 

Conditions in India in 1978 were very different from those 
prevailing in 1950. Population had almost doubled but real per 
capita income had hardly changed at all. Indian industrial 
capacity had increased and diversified, and the gross quantum of 
economic activity had increased. Agricultural production haa 
more than kept pace with population growth and buffer stocks were 
building up. Indian exports had quadrupled since 1950. 
  he Indian educational system had achieved universal 
primary education to the 5th year and the education pyramid was 
turning out about four million university graduates per year, 
eight million secondary, 18 million middle-level and 72 million 
primary grzduates by 1978. The adult literacy rate had increased 
from 28 percenc to about 36 percent. 



The international institutions to which developing countries 
look for resource transfers and for assistance had expanded and 
diversified. In 1950, the U.S. was the only major aid donor. Now 
numerous international financial institutions were dispensing assist- 
ance, other bilateral aid donors were operating in India and an entire 
family of technical assistance agencies, under U.N. auspices, was 
ready to offer technical services and training. 

The North-South dialogue was in full swing to negotiate internat- 
ional economic issues which effected the rate and direction of growth 
of the Third World and which aspired to establish a new international 
order. A variety of organizations were created to represent the 
"South" in negotiations with the "North," such as the Non-Aligned 
Movement, the Group of "77" and the Organization of African Unity. 
Their objectives were: 

Equitable access to the world's natural resources; 

o A reorientation of trade policies; 

a A restructuring of the transfer of technology to 
the needs of the user, rather than those of the 
supplier; 

e The creation of a stable monetary system with 
greater control by developizq nations, to pro- 
vide means of creating and distributing reserves, 
of adjusting to deficits and surpluses and of 
promoting reserve flows to developing nations; 
and 

e The design of a system of financial transfers for 
development which are predictable, equitable and 
subject to international surveillance or account- 
ability.1 

The Resumption of Bilateral Assistance 

Although the United States had no bilateral assistance program 
to InZia during 1972-1977, substantial U.S. resources were made avail- 
able through PL 480, Title I and Title I1 programs and contributions 
to the World Bank. The resumption of bilateral economic assistance 
to India was preceded by lengthy negotiations and considerable 

1 For a succinct discussion of the new development strategy see, 
The Brandt Commission -- The Independent Commission on International 
Development Issues (London: Pan Books, Ltd., 1980); and The - 
Scheviningen Report. The latter is the result of a symposium orqan- 
ized by the International Foundation for Development Alternatives 
for the U.S. Director General for Development and International Eco- 
nomic Corporation, and held in the Netherlands in July 1979. IFDA - 
~ossier, Nos. 12, 13, 14, 15, 1979-1980. 



efforts to determine how it could be most efficacious in contribut- 
ing to good relations between the two countries and in assisting 
India in its development objectives. 

Globally, the political objectives of the U.S. had changed dur- 
ing the years in which economic assistance had been phased out in 
India. Asia and South Asia had become a lower priority in terms of 
security interests to the United States and non-alignment,s~lch as 
India had maintained,was no longer regarded as inimical to American 
security interests. The main political objective was much more modest 
than in previous periods -- to keep India from forming any exclusive 
political relationship or security dependence on Russia or China and 
to have responsible behavior about the use of nuclear power. 

The Government of India had indicated a positive attitude toward 
the resumption of bilateral economic assistance so long as that aid 
was not dependent on any conditions and so long as no attempts were 
made to intervene in Indian policy. For the United States, bilateral 
assistance offered the opportanity for a substantial improvement in 
relations with India. In addition to the obvious economic need, it 
would be a positive sign that the U.S. shared many basic values with 
India, * including the commitment to democracy and to some aspects of 
ths New International Economic Order, such as a belief that an orderly 
transfer of resources from wealthy nations to poor nations was essen- 
tial to achieving global economic progress and to meeting the basic 
needs of the poor. It was also a si~gn that the United States recog- 
nized and supported India's growing power on the global scene, its 
pre-eminent role r~gionally in South Asia, and its moderate position 
and lezidership role among developing nations. 

  he two issues over which there had been substantial disagreement, 
human rights and nuclear proliferation, had been resolved. The orderly 
resumption of a constitutional government in India in 1977 placed the 
two countries on a relationship similar to the one that existed before 
the Emergency of 1975 when human rights were eroded. Most officials 
in the State Department felt that India's nuclear capability was not 
in violation of Section 669 of the Foreign Assistance Act 
had been passed in June 1376, since it had neither delivered nor 
receive2 any nuclear processing or enrichment equipment or technology 
since that Act had been passed. 



Options 

It was noted that India's development efforts since indepzn- 
dence had not directly impacted on the life styles of most gf 
India's poor, who lived in rural areas. They were small fanners, 
landless laborers and artisans; they had few employment opportuni- 
ties, few assets and little access to clean water, education, health 
or sanitation facilities. They suffered from a lack of basic human 
necessities and their cordition of life was not materially different 
than it was in 1950. In contrast, the Indian economy was performing 
well. There had been two record food grain harvests resulting in 
20 million tons of stock of wheat, rice and other grains, and the 
balance of payments had improved dramatically so that India had $5 
billion in foreign exchange reserves, 3 

Most analysts assumed this favorable position was transitory, 
and that, in any case, a foreign assistance program should not be 
based exclusively on a country's current balance of payments position. 
India had always been dependect on the vagaries of climate- Bad 
weather was inevitable and would probably result in depleted food 
reserves and foreign exchange shortages. In the long-term, India's 
development needs remained massive and it appeared unlikely they 
could be met without foreign assistance. 

In anticipating a resumption of economic assistance to India 
and in trying to determine how to make it most effective in con- 
tributing to India's development needs and good relations between 
the two countries, the United States had three options: 

a. To continue current programs and levels of food aid 
and contributions through the World Bank; 

b. To increase aid through these same channels (i.e., debt 
rescheduling, increased contributions to multilateral 
organizations) and by liberalizing trade arrangements 
and special technology transfers; or 

c. Resuming bilateral assistance. 

By choosing to consider the resumption of bilateral assistance, 
the united States made a commitment to the new global development 
strategy, Hence, certain aspects of the traditional donor-recipient 
relationship needed to be clarified; the objectives of the program, 
the degree of collaboration, and the level of assistance. 

3 
For a good analysis of the Indian economy at this time see, Charles 

E. Lindblorn et al., "U.S. Bilateral Assistance to India: A Strategy 
for the Early 1 9 8 0 ~ ~ "  A Report of a Mission to India, June 1979; also 
see Memorandum, N. Bellocchi on AID Strategy Report, 3 July 1980; 
World Bank, Economic Situation and Prospects of India, 1979. 



The Indian  Context - 
The resumption of U . S .  B i l a t e r a l  a s s i s t a n c e  t o  I n d i a  coincided 

with t h e  i n c e p t i o n  of t h e  S i x t h  Five-Year Plan (1978-1983) i n  India .  
C l e a r l y ,  much p rogress  had been made s i n c e  independence. The economy 
had become more modern, d i v e r s i f i e d  and s e l f - r e l i a n t .  A modest 
growth r a t e  of p e r  c a p i t a  income had been maintained i n  s p i t e  of  popu- 
l a t i o n  i n c r e a s e s .  S i g n i f i c a n t  r e s u l t s  had been achieved i n  a g r i -  
c u l t u r a l  r e s e a r c h  and i n d u s t r i a l  and s c i e n t i f i c  technology. The 
average l i f e  expectancy had r i s e n  due t o  a reduct ion  i n  i n f a n t  m o r t a l i t y  
and t h e  c o n t r o l  of e r a d i c a t i o n  of s e r i o u s  d i s e a s e s .  But an assessment 
of t h e  l a s t  q u a r t e r  cen tu ry  a l s o  " ind ica ted  some fundamental f a i l u r e s . "  
The fo l lowing s ta tement  i n  t h e  S i x t h  Five-Year Plan i l l u s t r a t e s  t h a t  
U.S. d i s s a t i s f a c t i o n  wi th  t h e  r e s u l t s  y ie lded  from I n d i a ' s  development 
s t r a t e g y  were shared by t h e  Indian  p lanners .  

We must f a c e  t h e  f a c t  t h a t  t h e  most important  o b j e c t i v e s  
of  p lanning have n o t  been achieved,  t h e  most cher ished 
g o a l s  seem t o  be almost a s  d i s t a n t  today a s  when we set 
o u t  on t h e  road t o  planned developmenr. These aims ... a r e  
t h e  achievement o f  f u l l  employment, t h e  e r a d i c a t i o n  of 
pover ty  and t h e  c r e a t i o n  of a more equal  s o c i e t y . 4  

With a popula t ion  of over  6 2 5  m i i l i c n  people ,  I n d i a ' s  popula t ion  
exceeds t h a t  of  every c o n t i n e n t ,  except  Asia,  and i s  i n c r e a s i n g  a t  a 
r a t e  o f  more than  one m i l l i o n  people a month. . I t  is  es t imated  t h a t  
between 50 and 60 pe rcen t  of t h e  wor ld ' s  poor now l i v e  i n  India .5  
The l e v e l  of  pover ty  has  remained v i r t u a l l y  unchanged e s p e c i a l l y  f o r  
those  members of  t h e  Scheduled Cas tes  and Schedules Tr ibes ,  and t h e  
d i s t r i b u t i o n  o f  income and weal th  has remained unequal.  

The Government of  I n d i a  formulated a new development s t r a t e g y  i n  
t h e  S i x t h  Five-Year Plan t h a t  r e f l e c t e d  t h e  new humanist ic  focus  of 
development. It s t a t e d :  

I n  t h e  next  phase o f  development it w i l l  no longer  be 
appxopr ia te ,  i n  t h e  l i g h t  of  our  p a s t  experience t o  
formulate t h e  p r i n c i p a l  o b j e c t i v e s  of a p a r t i c u l a r  
p l a n  pe r iod  merely i n  r e l a t i o n  t o  a s p e c i f i e d  t a r g e t  
of growth f o r  t h e  economy. What m a t t e r s  i s  no t  t h e  
p r e c i s e  r a t e  of i n c r e a s e  i n  t h e  n a t i o n a l  product  t h a t  
is  achieved i n  f i v e  o r  t e n  y e a r s ,  b u t  whether w e  can 
ensure  wi th in  a s p e c i f i e d  time-frame a measurable - 
c r e a s e  i n  t h e  we l fa re  of t h e  m i l l i o n s  of  t h e  poor.  

in 

4 Government of  Ind ia  Planning Commission, D r a f t  Five-Year Plan  
1978-83, p.  2 .  

 his is  def ined a s  a p e r  c a p i t a  income of $150 annual ly  o r  less. 

D r a f t  S i x t h  Five-Year P lan ,  1978-83, New Delhi ,  197 



The emphasis of t h e  new Plan was placed on people: on remov- 
ing  unemployment, of r a i s i n g  t h e  s tandard of l i v i n g  of t h e  poores t  
segments of soc i e ty  by providing f o r  t h e i r  ba s i c  human needs while 
increas ing  equi tab le  growth and se l f - r e l i ance .  To achieve these  
goals  resources  were t o  be s h i f t e d  t o  ag r i cu l tu re  and r u r a l  develop- 
ment with a secondary emphasis on t r anspor t a t i on ,  education, hea l th  
and e l e c t r i c  power p r o j e c t s  designed t o  bene f i t  the  r u r a l  poor. 

Program Objectives 

The F Y  1981 Congressional Presenta t ion s t a t e s :  

.... t h e  U.S. commitment t o  a l l e v i a t i n g  worldwide poverty,  
f ind ing  so lu t ions  t o  t h e  world 's  food and population prob- 
lem and encouraging f r e e  s o c i e t i e s  requi res  U.S. support  
f o r  Ind ia '  s development. 

U.S. development s p e c i a l i s t s  argued t h a t  c e r t a i n  aspec ts  of t h e  
donor-recipient  r e l a t i onsh ip  needed t o  be modified t o  more accurate ly  
r e f l e c t  t he  new global  evelopment strategy. F i r s t l y ,  India  should 
take  t h e  i n i t i a t i v e  i n  most b i l a t e r a l  i s sues .  And secondly, t he  U.S. 
as s i s t ance  program should be expedi t ious ,  uncomplicated and employ a 
small s t a f f  wi th  a low-profile. The program should be planned j o i n t l y  
under t h e  guidance of  Indian planners ,  and t h e  t r a n s f e r  of resources 
should be dependable over a per iod of years  t o  f a c i l i t a t e  long-term 
planning. Idec log ica l ly ,  t h e  p r o j e c t s  should r e f l e c t  t h e  goals  of the 
S ix th  Five-Year Plan and t h e  o v e r a l l  ob jec t ives  of t h e  U.S. economic 
a s s i s t ance  program a s  a r t i c u l a t e d  by Congress; i .e . ,  they should be 
d i r ec t ed  a t  the  r u r a l  poor with p r i o r i t i e s  given t o  a g r i c u l t u r e  and 
r u r a l  development. 

Level of Assistance 

The s e l e c t i o n  of i n i t i a l  p r o j e c t s  and the  funding l e v e l  
t h e  d i r e c t i o n  of t h e  resumed b i l a t e r a l  a s s i s t ance  program i n  
and is  important i n  l ay ing  t h e  foundation f o r  a susta ined econ 
r e l a t i onsh ip .  The l e v e l  of a s s i s t ance  proposed i n  t h e  A I D  Con 
s i o n a l  Presen ta t ion  of  F Y  1977 was $60 mil l ion.  It w a s  a mode 
program t h a t  allowed f o r  t h e  gradual  resumption of b i l a t e r a l  
tance and w a s  viewed by many as t h e  establishment of a p i p e l  
more s u b s t a n t i a l  resource t r a n s f e r s  i n  t h e  future .  7 

I n  terns of the t o t a l  funding l e v e l ,  Ind ia  had t h e  l a r g e s t  
quested budget i n  F Y  1981 of any U.S. b i l a t e r a l  a s s i s t ance  p 
amounting t o  $135 mil l ion.  But i n  t e r m  of  per c a p i t a  assista 
it w a s  one of t h e  lowest,  equaling only 2 1  cen t s  f o r  each p e r  
(FY 1981 Congressional Presen ta t ion ,  A I D ,  Development A s s i s t a  
Request: D i s t r i bu t ion  by Country.) 



The FY 1981 Congressional Presentation discusses the $3 billion 
co~nitment of the aid India consortium for 1979 and recognizes that 
the U . S .  bilateral aid is relatively small. It describes the AID 
strategy as follows: 

A.I.D.'s program supports the GOI1s emphasis on creating 
rural employment and enhancing food security through 
small farm agriculture and rural development. Irrigation 
expansion is supported through medium-scale projects for 
surface irrigation, credit, and electrification for 
groundwater development. A.I.D.'s financing of fertilizer 
imports supports rapid increases in food production. The 
U . S .  PL 480 Title I1 Program is targeted toward school 
feeding, food-for-work and cooperative development, and 
also helps to expand food availability and employment. 
Applied research in rural energy will continue to receive 
support. 

Xeducing fertility and mortality is the second focus of 
A.I.D.'s interest. A.I.D. proposes to provide continued 
financing for the Government's Integrated Rural Health 
and Family Planning Program, Maternal/Child Nutrition 
(under Title 111, and Malaria Control. 



I n  F Y  1978, the  A I D  program t o  India resumed providing 28 m i l -  
l i on  d o l l a r s  f o r  malaria eradicat ion i n  response t o  a resurgence of 
malaria, 30 milli-on diollars f o r  medium-sized i r r i g a t i o n  pro jec ts  t o  
a s s i s t  small farmers i n  Gujarat, and two mil l ion do l l a r s  f o r  
assorted small grants  f o r  science and technology t o  develop new ap- 
propriate  technology f o r  r u r a l  needs. 

The following year a country-wide program was begun i n  r u r a l  
e l e c t r i f i c a t i o n  t o  prlovide farm pumpsets f o r  r u r a l  industry, and 
funds were made avai lable  f o r  s m a l l  health and agr i cu l tu ra l  programs 
and f o r  f e r t i l i z e r  imports as well a s  t o  continue the  malaria proj- 
e c t  and the science and technology research a c t i v i t i e s  s t a r t e d  the  
previous year. 

In addi t ion,  T i t l e  I concessional food supplies and T i t l e  I1 
grants  t o  U.S. PVOs continued a t  a modest leve l .  

Summary 

I ron ica l ly ,  the  program today appears much as it did i n  the 
beginning: it i s  a modest program i n  terms of resources, and has 
a low-profile i n  terms of the  number af individuals involved. W e  
have made a f u l l  cycle from modest begip-".inys t o  massive resource 
t r ans fe r s  and back toi modest programs. B u t  t he  context i n  which 
today's program operates is very d i f fe ren t  from t h a t  of the  1950s. 

I n  the  next section we w i l l  attempt t o  draw some lessons from 
t h i s  experience f o r  fu ture  development a c t i v i t i e s  i n  India and i n  
o ther  countries.  



CONCLUSIONS AND LESSONS TO BE LEARNED 

What h a s  been t h e  impact o f  $11 b i l l i o n  i n  U.S. economic a i d  t o  
I n d i a  d u r i n g  t h e  p a s t  30 years?1  To g i v e  an  unequivoca l  and p rovab le  
answer t o  t h a t  q u e s t i o n ,  u s i n g  t h e  " s c i e n t i f i c  method," one would 
need an  experiment  and a c o n t r o l .  Unhappily t h i s  is  n o t  p o s s i b l e  
w i t h  a s u b j e c t  such a s  t h i s .  

But  s h o u l d n ' t  we a t t e m p t  t o  answer some "what i f "  q u e s t i o n s ?  
What i f  t h e  U . S .  had n o t  t aken  it upon i t s e l f  t o  embark on an economic 
a s s i s t a n c e  program t o  I n d i a  i n  1950? What i f  w e  had n o t  o rgan ized  
t h e  a i d  I n d i a  consor t ium under  t h e  a u s p i c e s  o f  t h e  World Bank i n  1958? 
What i f  w e  had n o t  p rov ided  t h e  m i l l i o n s  o f  t o n s  o f  PL 480 food g r a i n s  
o v e r  an  extended p e r i o d  o f  t i m e ,  o r  t h e  8 m i l l i o n  t o n s  i n  1965-66 
d u r i n g  t h e  B i h a r  famine? 

- 
1 

U.S. economic a s s i s t a n c e  t o  ~ n d i a  from 1951 t o  March 1977 can be 
broken down i n t o  t h e  fo l lowing  c a t e g o r i e s :  

1. Techn ica l  A s s i s t a n c e  Program: ( $  m i l l i o n s )  

( a )  Development Grants  460.9 
( b )  Loans ( r epayab le  i n  rupees )  148 .1  

2 .  Development Loans : 

( a )  D o l l a r  Loans r epayab le  i n  d o l l a r s  2 ,692.3 
( b )  D o l l a r  Loans r epayab le  i n  rupees  502.3 

3. 'Wheat Loan of  1951 ( r e p a y a b l e  i n  d o l l a r s )  243.7 

4. PL 480,  T i t l e  I A g r i c u l t u r a l  Commodity S a l e s :  

( a )  Rupee Payable  S a l e s  4 ,076.8 
(b) C o n v e r t i b l e  C r e d i t  S a l e s  ( r epayab le  

i n  d o l l a r s )  423.8 
(c)  D o l l a r  C r e d i t  S a l e s  ( r e p a y b l e  i n  d o l l a r s )  237.0 

5 .  PL 480, T i t l e  I1 Grants  1 ,334.6 

6. U.S. EXIM Bank Loans ( r e p a y a b l e  i n  d o l l a r s )  539.0 

7. Other  11 .3  

TOTAL 10,669.8 



Myron Weiner objects to "counterfactual analysis." He states: 

1 Donors will often argue that economic assistance should be 
provided in order to prevent certain economic, and there- 
fore political, catastrophes. Hence, food should be pro- 
vided during a period of scarcity to prevent widespread 
dissatisfaction that might lead to insurrectionary move- 
ments and political instability; or foreign aid is needed 
to provide foreign exchange to maintain imports so as to 
avoid severe inflation and a disaffected middle class. When 
economic assistance is provided, aid agencies argue (espe- 
cially before congressional committees) that the assistance 
was effective because the predicted catastrophes were 
avoided. But, as with all counterfactual history, proof 
is impossible. The reverse argument is also used: had 
aid been larger, then certain undesirable economic and 
political developments might have been avoided. Had 
India received larger amounts of foreign assistance in 1973 
and 1974 when the international price of India's primary 
imports -- food, fertilizers, and oil -- had risen, some 
have suggested, India might have been able to avoid the 
inflationary spiral and food shortages that intensified 
the political crisis leading to the declaration of an 
emergency in 1975. Again, this is untestable counter- 
factaal history. 

And yet, for those who do not enjoy the status of intellectual detach- 
ment in academg, but continue to be saddled with the drudgeries of 
operating our aid programs and making daily decisions to allocate 
large sums of public funds for high risk endeavors, it is important 
to explore the possible answers to such questions. Even if the con- 
clusions are not scientifically provable, they may shed some light 
on relevant issues which will arise in the future, and on which 
important judgments must be made. 

There are many ways to assess the development process: some 
measure GNP growth, others look at changes in volume of production of 
various industries and agriculture; still others try to measure a de- 
cline in human suffering by showing reductions in poverty and employ- 
ment, and lastly, some measure development success in terms of attain- 
ment of stated goals, particularly in centrally planned countries such 
as India. Whichever of these measures is used, the development effort 
in India since independence has not eliminated the suffering of a majority 
of the population of the country. The following chart shows the pro- 
portions of the poor in rural and urban areas in the different regions 
of India. It was based on consumer expenditures comparing the years 
1960-61 with 1970-71. For the first period poor was defined as a 
monthly per capita consumer expenditure of less than Rs. 15 in rural 
areas and Rs. 21 in urban areas. The corresponding poverty line in 
1970-71 was Rs. 28 in rural areas and Rs. 43 in urban areas. As can 
be seen, the percentage sf population below the poverty line is in- 
creasing in most regions in both rural and urban areas. In fact, 

2 Weiner, op. cit., p. 49. - -- 
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by most measures tho absolute number of poor has increased, as the 
following indicators illustrate. 

If poverty is defined as a minimum of at least 2,000 calories 
per person for a population resembling India on a daily basis to sus- 
tain a minimum level of health and production, then the average avail- 
ability of calories in a normal year is not far short of that level. 
But this assumes food would be perfectly distributed according to 
nutritional needs. Unfortunately, food is not distributed according 
to need but according to a number of factors, one of the most important 
of which is income. The following table estimates the average income 
and upper and lower limits of average caloric intdke by deciles of - 
the population. 

I Table 10 

a Estimates of Average Caloric Intake in India 

Decile % Total Per Capita Per Capita Per Capita 
Income Income US$ Calories Calories 

Lower Limits Upper Limits 

Lowest 1 3.3 
2 4.4 
3 5.3 
4 6.1 
5 6.9 
6 8.1 
7 9.0 
8 10.0 
9 16.1 

Highest 10 30.0 

Average 

Cassen, Robert, "India's Human Resources" in Warld Bank Staff Work- 
ing Paper No. 279, India: Occasional Papers, May 1980, p. 191. 

Income level is by no means the only cause of malnutrition in 
India. Other explantions include disease, unsatisfactory food 
habits, and the delicate balance between food production and popu- 
lation. 

If development progress is measured in terms of a reduction in 
unemployment, the picture is similarily bleak. Using the conserva- 
tive estimates of a government committee on unemployment, it would 
appear that unemployment had doubled betwsen 1961 and 1971 from 
about 9 million people to almost 19 million. 3 

3 
Romesh Diwan, "Elements of Gandhian Economics: Their Relevance to 

India's ~conomic Problems" in India's ~conomic Problems, J.S. uppal, 
ed. , (NY: St. Martin's Press, 1975) , pp. 182-194. 



I f  p rogress  i s  measured i n  terms of  a t t a i n i n g  t h e  g o a l s  of  t h e  
Five-Year P lans ,  2 5  y e a r s  of  p lanning i n  I n d i a  seems t o  i n d i c a t e  t h a t  
whi le  t h e  econony had made good p rogress  i n  some a r e a s ,  t h e r e  have 
been s e r i o u s  problems i n  o t h e r s .  Moreover, it wo I d  appear  many of # 
t h e  e g a l i t a r i a n  p o l i c i e s  of  t h e  p l a n s  had f a i l e d ,  such a s  land re- 
f o r n ,  reduct ion  of income i n e q u a l i t i e s ,  and t h e  p rov i s ion  of  "bas ic  
hunaii needs ."  Some major economic i n d i c a t o r s  of  I n d i a ' s  development 
performance a r e  p resen ted  i n  t h e  fo l lowing t a b l e .  But, b7hatever i n -  
t e r p r e t a t i o n  i s  given t o  t h e s e  numbers, t h e r e  is  l i t t l e  p e r c e p t i b l e  
improvement i~ t h e  w e l l  be ing of t h e  l a r g e s t ,  p o o r e s t  segment of t h e  
-r - .  ~ n a i a r ~  people. 

I t 

Table 11 

I n d i c a t o r s  of Economic Growth i n  I n d i a  > 
I n d i c a t o r  1950-55 '56-60 '61-66 '67-71 --- 1 GSP a t  1961 p r i c e s  

t a r g e t  2.5 5.0 5.0 5.5 
a c t u a l  3.5 4 . 2  2.6 3.7 

Fer  Capi ta  Incom461) 
t a r g e t  1 . 3  3.8 2.8 - 
a c t u a l  1 .6  2.5 0 . 3  1 . 6  

Populat ion Growth 
p r e d i c t e d  1 .2  1 . 2  2.2 - 
a c t u a l  1 . 9  2 . 2  2 .3  2.1 

A g r i c u l t u r a l  Prod. 4.2 4 . 3  -1.1 -0.1 
Food Grain Produc. 4 .9  4.4 2.0 1.1 

1 
I n d u s t r i a l F r c 5 u c .  3.2 6 .6  5.7 4 .1  

! 
j .  
i See Cka2ter  I ,  D r a f t  S i x t h  Five  Year Plan ,  1978-83. 
i 

Before we say  t o o  many "mea culpas"  we should no te  t h a t  our  
s t a t e e  g o a l s ,  both  t h e  p o l i c y  guidances of t h e  Executive Branch and 
t h e  Congressional  P r e s e n t a t i o n s  j u s t i f y i n g  A I D ' S  a p p r o p r i a t i o n s  re- 
q u e s t s ,  never claimed t h a t  our  a i d  was intended t o  reduce o r  e l i m i n a t e  
poverty i n  Ind ia .  Our goa l s  were c l e a r l y  s t a t e d  and of  much more 
liinitec? s c o p .  The Congressional P r e s e n t s t i o n  f o r  F Y  1961 s t a t e s  a s  a 
program goa l :  

The b a s i c  U.S. p o l i c y  o b j e c t i v e s  with regard  t o  I n d i a , t h e  
l a r g e s t  and most populous n a t i o n  i n  f r e e  A s i a , i s  t h a t  
I n d i a  remain i n  t h e  f r e e  world and demonstrate t h a t  a n  
underdeveloped country can achieve  a s a t i s f a c t o r y  r a t e  
of economic p rogress  i n  a  f r e e  s o c i e t y .  Outside a s s i s -  
t ance  i s  necessary  s i n c e  I n d i a ' s  low l e v e l  of  domestic 
o u ~ z c t  an6 savings  do no t  permi t  an adequate r a t e  of  
c a p i t a l  formation,  whi le  s a t i s f y i n g  minimum$ c u r r e n t  
consum~tion. 

4 
See Chspter I ,  D r a f t  S i x t h  Five-Year P lan ,  1978-83. 



That statement is consistent with the statements appearing in the 
Congressional Presentations from FY 1952 onward until the "New 
Directions" legislation was passed in 1973. The political objective 
was to avert destabilizing crises and this contributed to the quest 
by Nehru for a "generation of peace." The level sf assistance was 
calculated as the minimum necessary to stave off crises and disasters, 
so as to permit an orderly, evolutionary national development along 
democratic lines. The aid was to buy time for the government to 
undercake needed measures which, in the absence of aid, might not 
have been possible.5 While the well-being of the Indian people did 
not improve, it also did not deteriorate. 

It is difficult to fault the U.S. aid program in terms of its 
contri~ution to this limited objective. Few would argue that India 
would have been able to afford the luxury of preserving its demo- 
cratic political system, in the absence of U.S. and other free 
world economic support during the periods of crises which occurred 
over the past 30 years. And who knows how many other crises of 
varying kinds and degrees would have materialized in India if this 
flow of external resources had not been known to be available. 

Several other conclusions can be drawn about the impact of U - S .  
economic aid to India during this period. Firstly, we can look into 
overall impact.Then we can draw a few inferences with respect to its 
impact on the sectoral and sub-sectoral levels. We do not have 
evidence, however, to assess the relative contribution of one 
development strategy over another in contributing to the economic 
growth of India ("trickle-down" vs. "basic human needs"). 

Overall Impact 

It is clear that the massive resource transfer which occurred 
in support of the Second and Third Five-Year Plans contributed 
significantly to India' s economic growth during that period.6 It 
may 5 e  argued that India's preoccupation with capital intensive 
public sector investment was ill-advised, and that they would have 
been better served by encouraging private foreign investments. 
There is ample evidence to suggest that the government of India 
considered private foreign investment a very expensive resource 
and preferred to press for official development- assistance. Even 
as a "second best" scenario -- and the principles of national 
sovereignty dictate that the U.S. could not'have imposed a different 
national policy on India -- the U.S. contribution was significant 
in absolute terms towards the building of India's industrial pro- 
duction capacity. 

See above, Chapter I1 for details on the political arguments 
made in support of aid to India, including the fear of Soviet 
expansion and influence in the subcontinent. 

6 See above, Chapter 111 for details. 



To the extent it was possible to do so, U.S. capital assistance 
was structured to encoorage the preservation of a market oriented 
economy and to facilitate the growth of the Indian private sector, 
thereby counteracting pressures for direct India government ownership 
and manauement of the means of proauction.7 

Of the $480 million in DLF and AID project loans, about 25-Per cent 
were either made to private companies or to development banks which 
reloaned the money to private companies. "Cooley loans," using 
Indian rupees generated from PL 480 sales were made to many U.S. 
private companies operating in India, providing needed cepital for 
investment and expansion. Export Import Bank loans were largely 
made to private companies or to such Indian public sector enter- 
 rises as Air India. 

Ey far the largest amount of U . S .  capital assistance was 
made available in the form of non-project loans. These loans 
amounted to nearly $2,350 million up to 1971. They financed main- 
tenance imports, spare parts and raw materials on which Indian 
industry depended for their continued operation and were an effec- 
tive tool in bringing about greater reliance on market forces in 
economic decision-making. In the absence of such aid, the private 
sector probably would not have been able to meet the economy's pro- 
ductive requirements, thereby giving rise to pressure for yet 
greater government intervention and further centralization of pro- 
duction in the public sector. The GOI, in its report on U.S. 
economic assistance to India 1951-1971, had this to say about 
non-project assistance: 

The U . S .  is the leading provider of non-project assistance 
to India. In recent years the GOI's emphasis in aid 
negotiations has shifted from project to non-project 
assistance ..., Almost all InZian industries have bene- 
fitted from U.S. non-project assistance. The CX3I allots 
funds nade available by the U,S. to several thousand 
private enterprises and government undertakings. Some 
specific examples of non-project imports are non- 
ferrous metals; a wide variety of chemicals; lubricants, 
components such as specialized roller bearings; and 
spares for industrial and construction equipment. It 
has been calculated that every dollar of raw material 
or component furnished by U.S. non-project assistance 
enables India's industry to turn out an additional 2% 
dollars worth of production. 

7 
~hilosophically, U.S. development planners disagreed with Nehru's 

"mixed economy" model limiting the private sector to certain fields, 
The problem reached a critical stage when the U.S. refused to 
finance a public sector steel mill in 1963. For details, see above 
C'napter 11. 



Perhaps t h e  most important impact t h e  U.S. economic assis- 
tance program had i n  Ind ia  was i n  convincing t h e  World Bank and 
o the r  donors t o  support t he  Five-Year Plans,  and the re fo re  the  
development p r i o r i t i e s  of the Indian government. This e f f o r t ,  
which began i n  1958 i n  t he  middle of t he  Second Five-Year Plan,  
succeeded i n  br inging together  14 a i d  donors t h a t  j o i n t l y  supported 
subsequent Plans under t h e  auspices of t he  aid-India consortium. 
Galvanizing the  support of o the r  f r e e  world a i d  donors under t he  
auspices of t h e  World Bank t o  support I n d i a ' s  development plan,  
provided an important psychological  u p l i f t  t o  t h e  Government a t  a 
time when only t h e  United S t a t e s  w a s  i n  a pos i t i on  t o  do so. 

The cur ren t  l e v e l  of consortium as s i s t ance  came t o  more than 
$ 3  b i l l i o n  i n  1979 (of which IBRD/IDA contr ibuted $1.9 b i l l i o n  and 
the  United S t a t e s  contr ibuted $90 mi l l ion  development a s s i s t ance  
=d $155 mi l l ion  PL 480 T i t l e  11). This compares with a l e v e l  of 
about $1.2 b i l l i o n  i n  1961 (of which IBRD/IDA contr ibuted $250 m i l -  
l i o n  and t h e  U . S .  contr ibuted $545 m i l l i o n ) .  While India  has not  
f reed  i t s e l f  from dependence on fore ign  a i d ,  it i s  no longer dependent 
on economic a i d  from any s i n g l e  foreign nat ion.  This i s  not t o  sug- 
ges t  t h a t  t h e  l e v e l  of U.S. resources flowing t o  Ind ia  has declined. 
The U.S. por t ion  of t h e  I D A  replenishments has been running a t  about 
20 percent .  I n d i a ' s  share  of I D A  assFstance is running a t  about 
40 percent  of t o t a l  IDA commitments. Thus, a very l a r g e  segment of 
IDA funds represent  U.S. resources.  

Implementation 

In  reviewing t h i s  very exc i t i ng  period of  h i s t ~ r y  and searching 
f o r  i t s  impact, one senses t h a t  t h e  execution of t h e  program, as 
required by the  myriad ex t e rna l ly  imposed cons t r a in t s  on A I D  and i ts  
predecessor agencies,  caused much of t h e  p o t e n t i a l  p o s i t i v e  impact 
t o  be d i s s ipa t ed .  For example, t h e  annual programming of PL 480 
T i t l e  I s a l e s  w a s  dependent on a l l o c a t i o n s  made by t h e  U.S. Depart- 
ment of Agricul ture .  The program w a s  never based on t h e  development 
dialogue between the  U.S., o the r  a i d  India  consortium count r ies  and 
the  government of  India ,  bu t  unfor tunate ly  on U . S .  supply d i sposa l  
needs. Greater  au tho r i t y  and cont ro l  of t h e  program i n  t h e  f i e l d  
would have s i g n i f i c a n t l y  enhanced i t s  impact. Also g r e a t e r  impact 
would have been achieved i f  p r o j e c t s  had been concentrated i n  c e r t a i n  
s e c t o r s  and t i e d  t o  I n d i a ' s  Five-Year Plans.. But such concentrat ion 
is  d i f f i c u l t  because of t h e  annual funding requirements of AID.  The 
Congress has never s e r ious ly  considered providing multi-year funding 
t o  AID. 

Often changes i n  a i d  po l icy  would throw t h e  Indian program o f f  
balance: A l l  t o o  f requent ly  these  changes would be read by t h e  
Indians as being of a consp i r a to r i a l  nature.  Cer ta in ly ,  t h e  way i n  
which t h e  3 . S .  supported devaluation of t h e  rupee i n  1966 w a s  a case  
i n  po in t .  Even t h e  more mundane r u l e  changes such a s  t h e  imposition 
of d i r e c t  h i r e  personnel  c e i l i n g s ,  p roh ib i t ions  aga ins t  f inancing 
c e r t a i n  i tems,  such a s  DDT, newly impased requirements f o r  p r o j e c t  
approval ,  a l l  appeared a s  heavy handed and i r r e l e v a n t  i s sues  which 
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got  i n  t h e  way of  doing bus iness .  The cumulative e f f e c t  of  t h e s e  
r e s t r i c t i o n s  on t h e  program, a s  the:y evolved over  t h e  y e a r s ,  made 
it i n c r e a s i n g l y  d i f f i c u l t  t o  manage. 

In  concept ,  t h e  new b i l a t e r a l  a s s i s t a n c e  program t o  I n d i z  a s  it 
was i n i t i a t e d  i n  1978, was designed t o  be f l e x i b l e  and responsive  t o  
t h e  requirements  of  Indian development p lanccrs .  I n  p r a c t i c e ,  t h e  
p r e s e n t  o r g a n i z a t i o n a l  s t r u c t u r e  of  A I D  has c r e a t e d  an environment 
t h a t  promotes caut ion  and eschews inncvat ion  and r i s k .  I t  is  l i k e l y  
t h a t  t h e  r i g i d i t i e s  of  A I D ' S  program management systems w i l l  i n t e r f e r e  
i n  achieving t h e  o b j e c t i v e s  of  t h e  program.8 

Although t h e  program i n  I n d i a  i s  new and t h e r e  has  nst been 
enouqh time t o  see  t h e  e x t e n t  t o  which t h e  b u r e a u c r a t i c  s t r u c t c r e  
has  iinpeded development a c t i v i t i e s ,  t h e r e  a r e  c l e a r  s i g n s  t h a t  t h e  
I n d i a  program w i l l  n o t  be exempted from t h e  problem. For example, 
one group of c r i t i c s  of t h e  r e c e n t l y  w r i t t e n  Country Development 
S t r a t e g y  Statement commented t h a t  while  t h e  development focus  was 
a p p r o p r i a t e l y  p laced on t h e  r u r a l  poor,  it would have been a 

Beginning wi th  t h e  "New D i r e c t i o n s "  l e g i s l a t i o n  i n  1973 which 
mandated t h a t  U.S. f o r e i g n  a s s i s t a n c e  be d i r e c t e d  a t  t h e  poor ma jor i ty ,  
p a r t i c u l a r l y  t h e  r u r a l  poor,  Congress has i n c r e a s i n g l y  p laced r e s t r i c -  
t i o n s  on A I D  opera t ions  r e q u i r i n g  d e t a i l e d  p lanning,  budgeting and 
schedul ing  of development a c t i v i t i e s .  I n  an e f f o r t  t o  respond t o  these  
requirements  and t o  demonstrate t o  Congress t h a t  country programs a r e  
desiqned i n  accordance wi th  t h e  l e g i s l a t e d  development o 5 j e c t i v e s ,  the  
Agency has i n s t i g a t e d  a  complicated p r o j e c t  des ign ,  review and approval  
p rocess  t h a t  invo lves  excess ive  time &.d paperwork. 

k r e c e n t  s tudy found t h a t  t h e  average time taken t o  develop a 
s p e c i f i c  p r o j e c t  throughout t h e  Agency was about  20 months. During 
t h e  des ign  phase lengthy de lays  were caused by t h e  need t o  form l a r g e  
t e c h n i c a l l y  s p e c i a l i z e d  des ign  teams, c o n t r a c t u a l  compl ica t ions ,  
c l ea rance  d i f f i c u l t i e s ,  t h e  demand f o r  d e t a i l e d  documentation and 
c o n f l i c t s  over  design metholologies.  Delays dur ing  t h e  review and 
approval  of  p r o j e c t s  i n  Washington were even more s u b s t a n t i a l  and 
occasioned by innumerable problems inc lud ing  ambiguous review pro- 
cedures,  non-conformity wi th  l e g i s l a t e d  requirements ,  and i n d i v i d u a l s  
wi th  p e c u l i a r  s e t s  o f  i n t e r e s t s  t o  p r o t e c t  and promote. Unfor tunate ly ,  
t h e s e  e n d l e s s  deba tes  and reviews between t h e  des ign  of  a  p r o j e c t  and 
i t s  f i n a l  approval  appear t o  have r e s u l t e d  i n  few s u b s t a n t i v e  changes, 
The changes appear  t o  have d e a l t  w i t h  procedure and proper  packaging. 

See Booz, Al len  & Hamilton, "Study of Se lec ted  Aspects of t h e  Proj- 
e c t  Ass is tance  Cycle'' AID/otr-C-1689, October 1980. For a r e c e n t  s tudy 
of t h e  b u r e a u c r a t i c  cynamics of  AID, which focuses  on t h e  review a d  
approval  of p r o j e c t s  and t h e  i n c e n t i v e  system t h a t  mot iva tes  Agency 
s t a f f  s e e ,  Donald R. Mickelwait ,  Char les  F. Sweet and E l l i o t t  R. Morss, 
New 3 i v e c t i o n s  i n  Development: A Study s f  t h e  U.S. A I D  (Boulder,  - - 
Cola.: Westview P r e s s ,  1979) .  



better designed document if the Mission had found ways of incorporat- 
ing other AID policy objectives into the program, such as women in 
development, growth with equity or nutritional improvement.9 So 
while the new approach to development assistance in India was to have 
stressed institutional flexibility and responsiveness to changing 
circumstances in the field, the rezlity of the bureaucratic struc- 
ture zippears to enforce rigidity, excessive paperwork and struc- 
tured planning and unconscionable delays in transfering resources. 

In the 1960s, as a consequenceof operating a large economic assis- 
tanceprogram and of being involved in discussion of devel~pment policies 
with the government of India, the AID Mission had a high public 
profile. At the best of times officials were lauded for con- 
tributing to the development of the country; at the worst of 
times they were accused of meddling in internal policies and 
adverse affecting the development of the country. It is not 
possible under those circumstances for AID officials to insulate 
themselves from such criticism. 

The present aid program presents a strong contrast. The level 
of assistance is minimal, the influence of Mission personnel on 
development policies is unremarked, and the level of public hostility 
is low. 10 

Sectoral Impact 

On the sectoral level, the most significant impact of the pro- 
gram was evident in apiculture .ll The U .S . development assistance 
program was able to assemble the "critical mass" of assistance re- 
sources needed by India to overcome major development obstacles, 
and to move the entire development process into a higher track. Our 
assistance in agriculture covers the entire range of the aid relation- 
ship, i.e., besides financial assistance, it involved the application 
of adequate technical expertise in the field, institution-building, 
policy analysis and dialogue, senior management attention and sus- 
tained multi-year efforts. 

The U.S. began to kelp develop India's agricultural infra- 
structure -- its agriculture miversities, reseirch stations, exten- 
sion services-- in 1952. By the time the new high-yielding varieties 
of wheat and rice became available in the mid-19601s, this infra- 

- 
9 Synopsis of BIFAD Review of India CDSS, 15 February 1979. 

lo See the discussion on the devaluation of the rupee in Chapter IV. 

Agriculture was a focus of the aid program throughout the 30-year 
history and was particularly important in the 1950s and early 1960s. 
See above, Chapter 111, for details. 



strucrure T.%:as well enough develope2. zo en&le ~ k e  Sulk of Indian 
wheat production, and a significan~ portion of its rice production, 
to switch to the new technologies, based on Indian research that 
adapted the Mexican and Philippine (IRRI) varieties. At the same 
time, substantial aid was provided to help finance imports of 
pesticides and chemical fertilizer, on which the productive power of 
the new technologies depended, and to expand India" fertilizer pro- 
duction capacity. Grain storage facilities were built when the first 
bumper crop of the "green revolution" revealed the inadequacy of 
India's storage capacity, and local pesticide production was in- 
creased. The aid relationship also facilitated a very active policy 
dialogue on India's fertilizer import and distribution policies, 
farm-gate support prices, inter-state surplus distribution regula- 
tions, including elimination of the octrol barriers, and other 
policies affecting India's ability to make maximum use of the high- 
yielding technologies. 

It was reflected in PL 480 self-help provisions, and was sup- 
ported by an expansion of research in agricultural economics under- 
taken partly at the agricultural universities the program had helped 
create, by Indians many of whom had been trained as AID partici~ants. 

The Mission staff lncluded some of the best economists, agricul- 
tural specialists and program and loan officers AID could asse~ble. 
In short, the :4ission had the credentials, analytic basis, and program 
scope to undertake policy dialogue on the whole range of factors 
affecting Indian food production, and the financial and technical re- 
sources to provide the critical inputs that made the difference 
between stagnation and growth in Indian foodgrains. From being a 
major taker of foodgrains from the world market, India is now in 
position where domestic supplies are adequate to support the 
countries' efforts to attack domestic undernourishment, and to pro- 
vide a margin for export. 

The other sectors in which a major impact is evident are trans- 
portation, power generation, malaria control, irrigation and water 
supply, family planning and scientific and engineering training. 
Each of these areas deserves careful examination to analyze the im- 
pact and derive the lessons learned. For example, in a manner quite 
similar to the Mission agricultural program, the power program not 
only accounted for a very significant increase in essential genera- 
tion capacity, but it also brought about regional integration of 
India's power grid -- a remarkable accomplishment since power is a 
"state" subject in India. AID programs provided more than 5,000 
megwatts to India's electric generating power which contributed to 
electrifying about 192,000 villages, it also provided over three 
millicn irrigation tubewells. 

~t should be stressed that the impact of the aid programs was 
noE all positive. For example, while over $103 miliion was pro- 
viGea for insecticides, spray equipnent, ane U.S. technicians for 



malaria control and eradication programs between 1953 and 1970 and 
the reduction in malaria was remarkable, there has been a resurgence 
of the disease, and the current program includes a substantial anti- 
malaria component. 

It should also be pointed out that the linkage between U.S. pro- 
gram activities and changes in a sector, positive or negative, might 
be reasonably inferred but ought to be tested to establish accurate 
causality. 

Surmnary Issue 

Did the resumption of U.S. bilateral assistance to India in 1978 
reflect the needs of the 1980s and is it contributing to the develop- 
ment of India? 

The once clear goal for U.S. assistance to India, i-e., to meet 
the political objective of heading off destablizing conditions, is no 
longer as relevant to the bilateral aid program as it once was. The 
aid India consortium, without U.S. leadership, has taken on a life of 
its own and the levels of free world aid, excluding U.S. bilateral 
assistance, exceeds $3 billion per year. This level seems sufficient 
to meet the shortfall in India's own resources for the current Five- 
Year Plan. 

It is questionable whether the rate and composition of growth of 
the Indian economy envisioned in the Sixth Plan, is adequate to meet 
the humanitarian goals espoused in the Brandt Commissionlreport, of 
eliminating global poverty by the turn of the century. This objective 
would call for significantly higher levels of U.S. and consortium aid. 
The present U.S. bilateral aid level is well below the levels of the 
late 1960s. As a consequence, the relationship between the AID Mission 
and the government of India is more distant and less significant as is 
its contribution to the achievement of this objective. 

India's democratic political structure has withstood one attack, 
but the very Prime Minister who instituted the Ebergency Measures is 
again in power, and there are no assurances that the parliamentary 
system in India, one of the few democracies of the Third World, will 
endure. And India's relationship with Russia has become significantly 
closer. 

To be successful, the program in India requires the accommodation 
of conflicting policy criteria. It is not an easy task. AID is re- 
quired to meet a series of Congressional mandates involving both the 
substance of development activities (focus on the basic needs of the 
poor), and the administration of project design and implementation 
(adequate planning, environmental soundness). The Government of India 
wants a bilateral assistance program that provides an expeditious znd 
uncomplicated transfer of resources managed by a small U.S. Mission 
which is not involved in determining social or economic policy in India. 



Under the present circumstances, it appears that AID is handicapped 
in being able to respond to Indian initiatives because of burden- 
some and repetitive documentation and reporting requirements, sub- 
stantive and procedural nit-picking and second-guessing, 
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There i s  a massive amount of l i t e r a t u r e  on t h e  p o l i t i c a l  
and economic development of Ind ia .  I t  i s  unfor tuna te  t h a t  t h e r e  
was i n s u f f i c i e n t  time t o  exp lo re  t h i s  l i t e r a t u r e  i n  g r e a t e r  de- 
t a i l .  A rider of important  a r e a s  have been overlooked; i n  
p a r t i c u l a r  t h e  p l e t h o r a  of books applying q u a n t i t a t i v e  methodol- 
o g i e s  t o  economic problems of  I n d i a ,  t h e  v a s t  an th ropo log ica l  
and e thnographic  l i t e r a t u r e  examining t h e  complex s o c i a l  problems 
of t h i s  a n c i e n t  c i v i l i z a t i o n ,  and more r e c e n t  d i s s e r t a t i o n s  inves-  
t i g a t i n q  t h e  e f f e c t s  of  development a s s i s t a n c e  i n  India .  

Attempts have been made t o  p e n e t r a t e  behind t h e  formal s t a t e -  
ments o f  o f f i c i a l  p o l i c y  documents and t o  c a t c h  glFrklpses of t h e  
motives behind t h e  a c t i o n s  taken by policymakers.  Since c e r t a i n  
a s p e c t s  of  t h i s  paper  concern c u r r e n t  e v e n t s ,  we have endeavored 
t o  p r o t e c t  t h e  anonymity of  sources  i n  a r e a s  o f  p o l i t i c a l  s e n s i -  
t i v i t y  and about  even t s  t h a t  s t i l l  arouse controversy.  
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