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Deve lopmen t  A i d  

India's Food Problem and US PL 480 
by Professor Dr M. R. Kumara Swamy, Doha 

I ndia ' s  par t ic ipa t ion  in US Public Law 480 food 
program has  been  ac t ive  s ince the  incept ion  of 

Ind ia ' s  economic  planning.  The .agreement  is based  on 
the  jo in t  co l labora t ion  of the  G o v e r n m e n t s  of India 
and  of USA, in tha t  PL 480 whea t  is purchased in the  
US by  r ep resen ta t ives  of the  Ind ian  Government .  
From the  t ime the  purchase  is made  in USA, it is the  
respons ib i l i ty  of the  Indian  G o v e r n m e n t  to take  care  
of its t r anspor t a t i on  from USA to India,  s torage,  
hand l ing  concern ing  its d is t r ibut ion,  etc. 

Increasing Import Requirements 

The handling and distribution of PL 480 foodgrains by 
the Indian Government is extremely unsatisfactory. 
In spi te  of deve lopm en t  p l ann ing  s ince  1951, the  coun- 
t ry  has  been  facing ser ious problems  espec ia l ly  on the  
f ront  of agricul ture .  The  Ind ian  G o v e r n m e n t  has  t aken  
cont ro l  of e v e r y  aspect  of economic  ac t iv i ty  in the 
coun t ry  and the  fact tha t  the  food p rob lem has  been  
ser ious ly  a g g r a v a t e d  by  the  hoa rde r s  of food gra ins  
is one  of the  wors t  resul ts  of the  f rus t ra t ion  of p r iva t e  
enterpr ise .  The  hoarde r s  of rice and  sugar  are  work-  
ing on the  psychology of the people  of Ind.i~ by  tak ing  
undue  a d v a n t a g e  of imperfect  m a r k e t  behavior .  Ac- 
cording to G o v e r n m e n t  rules  a n d  regulat ions ,  the re  
is no mobi l i ty  of food grains  from one  s ta te  to ano the r  
beyond  5 kgs. In ac tua l i ty  one finds large  scale move-  
men t  of food gra ins  from one  s t a t e  to another .  The  
hoa rde r s  are  p rov id ing  the  people  wi th  requi red  gra ins  
and  cereals  only on p a y m e n t  of excess ive  prices.  
People  wi th  a small  family and  ea rn ing  more  t han  300 
to 400 rupees  (Rs) a month  can  afford to pay  such 
h igh  pr ices  and meet  the i r  demands.  But more  chi ldren 
are  bo rn  in the  modera t e  and lower  middle  income 
groups.  Therefore,  the  sufferers  of today are  the  
middle  class and the  lower  middle  class peop le  who 
accoun t  for more  t han  60 per  cent  of India ' s  popula-  
tion. The reason  for the  enormous  hoard ing  by p r iva te  
enterpr ise ,  resul t ing  in h igh pr ices  of foodgrains,  
whose  d e m a n d  is inelastic,  m ay  be  cons idered  as 
seve re  p u n i s h m e n t  to the  Ind ian  G o v e r n m e n t  for 
p l ann ing  too much and, thereby,  spoil ing the  in i t i a t ive  
and  responsibility of the  p r iva t e  sector.  As  a resu l t  
of excess ive  g o v e r n m e n t  control  of e v e r y  facet  of 
economic  ac t iv i ty  espec ia l ly  wi th  r ega rd  to food- 
gra ins  p roduc t ion  and dis t r ibut ion,  Ind ia ' s  impor t  
r equ i r emen t s  for food are  going up. 

A quan t i t y  of 10.16 mil l ion tons of foodgra ins  va lued  
at Rs523 crores I was  imported in the  y e a r  1966 as 
~gainst  7.46 miIIion tons in 1965 and 6.2 mil l ion tons 

1 1 erore = 10 mill ion.  

in 1964. It is obv ious  tha t  impor ts  of food are  in- 
creasing.  The  widesp read  impress ion  tha t  food imports  
u n d e r  US PL 480 do not  en ta i l  Ind ia ' s  fore ign exchange  
re se rves  is no t  e ssen t i a l ly  correct .  It m a y  be  no ted  
tha t  PL 480 depos i t s  made  or to be  made  under  exist-  
ing ag reemen t s  will to ta l  Rs 1,828.57 crores.  Under  the  
exis t ing  agreements ,  21.9 per  cent  of the  sale proceeds  
is r e se rved  for grants  to the  G o v e r n m e n t  of India  for 
deve lopmen t  projects ,  57.5 per  cent  for loans  for the  
same purpose.  A n o t h e r  6.8 per  cent  is d e s i g n a t e d  for 
loans for p r iva te  en te rp r i se  unde r  the  Cooley Agree-  
men t  and  the  b a l a n c e  is rese rved  for US G o v e r n m e n t  
u s e s .  ~ 

Balance of Payments Effects 
India ' s  overa l l  fore ign exchange  bu rden  ar is ing out  of 
the  impor t  of foodgra ins  is no less t h a n  Rs 2,728 crores.  
The  coun t ry  has  so far secured  only  Rs 352.39 crores  
of foodgra ins  wi thou t  any  r e p a y m e n t  l iabil i ty.  Other -  
wise, the  PL 480 r e se rves  used by  the  US G o v e r n m e n t  
in India  and by  the  p r iva te  e n t e r p r i s e s - - m a d e  avai l -  
able  t h rough  the  USAID, under  the  Cooley  A m e n d -  
ment  of the  PL 480 Agreements ,  to some Amer i can  
firms and  the i r  subs id iar ies  ope ra t ing  in India,  in- 
d igenous  firms h a v i n g  an aff i l ia t ion wi th  an  Amer i can  
firm or ind igenous  firm faci l i ta t ing the  disposal  of 
A m e r i c a n  agr icu l tura l  products---do rep resen t  indirect  
p ressure  on India ' s  foreign exchange  reserves .  It is 
t rue  tha t  India  does  not  h a v e  to pay in dol lars  for the  
impor t  of food grains  under  these  agreements ,  but  the 
v e r y  fact tha t  the  US G o v e r n m e n t  and some p r iva t e  
firms can use  the  PL 480 rese rves  ac tua l ly  means  tha t  
Ind ia ' s  dol lar  ea rn ings  a re  ea ten  away  by  the  ex ten t  
of such uses. The Cooley Amendment ,  moreover ,  pro- 
v ides  tha t  up to 25 per  cent  of the  local  cu r r ency  
proceeds  from the  sale  of Amer i can  agr icul tura l  com- 
modi t ies  can  be  made  ava i Iab le  for l end ing  to the  
above  ca tegor i sed  p r i va t e  firms which, if implemented ,  
will lower  the  pe rcen t age  of the  sa le  proceeds  avai l -  
able  to the  G o v e r n m e n t  of India  as loans  for deve lop-  
men t  projects .  Besides, more  than  Rs 30 crores  of the  
PL 480 rese rves  has  been  used as US aid to Nepa l  
and  Burma. Lastly, the  Amer i can  tour is ts  and  tech- 
n ic ians  can  use  these  reserves ,  and  the  inflow of 
dol lars  to India is apprec iab ly  lowered.  PL 480 agree-  
men t s  h a v e  enab led  us to impor t  foodgra ins  wi thou t  
any  immedia te  l iabi l i ty  in  foreign cu r r ency  but  t hey  
h a v e  ac tua l ly  r educed  our  capac i ty  to ea rn  dollars.  
Aid connec ted  wi th  this  ag reemen t  is thus  smal ler  
than  the  cons iderab le  amounts  spent  for w h e a t  sup- 
pl ies  tha t  the  Amer i cans  seem to h a v e  in mind, w h e n  
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they consider the vo lume of development  aid g iven 
to India. Natura l ly  they  are rather  prone to reduce 
the quantum of development  aid on the grounds that 
their  country  is a l ready bearing the heavy  burden of 
feeding India for the last s ixteen years. The reduct ion 
of Amer ican  deve lopment  aid obliges India to pur- 
chase some of its capital goods and spare parts in 
foreign currencies, which might have  been rece ived  
as aid in case the country  had avoided the import of 
foodgrains from the USA. 

A Call for Canadian Collaboration 

One should therefore  look for possibilit ies of increas- 
ing deve lopment  aid for imports of investment  goods 

and of cover ing the demand for food supplies ra ther  

by ordinary foreign trade. Owing to India's 1966 rupee 

devaluat ion,  we expect  a change in the di rect ion of 

export  t rade from Amer ica  and Europe to Canada as 

well  as Afr ican and Asian countries. Canada is able 

to produce wheat  of good qual i ty  at lower costs than 

the USA or Australia.  The obvious thing to do would  

be to intensify trade relat ions with C~azada end to 

import Canadian wheat.  Of course, it would be help- 

ful, if, in the present  circumstances,  India might  im- 

port wheat  on a deferred payment  basis. This would 

help our country to obtain self-sufficiency in food 

supplies by 1971 as it is planned. 

Latin America 

The Dark Side of Technical Progress 
by Manfred Rucker, Mexico City 

S ince the end of Wor ld  War  II, there is no doubt  
that the countries of Latin America  have  made 

remarkable  progress towards industrialisation. Apar t  
from setbacks due to poli t ical  or monetary  causes or 
periods of s tagnation in certain countries, there has 
been enormous growth over  the last twenty  years  in 
Latin Amer ican  industry, and industry has made a 
constant ly  rising contribution to the GNP. 

Apar t  from the  diLrect effects of Wor ld  War  II, how- 
ever,  (development  of synthetics which have  replaced 
many of Latin America ' s  tradit ional  exports, increased 
competi t ion from the young nations of Asia  and 
Africa, etc.), it is pr imari ly  the rapid increase in 
p o p ~ a t i o n - - a t  2.8 to 3.6 per cent  p.a. this is the 
highest in the wor ld- - , the  deter iora t ion in the terms 
of trade and the demand for a definite improvement  
in the social s tructure which make even  faster arrd 
more effect ive industrial isation a necessity.  

Al though a large part  of the new factories are 
equipped and organised in accordance with the latest 
discoveries  of internat ional  technology, only a few 
Latin Amer ican  countries (Mexico, for instance) have  
succeeded in decreas ing  the gap be tween  themselves  
and other  industrial  nations; on the whole, most coun- 
tries have  difficulty in prevent ing  this gap from in- 
creasing. 

Little Progress in spite of Modem Technology 

What  is the reason for this unsat isfactory develop-  
ment? Apar t  from the fact that Latin Amer ica  is faced 
s imultaneously with a va r ie ty  of problems, which in- 
dustr ial ised coun, tries were  able to solve about  60 
years  ago, one of the reasons is probably too great  
a dependence  upon knowhow from industrial  coun- 
tries, 

This knowhow is used for ve ry  var ied  purposes 
and based upon a complete ly  different set of circum- 
stances than in industrial countries. Whereas  indus- 
trial countries have  to cut down on manpower  by 
automation, thus incurring heavier  capital costs, Latin 
America  is forced to employ as much manpower  as 
possible, with a re la t ively  low leve l  of education, 
thus saving capital. 

The purchasing power  of the populat ion in individual  
industrial countries and the expansion of markets  due 
to supra-regional  arrangements  or company goodwil l  
built up over  many years,  together  with a good 
horizontal  industrial  structure, means that industries 
can specialise locally, thus making good use of 
economies of scale by exploi t ing large, wel l -employed 
capaci ty and a l imited production programme. 

On the other  hand, Latin Amer ican  countries have  a 
much smaller domestic market  and, as a rule, only  
about  one third or, at the most, one half of the 
populat ion can be considered as real  consumers. In 
addition, there  are pract ical ly  no export  markets  since 
these coun t r i e s - -when  applying technology, which 
is aimed at large quanti t ies  of a small number of 
products - -cannot  keep pace with the a l ready establish- 
ed competi t ion from industrial  countries, with its 
lower  prices; for, with greater  specialisation and more 
involved  techniques the minimum economic capaci ty  
rises because  of high fixed costs. 

It is, of course, possible on the domest ic  market  to 
create  a defence against  competi t ion from imports by 
adopting a pol icy of protectionism, and this is what  
has la rge ly  happened in Latin America.  But such a 
pol icy has considerable  disadvantages:  for one thing, 
the consumer has to 'fill the hole ' ,  i.e. when the  
product is assembled in the country, he  has to pay  a 
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