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STATEMENT RE; INDIA'S EXTEN-

DED ARRANGEMENT WITH THE

INTERNATIONAL MONETARY
FUND

MR, DEPUTY-SPEAKER: Nouw, the
hon. Finance Ministey to make a
Statement.

SHRI SATISH AGARWAL (Jaiour):
Before the hon. Finance Minister
makes a statement on this subject. 1
have to submit that I have addressed
a letter to hon. Speaker on Saturéay
when there was a meeting of the
Opposition Partiess We were given %0
understand that the relevant docu-
ments and coples of agreements etc.
have been placeg in the Library. I
went to the Library this moming snd
1 find that only one lettér addressed by
the hon Finance Minister t{o the
managing Directoy of IMF dated 28th
September has been placed in the
Library. Nothing else is avallable in
the Library. I would like to know
with regard to ihis what is the position
1 addressed a letter to the Speaker.
We were lold on Salurday by the
Speaker that all the documenta have
been placed in the Library, Bui they
are not avatlable in the Library,

MR. DEFUTY-SPFEAKER: They have
been placed in the Library.

SHRI SATISH AGARWAL: No. It is
not available there. There is only
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one letler addressed by the Financ®
Minister on 20th September, to the
Managing Director of the International
Monetary Fund, Excepting this
letter, 1here is no document or any
copy of the agreement Signed.

DR. SUBRAMANIAM SWAMY :
(Bombay—North East): He wanis s
know the sale deed of the sell cut.

MR. DEPUTY-SPEAKER: The other
one was placeg in the Library this
morning. The previous one was plazc-
ed on Saturday.

SHRI SATISH AGARWAL: [ went
to the Library today morning. But
there wag no other document placed
in the Library.

MR, DEPUTY-SPEAKER:- Please
wait for the Minister’s statement,

SHRI SATISH AGARWATL: What
about the aygreement?

THE MINISTER OF FINANCE
(SHRI R. VENKATARAMAN): You
don't know the details and therefore
you are making all sorts of wild staie-
ments,

On August 17, 1981, I had inform-
ed the House that the Government
was negoliabng with "“the Interna-

tional Monetary Fund for drawing
an amount of SDR 5 billion under
the Elxtended Fund Facility. I am
glad to be able to tell the House
that our negoligtions have been
successtully concluaed and the Fund
has approved on extended arrange-
ment {for the full amount requested.
It is heartening that our proposal
received wide support {rom both
developing and developed countries.

2 For a period of 3 years, begin-
ning November, 9, 1881 India will have _
thy right to draw an amount equi-
valent t¢ SDR 5 bhillion in instal-
ments. Until June 30, 1982 drawals
upto SDR 800 milllon may be maae.
From July 1, 1982 to June 30, 1983,
another SDR 1800 million will be
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available. 'The remainder can be
drawn in the period from July 1, .
1983 to the end of the extended

arrangement.

3, These amounts are being made

available, in accordance with the
established polices of the Fund,
by way ot a mix of the Fund’s
ordinary and borrowed  resources.
Of the t{otal amount, SDR 2,404:5
million will be flnancea {Irom tihe
Fund's ordinary resources, and ihe
remaining amount from borrowed
resources. The drazwingg from ordi-

nary resources will be available at
an average rate of Interest of 6%
per cent. Repayments of each draw-
ing will begin in the fourth year
and will be completed in 10 wvears
after the date of each drawing.
The drawing from borrowed resour-
ces will carry a markel relaled
rate of inlerest and repyament
of each drawing will being three
and 3 half years after the date of
each drawing and will be complet-
ed in 7 years from the date ouf each
‘frawing. The average interest rate
on resources provided under this
arrangement will be  substantially
less than that in the Euro-dollar
market.

4, The need for this loan arises
from the balance of payments
situation facing the country. In my
statement of August 17, 1981 I hao
drawn allention to the massive de-
terioration in our terms of trade
arising in particular from the doub-
ling of oil prices In the last two
years. The o}l import b}'l] tnereased
from Rs. 1700 crores in 1978-79 fo
over Ra, 5,000 crores in 1580-81.
This has contributed substantialy to
defieit in our trade account which
rose to about Rs. 5,500 crores in 1980-
81. The situation remains serious as i9
evident from the fact that oyy reserv-
es have continuegd +{o decline. Qur
foreign currency reserve; have dec-
lined slmost—Rs. 1400 crores in the
first seven and g half months of the
current year,
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SHRI SUBRAMANIAM SWAMY:
Shame, shame. He has bankrupted
us.

SHRI R. VENKATARAMAN: Tkis is
an erosion of over one fourlh in our
foreign currency reserves within a
short time.

5. This difficult situation cannoi be
dismissed as a short-term imbalance.
Essential import requirements of the
economy will continue to be substan-
tial, even though major import sub-
stitution programmes are being vigo-
rously implemented. Export demand
for our goods has weakened :ue to
recessionary conditions abroad, The
situation has been made worse by
rising protectionism in the industrial
countries. Unlss, therefore, theie in
a radical chatge in the external envir-
onment, of which unfortunately trere
are faw sipns, our balance of pay-
ments will contihue to be under severe
sirain for some years, This was recog-
nised in the Sixth Plan which cnvisages
recourse 1o external financing over and
above the anilicipated flow of net ex-
ternal assistance...

6. It is precisely to meet balance of
payments situation of this type tlat
the extended Fund Facility was creat-
ed in the international Monetary Fund
(IMF) with strong support of develop-
ing countries, including India. This
facility differs from the usual standby
facilities of the Fund, which are in-
tended to meet short-term balance of
payments needs. The extended facili-
ty is designed specifically to provide
for medium-term finance to enable de-
veoping couniries to manage balance
of payments problems wthout falter-
ing in their development effort. OQur
case for borrowing from the facilty
falls squarely within this framework.
As a member of the IMF, it was our
right to use this facility provided re-
sources were made available on appro-
priate terms, consistent with our
national objectives.

7. In order to enable an informed
scussion of the issues involved in
this arrangement, copies of my letter

for IMF Loan 304

dated September 28, 1981 {5 the
Managing . Director of thé Inter-
mationa] Monelary Fund along with
coples of the attached memorandum
containing 3 statement of our econo-
mic policies have been placed in the
Parliament library. Members are
under misapprehension that there ig
an agreement., There jg np agree-
ment, but only a standard letter
which is attached to the Fund docu-
ment. We have received only p draft
of it.  Fina] letter has not yet been
received, Even the graft, I have
asked the gepartment io place in the
Library.

8. A perusal of these documents
wil] show that the adjustment pro-
gramme outlined therein is an
integra] part of the Sixth Plan and
reflects faithfully the straiegies, pro-
grammeg ang the investment priori-
ties of the Plan, There is no depar-
ture from opur commitment tq self-
reliance. We have firmly stated our
commitment to  development pro-
grammes aimeq at the uplift of the
weaker gections of society, especially
in rural areas. It is onjy by imple-
menting the Sixth Flan efficiently
that thp economy will gather the
strength it needs to move inlg u viable
balance of payments pesition, There
is no oiher way.

9. The policies outlined in support
of our medium-term programme are .
also derived from the Sixth Plan, As
far as balance of payments is con-
cerned, high priorily is accorded in
the nationaj plan %o import substitu-
tion jn important aoreas such as oil,
steel, cement and fertilisers. We have
emphasiseg thig aspect in the state-
ment of policies. At the same time,
the import requircments and techno-
logical needs of a growing economy
ang a heavy investment programme
must be adequately and expeditious-
ly met, Our import policy is design-

. ed to achieve this obective. The plan

also cally for a strong export effort
and we have reiterated the commit-
ment, Expandeq domestic produc-
tion in critical areas where we can
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save on imports, together with a
more dynamic export performance
are the two ingredients for bringing
the balance of payments under con-
trp] in the Sixth Plan period.

10. I am gure that Hon’ble Mem-
bers will agree on the relevance of
fisca] and monetary restraint fo con-
tro] inflation. The House is aware
that action in line with this abjective
has been under way and I am glad to
say that it has begun tg show results.
The policles for resource mobilization
which we have outlined in the state-
ment are a continuation of the policies
we have been following with the
support of this House. They are
designeg to provide the resources
necessary to achieve non-inflationary
financing of investments needed in
the Sixth Plan,

11, In regard to the role of the pri-
vate sector, our statement is fully in
accorg with the approach of the In-
dustria) Policy Statement of July,
1980 which was placed before this
House.

12, I would now deal wilh what is
calied conditionality ang which is
naturally a matter of concern to hon.
Members. It has two aspects, The
first relates to the overall nature of
the adjustment progremme. A I have
already explained. the adjustment
programme which we have outlined
hag been framed in accordance with
our social and political objectives,
reflectg our economic priorities, and
is tailored to our specific circum-
stances. So far as this aspect goes,
I reiterete that the strategy and the
policy underpinning of the
programme are, in complete accord
with the Sixth Plan.

13. Secondly, there are performance
criterin, determined annually, which
have to be related largely to macro-
economic variables, These are as few as
possihle. For the year 1981-82 the
performance criteria reflect the poli-
cies which T emphasised while pre-
senting the Budget for the current
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fiscal year. 1 had drawn the atten-
tion of the House to the persistence
of inflationary pressures in the eco-
nomy and had in that connectioa
urged the need for fiscal and mone-
itary restraint. In line with this im-
portant policy objeclive we have beem
attempling to keep the expansion of
credit wishin reasonable limits. ‘Thus
for the current fiscal year, we have
indicated our jnferest to limit the
total domestic credit ouistanding at
the end of the fiscal year to a2 maxi-
mum of Rs. 74,181 crores ag against
the outstanding amount of Rs. 62,126
crores at the end of the last wvear.
This is a total figure, This represents
an increase of as much as 194 per
cent, My endeavour would be to
keep total credit expansion  below
this level, Total net cred’t out-
standing for the banking system as
a whole teo the Central and State
Governments as at the end of 1981-82
is proposed to be limited to Rs. 30,981
crores as against the amount of Rg,
25,800 crores oufstandng al the end
of the previous year. The House will
agree that expansion of credit beyond
these levels would jeopardize our
efforts to conlrol inflation.

14. For the year 1981-82, we intend
to limit to SDR 1.4 billion the contrac-
ting of official ang officially guaran-
ted external commercial loans with n
maturity of between one and twel-
ve years. I would like to emphagize
that thiy limit will not anly exciude
aid credits but also al] loans which
have maturities excecding 12 vears,
Furthermore, it will also exclude two
large loans contemplated for s new
steal plant in Orissa and a possible
power project. This limit, which is for
the current year only, is fully in acco-
rdance with our own policy of pru-
dent management of foreign dept,

15. We have rupee trade and pay-
ments agreements with a number of
couniries. I would like to emphasise
that these will continue—and edu.
cate some people who have not un-
derstood this—and will in no way
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be affected by arrangemenis with the
IMF.

16. T had stated in the course of
$he Parliameniary debate in August
this year, that there never was any
guestion of devaluation of the rupee.
There was ho guestion then, There
is no Question now.

17. There will be periodic consul~
tations belween the Government of
India and the Fund during the period
of the extended arrangement to re-
view the implementation of the pro-
gramme, This is a normal feature of
such arrangements, I would like 1o
inform hon'ble members that even
without such an extended arrange-
ment, all member countries are oblig-
ed to consult with the Fund periodi-
cally under the provisions of Article
1V of the Articles of Agreement of
“he IMF.

18. The IMF arrangement has been
the subject of considerable interest
both inside and outside the House. I
have studiously avoided making any
commentg on this guestion before tak-
ing this House into confldence, I am
sure that a careful perusal of the
documents we have now made avail-
able will convince the hon’ble mem-
bers that the Government have fully
safeguarded the vital economic inter-
est of ithe country. I had assured this
House that Government would not
do anything which would be deroga-
tory to the couniry’s self-respect or
to the national interests. 1 believe we
have kept our promise, We have clear-
ly indicated #o the Fund that the mea-
sures we follow will be fully in line
with our declared policies accepted
by Parliament. We have not allowed,
nor shall we permit in future, any
abridgement of the sovereign right
of Parliament and of the (Govern-
ment responsible to it to determine
national policies.

I have tabled 5 motion for taking
up this matter into consideration. I
have reserved a few other poins for

Rule 377

the debale thai we would like
have in «he House. I look forward te
a very fruitful debate from the

House.

1525 hrs

MATTERS UNDER RULE 377

(i} Nrep ForR aMENDING CaANTONMENE
AcCT FOR SETTING UP MUNICIPAL
Boanp ¥or RANTKHET AND LaANS-
DOWNE AREAS,

SHR]I HARISH CHANDRA SINGH
RAWAT (Almora): I wani to draw
the kind attention of the Heon'ble De-
fence M!nisier to the need for amend-
ing certain provisiong of the present
Cantonment Act, This Act came into
existence in early twenties, The ihen
British authorities had settled some
civilian population in various canton~
menls with due regard to the need of
the Canionments. Under the provision
of this Act the people living in the
fled civi) areag are given land for spe-
cific period on lease. Even prior to the
terminaiuon of the lease period there
is danger of the land being acquired
for army need. Any construction on
thig land such as building efc. or any
change thereon, cannot be done wilh-
out the permission of the Cantonment
Board. In certain matters permission
of the Higher Army Command is
required which ig seldom given, There
is always difficulty in getting land
for new works such ag for roads and
Government building ete, There is
majority of army officers in the Can-
tonment Board, who cannot represent
the aspiration of the civilian popula-
tion, moreover their ienure i3 also
for a shont period.

The civilian population in the Can-
tonments feel suffocated. I have re-
ceived representations from people
demanding separate Municipal Boards
in the Caniornments of Ranikhet and
Lansdowne, I therefore request the
Honble Defence Minister to make



