ARCHIVES PROCESSING NOTE

You will find two versions of the document withdrawal sheets in this file. The original
document withdrawal sheets were completed in the 1970s and early 1980s. Since that time,
many of the documents have been declassified. In an effort to make the withdrawal sheets easier
to use, we have updated the withdrawal sheets, listing only the documents that are still closed.
Use these updated withdrawal sheets to request Mandatory Declassification Review of closed
security classified documents.

The original withdrawal sheets are in a mylar sleeve in the front of the folder. We have retained
them in the file so that you can see the status of the documents when the folder was opened and
the history of their declassification. Please replace the sheets in the mylar sleeve when you have
finished examining them.

December 1, 2011



LBJ LIBRARY DOCUMENT WITHDRAWAL SHEET

Page 1 of 1

Doc # DocType Doc Info

Classification Pages

Date Restriction

01d-1 cable New Delhi 2311 S 05/24/66 A
more info released 10/11/11 per NLJ 11-78
Dup. #54, NSF, Country File, "India, Volume 7"
Box 130

02 memo to Robert Komer from Deputy Director for Plans S 06/17/66 A
EXCMPt \13/1k per NLI 947-217 1SCAP Appea

16 memo to the President from Komer TS 03/18/66 A
same sanitization 9/26/11 per NLJ 11-80

17a cable USIB 85799 03/16/66 A
sanitized-6/16/41-per-NEd-+4~79 Same saniNz2idi Dﬂ Vi3l per NLI 47-2)7 ISCAP Appead

20 cable New Delhi 4218 TS 03/11/66 A
sanitized 6/16/11 per NLJ 11-79

Collection Title National Security File, Files of Robert W. Komer

Folder Title "India"

Box Number

Restriction Codes

(A) Closed by Executive Order 13526 governing access to national security information. 12/1/2011 __h Q/

(B) Closed by statute or by the tgenc;r which originated the document.

(C) Ciosed in

ined in the donor's deed of gift.

Initials



NATIONAL ARCHIVES AND RECORDS SERVICE

(N5
WITHDRAWAL SHEET (PRESIDENTIAL LIBRARIES) .
D’B%TJTAE’ET CORRESPONDENTS OR TITLE DATE RESTRICTION
—#l-—memo— —toFRWK—fram -Saunders
+—Seexret ’-th 7-2b-4¢ ”quyﬂ/-‘.’f —]r—P"—'_"—WHfG‘G‘—*—A-—-_
#Hea=Tmemo | to the President from WWRostow—
confidential 4‘p 06/11/66 Ba T
#Ja:l.ma:n__—te—ﬂ?e-ﬁgsidmt—fﬂr-aavié—ﬂrﬁell
W%Mg. 12-98 NeJ 99-)g2 4 p 86/16/66 A
#ta=3-memo—1to-the-President from Charltes T, Schultze
cenf:'tdem::':al -'2—? 95;’11;’56 A
#la:A—maae——-—tG*ﬂ?e—Presidaitfrtm-fm}er
confidential S s o WAL L L S
$la-5-eable |New DPeliii 33397
-secret spn I0-5-54 NS 2-p [ 067/04/66 1A
#a-6—cable |New-Pelhi-—3353- * W\ 0 S SR —ln
#1a07-ecable | New Deltii—3384— i
secret- " s 2-p 06/08/66—|A_
$#la=8 cable |New Delhi 3381
Eo 3 t . 1 " w wn 5"‘?'—"““‘9'61&987['66““"_&"
#1la=9 cable- |¥New Pelhi—3379-
Eidentialt " A 2=p—106708766———A__
#1a=12 cableNeW DSIRL 2077 Banchued 2F H9% 5
0PN\ 2V D4 1 = ' 3p  |06/14/66 A
A3 220 PANE
et w‘ﬁ-llﬂ'r 4% 9%-219 4 :
#1b~2-cable New-DPelhi 3281
secret L 10594 NL SWA1S0 Ap 105/31/66 | A
#b-3—cabte— | Deptel—2404—toNew Dethi—
secret pp 1-594  NL) SN-IsO 4p——106/07/66 | A _
#lo=l-ecable- [NewbPethi 3275 — _
~eenfidentiat opm 10-5-9% eiLs S4-1sO 5p——105/31/66——A—
NOT \ N g pneemfo Al sl po MWMW%)
=l //{ ﬂf & 7‘& ﬂ : W \ AVA OS5 A2 4466 A — 1a A A
-me-i'—w (4“, 3/ VU_SP 5 YV vV VTUOTZ37 00 i 3 rerre

FILE LOCATION i 10/11 NLT |
MW,F egrngobertW.l ! L3 =70

l—ﬁml‘mﬂm
gox |

RESTRICTION CODES

(A) Closed by Executive Order 12356'governing access to national security information.
(B) Closed by statute or by the agency which originated the document.
(C) Closed in accordance with restrictions contained in the donor’s deed of gift.

GENERAL SERVICES ADMINISTRATION GSA ForM 7122 (REV. 5-82)



NATIONAL ARCHIVES AND RECORDS SERVICE

r Fi
o | 4
WITHDRAWAL SHEET (PRESIDENTIAL LIBRARIES) < })
DF(:)%?JTAEIN’J:T CORRESPONDENTS OR TITLE DATE RESTRICTION
#ld-2-cabte | New Delhi 3319 . 3
—cenfidentint op 10-5%F WLISHABO 2p— [06/03766 =
#ld—3-ecable i
-Seeret- SpM o-5-aM W) A4-1%0 5—p— 06/15/66 P
#2 memo to Robert Kamer from Deputy Director f E:
secret mcﬁg "l}jleﬁ’ 8’?7/66 A
LbraptAtr 3T #
#5—report—— | re+—econemie—aid— -
-seeret— 7‘”"’ S=la-95 WL 94182 lp —undated—L A
6 memo i
“reonfidential— pge. 7-36-9Y Ve 9YV/7F 3 p - 03127766 y:
~#6b-mamo-4.44d 8-1-9y
—eenfidential— P2t 037 267 66 VAP Etdea,
—#6d memo | =
“Teonfidentiat— apan 8-1-64 =D 03725766 R
7 TEemo to—t i 1
—-seeret— Bper 7-246-74 NLJ 94-180 3 03426466
48 memo to Califano from Wn. Gaud ?‘&5_,2,95— VLY 9y-/82- L, .
GQléa:&errb:ai U/ 43700 F 2 S ———
$8k—memo To Secstate from Komer—
teentidential (e 3(3s[AY —3p— l03/23/66— 12
~#8c-memo
confidential Lpew T-a¢-9Y VLo 94-/77 —2p—103/21/66—1-A—
<#9-memo- — . {to RWK from HHS, ¥
L confidential Wﬁmfﬁﬂ*
“#i5a-meme—-for the record by Komer ¥/
L confidential 3--p- 03/21466 "
#16 memo to the Pre51dent frcm Komer
top secret i o AT 7Y, WA 03/18/66 A
#17a cable USIB 857999 &y /1) NLT " w
secret m 03/16/66 A
;
#19—eable- New—Dethi—2387— _
| secret- opua WAL LY QU150 1003713766 A _

FILE LOCATION

NATIONAL SECURITY FILE, Files of Robert W. Komer

M ———RE 11 o
Mesmpno

Bec |

RESTRICTION CODES

(A) Closed by Exec
(B) Closed by statu

utive Order 12356 'governing access to national security information.
te or by the agency which originated the document.

(C) Closed in accordance with restrictions contained in the donor’s deed of gift.

GENERAL SERVICES ADMINISTRATION

GSA Form 7122 {(REV. 5-82)



NATIONAL ARCHIVES AND RECORDS SERVICE

21
WITHDRAWAL SHEET (PRESIDENTIAL LIBRARIES) T
DE%T,"&EJT CORRESPONDENTS OR TITLE DATE RESTRICTION
#20 cable New Delhi 42Wlb Sﬁmﬂ‘&a “’ IUI" Nlﬂ' “"‘H
top secret 03/11/66 A

-#&—-letter—-——to—&dm—beth-f—r&n—mm-er-?an——
confidentiat— 7;,-\ L-)2-95 VLT 9¢-/82 —2-p—103/1H/66—1—A

—H#22a—Tetter | t0 the President fram Chester Bowtes
_secret— Bpen 7-26-94 NLY§Y- 18D ~+-p—1-03/04/66—f D~

$#23—letter—tothester-Bowles—fram-Kemer

—| secret— Lpem 7-3b-5¢ VL GY-179 —2-p 03416466 A
#23a—tettet | toRepertKemer—£rem-ChesterBowtes
Ssecret- bpm 10°5-A4  NL Y 94 - 18 2p 03/03/66 A
#24—cabTe | New Delit—2354 !
ovms'\%oa\o SGCIEC—W 8-p—103/09/66 A
27
#28-
b 03/02/66— 1A
#28a—letter
t LConfidential WM. 10-5-94 NLY QU-%0 2p—[3/2/66 ——A-

#30 memo— 1 TO the Secretary from-Hughes
M”b'\"5'°’\ Sﬂwﬁﬂ—-‘w - 'O —16p—102/28/66 A
NwLAT-220

--secret- A?.-..-\ 1Q-5-GY NL) 9 Y80 —22-p 03702766 i
#HF—memo—ttramsmittat-memo— Cpes— 254 A4 D Gy-£3
Ppossibltecliassified—Informatien e 10/037/66 A
—#28TTavle | WU - 27, INTBAFRAD from New Delhi
pe-e-s:b‘t‘é"GI&'S‘S‘i‘ffé‘d"Iﬂ'f‘O‘fﬂt&tlon —3—p—1B83408/66| A
0PN\ 3\3-04 (| AT 220

FILE LOCATION

NATIONAL SECURITY FILE, Files of Robert W. Komer

w ndia ‘
Box \

RESTRICTION CDDES

(A) Closed by Executive Order 12356 governing access to national security information.
(B} Closed by statute or by the agency which originated the document.
(C) Closed in accordance with restrictions contained in the donor's deed of gift.

GENERAL SERVICES ADMINISTRATION GSA ForM 7122 (REV. 5-82)


https://lr-~'!el-~w-t~f-r.rn

DECLASSIFIED
E.O. 12356, Sec. 3.4

—SECRET— NY 2029 17 June 1966
T By—&2§-,NARA, Date.£:22 7¥

RWK:

These cables give you the New Delhi panorama, and the aid
package and Hoopes paper give you the latest Washington thinking,

The big business is the World Bank liberalization package.
Beyond Bell's paper, the current problem is to bring other donors
along with us up closer to the $900 million mark., Woods is stil

Pushingo ELa il iy 3 et > td vl kA ' l.i.-\ N 228 iy

This is chiefly a political issue because we have enough
money now to get the Indian program started, Mrs., Gandhi's
devaluation of the rupee two weeks ago kicked off an intra-Congress
ruckus. So now Indira has to show that going along with IBRD-IMF -US
economic advice pays off, If we don't hit the target, her opponents
will say they told her that she'd make all these tough reforms and then
the aid donors wouldn't come through.

The other important business is our effort to get Indians and
Paks back on the Tashkent track., Bowles has suggested to his contacts
everything from another ministerial meeting to a Gandhi-Ayub meeting,
The dissenters on both sides are trying to muck up the works. (For
instance, New Delhi 3472 which shows the Indians have a distorted
picture of Pak requirements. The Paks insist only that Kashmir be
on the agenda), We've made their talking through some channel
of our aid conditions on both sides,

We are also still struggling here with whether and how to
resume military aid. We have George Woods trying to get a handle
on military spending and we have told both sides our economic aid
is contingent on their setting ceilings and hopefully eventually settling
down to an accepted ration between their forces.

You could help if you could convince Bowles that it isn't enough
for him to tell us that the Indians will flip their lids if we sell lethal
spares to Pakistan, As you have argued yourself, our problem and
India's is how to keep Pakistan from depending exclusively on the
Chicoms. Bowles so far hasn't been willing to argue the Indians into
facing up to this problem,

Bon voyaged ‘ )/ﬁ, (

Hal Saunders
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o MZMORANDUM Jafie [ha. h)m.ﬁa,
: -

Ao b
o THE WHITE. HOUSE A1D

WASHINGTON ,
» /
ST Saturday, June 11, 1966, 6:15 p.m.
MEMORANDUM FOR THE PRESIDENT #:éﬁ'“
Mrs. Gandhi has taken the first big siep in the economic program H}

Mehta worked out with George Woods. She has devalued the rupee.
This has triggered sirong opposition within her own party, from the Left,’
and irom Indian business men. ‘

Che needs the prompt response of aid donors to permit impors:
| liberalization and to underscore the positive part of her program. Taat
' is wiy George Woods is pressing the consortium hard for prompt action.

acpolitics ol our bargain are ia pretiy good-shape.

-= £ . .. angling tarough diplomatic ciaznnels for:another
. mioeting v tac Paks. Gene Logke is working the other end oithe
line. Waile this will probably not produce anything dramatic, it

should keep the Tashkent process going.

| -- Theeffort-io'get a grip va military spending is iess advanced,

3 3ut George Woods is working actively on this, as you ikucow; and State
1 is pressing the Indians to take our concern seriously.

:
We are pleased with Mrs. Gandhils boldness; a bit worried about the
tightrope she's on; and feel we should go ahead now with our part of the
economic deal.

Wocds has promised-to-let hexr kuow by'l5 June ==~ next Wednesd:.ji==
how, mauch the consortium will contribyte toward the Weorld Bank target

1S¢ Ltz //-R2-7F

‘ g{ of ;500 million in'non-project aid’, She-has committed hersell to anncunce
QJ \Q furtker steps on import liberalization by about 20 June. She cannot do
?“3 % this without the Woods package. The consortium meets on Tuesday.
ol N | ;
‘R 82 Daveé Bell acceptéthe Wozrld Banlkls $900 million target and would
L'-.i 5 ililse your-approval:
43 <
- & - To put in 2-U,Sy planning fi_ureup to $335 million at the
u g 7 consortium negotiating ses siqn Tuesday. This is in.addition to tLgr
£ e - 2100 million-you-approved-for-the-Vice President to take with him in
A B, February. Our planning figure would include: (a) an immediaic new
_?',3' proz-am-loan-of -$150 million availableg from FY 66 funds and (b) uz o
l 2 ancther-$185-million torbermadc cantingent on Congressional «pproval.
q."“‘ ; .

e W ke
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Rcll-would-start bargaining with'a low U.S, f{igure o£$280 million
(plus the earlier $100 million) to press other donors to give more and
WwOoU 4 go up to the full $335 million only if necessary to get the maximum
out of the others. AID can handle the higher figure with what it has
already asked of Congress.

Wodds is"pressing the Germans to ingreasce the $62 million they
plan to put ixto the consortium; and to increase within that figure the
present amount (about $45 million) of theiy program lending. We shall
be on to the Indians to press homg George's poiat.

Dol recomimends the package and has consullied-t

Burezu of_rb.c_Bi.dﬂet concurs in an attached memorandum.

Secrciory.Fowler is.in dzasem; as his attached memorandum to you
indicates.

He makes three points:
~=- He believesi42:psrcexnt rathcr than<43d-percent-is the
"Appropriate share' for the Uuited States; .

o 2 mm.

-- He regrets that the debtrrc.cheduling-for=Indid will-be
delayed-bysthe. World Bank urtil the f3ll;

-- He generally opposes continu c:’.-non p::o,j ect-lending to
diz.tnless.we-can:establish .o more- rable-bilateral-trade

e

walance:with-India,
I have looked carefully into these points.

Wil slcpecttochares, the 42 perceat is an historically accepted
figure covering both project and non-project lending. It:is:not:tle
relevari figure.for-this-package;wkick is.whollync.-projeét. In
fiscal 1965 -~ the last year for a full consortium package -- the non-
przject share of the United States was as high as=i3 pezcent. It is,
thus, true that in the sensitive area of non-project lending m.....r-a:
making progress:in-gettingrothers.to=do-morey

L —GONFIEENTIAL




Moreover, our share looks bigger than it is. We ake being allowed
by-the - World Bank fo'count the $100. million non=project loan to.India
which we granted via the Vice President, as part of this year's consortium
package, although it represents funds which undexr normal circumstances
we would have lent India last year. The.other members of the consortium
cid.nctbreak.off their assistanmce to:lndia as we-did during the-war po-iod,
They are not getting credit this year for the contributions they made
las* year.

Therefore, on this poa.m I conclude that cuxsshare-in iiisnon~project
rackage-i==!appropriate."

With zespect o debt rescheduling, "all of us would Lke to see that
take place as soon as posszble. It requircsiprhowever, complicaied
*3---' o negotiation, George Woods believes he cannot get it organized
until the iali. He has, however, accepted and will try to press on the
others, a principle greatly to our advantage; namely the principle that
we will take the debt rescheduling 'off the top." This means that those
who, in the past {mainly Europeans), lent on hardest terms will bear’
the greater burden in the rescheduling; we will deduct this Irom the
.,,900 million; and we shall divide up the pdlance according to the agreed
percentages. It is just that this prmcmle be accepted; but it is also o
our advantage. And itz worth our while 1o lel George"Woods fight tais

™ |

attlesfco st oetween now aznd ‘.;1*_;. autumn, 'which,is als recommendatica.

0

Vrith respect to the commercial b:::.*acu, it is {rue that we buy more
f{rom India than they buy from us. However, this does not bear directly
on the present loan package. JLllofit-ig vied, We are working hard --
and should work harder -- to increase oyr exports to India. We are
making some progress, Butwoe canuol cornt on havingreven Lilateral’
trade-bulances with-every couniry. Moreover, of the other major trading
partners of India: the pound is in worse frouble than the dollar; the
Germans are no longer building reserves; and we have good balznce of
payments arrangements with Japan. The Indians trade little with the

French.

I concludes~thereforesrthat while wa'wishz‘tbr'gd"-fua.'me:: i Increasing
cur-exports-totlndiarasitorother countries, there is'ne balance of payments

-
.

pain-in this-loan-packageiand-there:-is.not eveamuch paindn-Indials
fovoriuletrade’ balance ' with-usas

.
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Therefore, I concur in the'recommendation ci-AlD,- State;rand
the -Bureau-of.the:Budget.s

The $900 million is the minimum necessaxy to carry Mrs., Gandhi.
over import liberalization and her political crisis.

Economically, our balance of payments will not be damaged.

And we are getiing alout as much equity from the consortium
as one is likely to get in an imperifect world.

Ireccommend you:approve-the AL packa.bu as~presentcd’

L}y w}{?;ostow

Apdrove AD package

Disapprove

See me
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By 4S9, NARA, Dase 423295~

MEMORANDUM TO TEZ PRESIDINT

'SUBJECT: Aid to India

Prime .drdster Condhi bhes suarted to underteke the
economic policy rcecforms discussed wi LL The Tlorld Eanlk, Deyale-
ustion of the rupese, announced early This week, was the most
politically dirficult eleisnt of 'l;._\.. reform pockage.  Wirs.
Gandhi. is stending firm in the face o2 & stoia of c:...'..icisr-.
withim Indiz, not only from onpositica elements claiming thes
Government =cld ous "co the Vest, bubt from strong elemsnts ia the
Congress “coroy itse who fear the ceeision will hurt the paxty
in the February '67 elections.

~a

India had intended to put <ze
out as a single package, Lulb because of the severity of coulflict
oever the devaluation decision eworg <the top political leaiership,
and because of the greve denger of o lesk, Mrs. Gandhi was forced
to speed up her timetaeble. ILke CGoyernuent of Indie has publicly
promised to ennounce firther .'-xbeps on import liberalization
“"withim a fortnight", and is cow in a difficult position wit:z
continned uncertainity about cie nature end extent of foreizz
exchange support for Tie relcris.

The Indiens Lave urgently reguestcl Ceorge Woods To
report ¢ his efforis o wobilize the $900 million of noun-project
aid he agreed that they reguired tc underteie further reform
measures, particulerly liborelizabica of impouts, in order To get
the cconomy moving and Thvs conyince The Indien mublic thet the
new steps are rezlly in India's interest. Ceorge Woods kes
promi.se& to repori: 0 the Indigns cayly next week on the results
of kis efforis.

Tee cuestion Georze Woolds has pul to us itk The request
that we respond as soon as Lossible is: how much ol the t;;f o]
millign will the U. S. providc. The following consideratiocns
should zovern our decision:

GROUP 4
Jowngraded at 3 year
intervals; declassifiod
r-f’-- .

cer 12 years.
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1. We would like to hold the U. S. contribution to
about «-20 of toe tovel which has been the previous U. S. share
of the combination of Lroject and non-project (co rrodity) aid
torough the Consortium. This will not e easy oeca.ut‘e ; altbough
we have pledged about L2% of totul aid, in the past the U. S. kas
provided sbout 55% of the non-project ald provided by the Concorcium.
Some of the other Consoriium wembers have been reluctant to provide
vheir proper share of non-project aid, though ©tcis kind of sssist-
zace is particularly well suitel to India's needs. As i% is
éspecially valusble in suppors of the liberalizaticn program now
envisaged, we are parviculariy anxious that others increase the
proportion of aid they meke avellable cn thils basis.

2. Bmu £ the ::'ecu_;.em,’lu o $900 million cen Z;a =t
by rescheduling debt payments due to Consortium mernbers this yesar.
Tceally, we woula like ©o see the total sumount of princi *za; cdue
[aaou S $LTO million 1) deducted from the requirerent o $900 ri_lion
and ©The palance dilvided among Counsortium wembers. Tals approach
scems logical because 1T puts the highest current vill to Tthose
who in the past have had the poorest terms. In view of the tics
Urzeacy, it is doubtful that we can persuade the other Consortiun
menbzrs to conform to This principle in this round, but we, w:?.';:h
World Zexk c.s:als‘bc.nce, intend to press for ivs adopiion with respect
to lonz-term aid and debt plenniig.

3. The World Bank agrees thab the $Z0C A....;.._lm- loan
which we mede available recently should count towards Tthe 900
million cotal. However, it is possible that soms ol The other
countries msy object becasuse they either heave provided or plea o
poovide the full eamount pledged last year waile we oo uot plen ©O
gomplete last year's conditiozed pledge.

Balancing all of these considersbticnz, we proposc that
YOou euchorize us o report to Tvhe Bank that, subject To Congressional
c“*:)-o:.::.abion, our contribution to the $900 million will consist
c? $380 million, ineluding the 9*00 million eliready proviied, <his
sotal representing about 425 of the $900 million non-project aid
requirement. OFf the balance of $280 million to be made availedls,
we would provide $150 million ixzsdistely out of funo.s wm.c,. exe
evailsble this fiscal year, and the valance of ‘;30 lion out of
new funds after Congress has acted.

It is probable, however, that $280 million from the United
States plus contributions from other countries - assuming maxiiun
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Ue S. effort to induce others to incresse their conu__.hwb"' cns -

will fell short of the recuirement of {S0C million. Thercfore,

we request your epproval to increase the cuount of the additional

U. S. contribution from $280 million up to as much &s $335 million.
.

The additional funds could be provided by AID, still

totel lending authority that we have recuas"ced from tThe
Ccazgress. Alternatively, a portion of the additional emount migat
be provided througn Export-Import Bank fecilivies.

IT we have to go as high as $435 million (§335 million
syond the $100 million already contributed) So reach the total of
$900 miliion, the U. S. proportion of total non-project lending
would still be substantially l:ss then the 55% level That it has
teern in previous years. The gbsolute a.og;'.‘c of non-project aid by
otzers would have to increase Dy over 60% even if we went to our
orososed maximim figur We would :-'_nte: pret such incressed contri-
Suc.ons by others as reascnable burden~-snaring on their part.

-

La commmnicacing our decision to Tthe World Sank,
thravgk ik to the Indian Covernment, we would indicate thalt we are
prepared o negotiate a $150 million non-project loan immsdistely.
This could be made public promptly. We prosose to ask the

Goverawent of India to refer to furvher vrospects for U. S. suppore
to The packeze in, and only in, the following terms: The U.S.

2es expressed its willingness to 8o its share in m..e‘:,"'-;, I=dis’s non-
wroject ald requirements for the year, as assessed ‘oy the World Bank,
né %o This end has indicated its intentiocn To consider a further
non-project loan this fall, after Congress hes acted on the aid bill.

Recommendation :

That you authorize us to inform India and the Woxrld Zank:

&. That we accept the requirement cf $9C0 million as
calculated by the World Bank;

b. Theat we are preparcd 1o negotiate en iumediate non-
rroject loan in the ount of $150 million;

cr

G Tast we are prepared to umclke further non-project loans
P R

To India after Con““'“ sional action in order Lo meset oLﬁ: hare in
finencing India'’s non-vroject aid **—uulre;;.ams for the yeer, end that
we now contemplate thab an additional loan in the amount of $130
willion would, subject to Congressional m..u.w.., conyleve our con-

uI'ibhuiOu » T .'r 5 l de,_ P\‘. "\)-:— -'1,
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Thet you further authorize us to increase the coniingent
poztlon of our contribution tc be previded altecr Condressicnel
action, by an amount up vo $55 million which could be finenced
AID, or by a combination of AID and Export-Import Bank rescurce

o'

Y

w

A - L -~ - -
i_prove: Disapprove:
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e i e By m{fg , NARA, Date [2-27°
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aoLache

» ©o India iz ler current fiscal
i 1iment of $150 millicn available
Fler000 T course, any further installments would be subject to

o nn, -

e i S | dait
LOOSITeSslCllal acvlii.

0]
jer}

Lzprov

~_sapproved

Discussion

£

- - G P =2 = L e - S e L. - e -, - - EaTe

Mrs, Gandhi is moving ahead witi Gthe econcmic relforms she discusse
P | P % -

T reek, Sie has now

with you, She devalued The rupee e
P I | |

s - N IR T B by B PR b B - . PP e,
announced plans to liveralize imonorts foritanighs.

e 4y - ORI - TP L, G Sl SN L = 3 L a ot g :
The scope of the liberclilzation depends vpon tne support she can
S LA i} Tomen™ 1 S st - y e L - 2 e
e.peet from the World Bank Consortiur, CGeorge Woods has promised

[ < T PR

%0 report Lo her on Tuesdsy the rezults of his efforis Lo mobilize
oreign assistance.

Stiject: Ald To India Authocity OB Lle 22278 404 o’/:}/;

L i I ety

The World Bank has calculated, and the U.S. agrees, that $900 nilli
in non-project aid is the minimum needed to permiv The kinds

- L. 1 [ TS o P -m =~ e e %3 - —m- kYo, ?-r\:? ¥
we have been pushing for. Our share of that, based uvon the 427 of

-

The total which we have pledged throuzh the World Bank Consorsium,
ccnes o $380 million. This amount

> 2 el o e Y s | - o . 5 L] P ey T
-~ is within the AID tudset level of 8385 million for Indiz
approved by you in Jaauary.

S r .
Wnile we have in

-=- is an irmprovemcnt on past experience.

ol

t supplied L42% of total Consortium aid to Izdia,
we ned to pub wp 55% of The program-tyse loan whica This

package covers.,

B
Ol TelOIlls
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Ly S PP L N
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But the Bank has agreed to counbt Tthe $100 miliion loan you authorized
in _w. ruary toward the total. T"ﬂs reduces the nee@ for new none;

to $800 million. Our share of % n, vidch saves
|l| T

1s \),_)35 mill

(=0

45 nillion., I believe this is the arount we should be pre
spend.

There is, a chance that we can do even betier than this. We nizht
be:able torpersuade u.....t,.c_:;., tze U.X,, Japan and the other donors o
let us subtract all of the $100 million from ocur share of the $900

nillion, which would reduce our conbrivution to $280 million. This

is unlikely, however, bpecause

-- many of the other donors have serious prcvblems wita
gilving non=-project ald.

-- all of them are meeting their 1966 Consortium sledges,
while we are not, which puts us in a weak bargaining
rosition.

m - = ot 42 - B ke = i e g

LS, 4 agree v 7ith Dn... C Bell that we should £oexrs ouxr negobizations
2 TFer of 0 T4 2 o o e o S

with an offer of $280 mill ion in aew money, buu that we be preparsd

e - - - - PLI . T 5, ol ol s - -~

CO ZO UL CO :)‘5135 I 11 enac proves To oe melCus

ary Tris gives
us *alu 18y of rocm within tThe Budg,e‘* and it is a e price to
wcy for the politically courageous and .econcnically sound steps '..':‘.,_cl
Mrz, Gandhl is taking. I also agree with Dave that w sk-':.u.a provid

s $150 million now, out of funds available this fiscal y‘aw
in ordecr to reduce some of the very great politicel neet which sae
Las taken on by annouacing the reforns in an election year.

J }:

' (]
o [.r
[+

The balance of payments impact of this support will be reduced To
the minimum by fully tying all Jcans tc the purchase of U.S. goods,
Ve undersvand Secretary Fowler is sending a separaie memorandun on

CLLS,.

- s Y o
M oy o] e
Charles e <COERLES

Directon
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THE SECRETARY OF THE TREASURY _,.M/
WASHINGTON

MEMORANDUM FCOR THE PRESIDENT

Since I becamz aware late lact cvening of the
.r:icular terms of aid being propoced to you, L have
aad some opportunity this morning to concider tils oo
;:srassed in Dave Bell's memorandum to you.

I would like to make these obscrvations on the
zce oot that you authorize ccmxi*m;asd up to $435
millica. The appropriate figure ic $343 nmillion wiih -
the $100 million ceomtvibutiocg made earlier bringing

k‘, o

the net to $243 million.

1. It scems highly undesirable for yocu to zuthorize
w3 to increzse the contingent portion of cur centribution
~7 an amount up to $55 million to compensats for shorie
falls in *cntrlbut;od, from other members o the
consortium, ' Forty-two perceant is the appropriate shaxe
that ig what the ud_-ud States should contributc. The
practice, incdulged in by the Unltea ‘States in the
agc, of plcc_ng up any reoidual needs that develop
because of the wmwillingness of other countries to
make taelr anp:opr1ahe share is hard to justily under
rormal considerations. It is even more difficult to
defend in a ultda;lon where the United States has &
najor deficit in our balance of payments end cther
nezoers ¢f the consortium have surpluges derivative in
rart of ocur carrying major burdens throughout the wozrlid.

.

-
2

‘I_] ]

For all practical purjpases thLH authorization will
m2an that you are autho: rizing us to pay 48.3 perceat

-

rather than 42 perceznt which is our sgreed share,

2. Cur contribution should zesult from & calculation
that scparates out r:;:c_pa1 payments on debt cdue members
of the consortium anc subtracts them from the total, ”“asa
waymentc are $172 million and would xveduce the total €
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re in accordance with

$728 million, orat:ag th;“ figu
re a UsS. ccatribution

t.o 1965-1966 shares would zequ E
o $34u million. '

Zf we do not follow this gpproach and other countri
do follew it, as they are likely to, the United Scates

will be pzoviding a pe:can:agu oZ the real economic
aszistance made available India substantizlly in

excess ¢f its falr ghare.

I wmderstand thet the Wowld Bank zgrezs this ic an
coniropriate method of calculating shares but does not
£fcel it is poscible to scttle the debt question wmtil
cae Z2ll whea the next round comes up. That being so,

L sce no reacon for the United States to assux: unilatera
ax additional buirden in the curreat vound., .

Loaxt from these two specific poiunts, thiere ic one
gineral obsgervation I should like to make looking to thz
longer-term future. It will pot be practicable, Srom the
standpoint of our balance of paymeants. to coatiazuc large
emounts of nonrpro;ect 2id to India c_vecu_y ox through
I0A unless thers is a substantial chapge in the pattern
cf ccmmercial trade that gives assurance that is not

currently present that this type of ald to Indiz is not

piacing a very heavy burden on the U.S. balaace of
p ymencs.

With the removal of restuictions on India’s iLaports
now contumolaucd, it should become the joint concera of
Indla and the United States to increase substanticliy
U.S. cas h commercial exports to India, Trade micsions,
“‘v;rn:&qu eiforts of various gorts, and a determined

bilateral effort from both private and public sectors of

both countries are indicated.

The commercial trade balanee is heav lly in Indis's

Eavc_o Cur best estimaces of the figurecs for 1964 show
$§123,7 million of U.S. comxercial exports to Iadia and

P

o~

St it

1ly
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$304 miilion of commercial impouis from Indiz, Even
though there has been a sclight incrcase over cecent

years in bh_ share of the Iadien import market falling
to the United S:ates, the cigpavity between that shere

a;d our share of aid coantributions ig striking and bound
to te the subject of increasin gion, In 1965 for
example, gne UoS. share of the co mercial impost market
ia India was estimated at 16 percent, ' At the same time
the U.8. coatribution to the coasortium was 42 porcent,

0 EJ-
3 & &
cr
B

and EL ¢80 sales oi anprox*ma tely $400 million iz U.S.
fiscal 1965 greatly incrcaced the U.S. share as a

o T e

contributor to the Indian econon

Those resvponcible fo: continuad U.S. aid to Indie,
;;t:usly andc _nalcuctly, must do a great 1 moxe to
caemge this picture. I say this not sclely cut of ny
conce. . a-for the U.S. balance of payments but &3 the
U.8e Coveraor for the World Bank who sces difilcum_y
cheed in assuring an adequ;te :;pleh,;nmen_ Zoxr IDA ia
tha caxt r‘C'a.‘g.cr_l:::-:.. One of the poinis of attack is

it

ceFtein to ba that a disproporticn:..:e share om IDA
“Zunds goes to India, thercoy entailing a digproporticaate

buzdea on the U.S. balance oi payments because of tic
c2all U.S. share in India's coumexcial import market.

m,»wq{f‘l _f TwMia
Henry

Fowler

e e e
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FM AMEMEASSY N“U DELHI
TO SECSTATE WASHDC . RTORIT
STATE GRNC ..

SPE“C—R"E—¥*JU?E 4’

LIMDIS™-

PASS WHITE HOUSE FOR ROST OV

" LATE SATURDAY -AFTERNOON I MET WITH L.X. JHA TO DELIVER
MESSAGE CONTAINED IN AIDTO 2517 REGARDING OUR READINESS TG
COVER CERTAIN COMMODITIES WITH NCN PROJECT LOANS UP TO
$108 MILLION.. JKA WAS DELIGHTED WITH OUR ASSURANCE AND STATED
THAT IT wCULD GREATLY STRENGTHEN MRS, GANDHI AT'&ICRITICAL :
HOHENT. '

2. IN RESPONSE TO MY QUE”Y JHA SAID THAT THE POLITICAL C““LICT
WITHIN THE TOP LEADERSHIP OF THE CONGRESS PARTLY OVER THE, WORLD
BANK PLAN IS pVING HEAUILY FOUGHT, AND THE SPLII IS DEEP.

S. KAHARAJ EGGED. ON BY T. T, RRIbPVAWACHARI HAS FRANKLY AND

OPENLY EMERGED AS LEADER OF THE OFPOSITION. T.T.K. -INSISTS

THAT WHEN THE CRUNCH CCHES THE USG WILL FIND REASONS NOT REPEAT
NOT TO PUT UP THE HMONEY AND THE RESULT WILL BE- A DISASTROUS ;

SETBACK FOR THE CONGRESS PARTY SHORTLY BEFORE THE GENERAL
ELECTIONS. _ i s

4. 'KAMARAJ VITH AN EMBITTERED T.T.X. AT HIS SIDE HAS CO“VINCED

"SEVERAL SOUTHERN LEADERS OF THIS THESIS AND EVEN FORCED

VENKATARAMAN, THE ABLE AND NOQHALLY ENLIGHTENED MADRAS STATE —.

" MINISTER OF INDUS:RZZS, INTO LINE
5S¢ SeXe PA?IL HAS ASSURED MRS. GANDHI OF HIS STRONG SUPPORT

ON THIS AND OTHER CURRENT ISSUES. PATIL OBVIOUSLY SEES IN
THIS SITUATION AN CPPORTUNITY TO DEFEAT AND CONCEIVABLY TO ELIM-
INAT- KQNARAJ AND TO ASSUME TOP ROLZ AMONG. ORGANIZATION LEADERS.

—SECRED- |

\\\‘ o ;ﬂwff“fﬂ*”””y

PREDERVAI fid LAY

="




SEGREE-
-2- 3339, JUNE 4, FROM MNEW DELHI

6. VRS . GANDHI VIEWS THE OUTCOME AS CRUCIAL“EQ HER ABILITY TO

LZAD INDIA AS PRIKE MINISTER. ACCORDING TO JHA SHE MAY BZ
EXFZCTED TO RENAIN FIRHN Q”CnuDLESS OF THE CONS&QU’NCLSo

?. THE SHOYDOUN IS SCHEDULED FOR SUNDAY AND RIGKT NOY THE OUT=-
LOCX IS MCDERATELY GOOD. IF MRS. GANDHI WINS SHE PLANS TO WAKE .
irz ANNCUNCZHMENT ON HOVDA“ A\D TO SPEAX ON A. NATIONUIDL RADIO o

'PAGE THREE RAXBAE 246 S-E—6REF S
HOOXUP BY THE MIDDLE OF THE WEEK. ey

€ COMYEINT: THE DEZP-ROOTED POLITICAL CONFLICT WHICH JHA Dz-
SCRIDES COMING JUS" EIGHT MONTHS BEIFORE THE NATIONAL ELZICTIONS -
HAS O3VIOUS ELEMENTS OF DANGER. FOYEVER. ON THIS CRITICAL ISSUE.
liRS. GANDHI HAS NO ALTIRNATIVE BUT TO FIGHT; VE ARE FOR RTUNATE
THAT SHT SZEHS TO UNDERSTAND THIS. : o | _

e

9 ,IF PATIL EWERGIS OUT OF THE CRAS S AS TOP POL CAL :ADMQ
AND XAMARAJ FADEZS OUR LONGER TERM INTERESTS HNMAY BE WELL SERVZID.
ROWZVER IT7 WOULD B" A SERIJUS MISTAKZI TO URITE O*r KAHA.QJ AT
T Is du;\c UR«-. I

t9, SUGSZST THE UTHMOST DLSC?E"ION IN HANDLING THIS INFCRUATION

IN PRIVATE AS WELL AS PUBLIC COMMENTS.. THE CURRENT HKEAVY

ATTACKS ON FHRS. GANDHI HAVE FOCQUSED PRIMARILY ON THE CHARGE |, .

THAT SHE AND HER SUPPORTERS ARZ EEING MANIPULATED BY THE USG IN

NZW DELXI AND UASnIuG ON AND THAT WHOLE WORLD BANK PLAN IS A o
US CONCOCTION. NEWSPAPER DOPZ STORIES EITHER BEFORE OR AFTER &
T:Z ANTICIPATED ANNOUNCENMENT THAT LEZND CREDENCE TO THIS CHARGE

Vili BE SLR&OUSLY DANAGING TG HER ARD TO US.

NOTE: ADVANCE COPY TO S/S-0 AT 1:05 PM, .6/4/66.
- PASSED WHITE HOUSE AT 1:05 PM, 6/4/66.

PREGLNVAL
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F AWEMBASSY |NEWDELHI \

TO RUEHC/SECSTATE WASHDC PRIORITY: ; ;5:;' ]

INFO RUMJGM/AMENMBASSY COLOMBUT 136

ZEN/ AMCONSUL CQLCUTTA UNN

BT

lq2356

REF: EMBTEL 3340
' 1c MRS, GANDHI®S DECISION TO DHVALUE RUPEE REPRESENTS ACT OF {/

"GREAT POLITICAL COURAGE IN FACE HEAVY OPPOSITION WITHIN CABINET
.AND CON GRESS PARTY. COMING SHORTLY AFTER BOMBAY AICC MEETING,
<IN WHICH MRS. GANDHI THREW DCUN GAUNTLET TO OBSTRUCTIONISTS

AND, CRITICS WITHIN CONGRESS (EMBTEL 3275), DEVALUATION ™

fANNCUNCEMENT ;NDICATES MRS. GaNDh; HRS_SET BOLB’COURSH

"
f ¥

' mar TYO0 RUSBAE 513 -5 C R T :

:POLITICRL FUTURE ON OUTCOME. B

Sl

2. ANNOUNCEMENT TOOX NEW DELHI BY COMPLETE SURPRISS:'PUBLIC‘

-CRURIOSITY ABOUT GATHERING. OF POLITICAL LEADERS IN WHAT WAS

o

CBVIOUSLY IMPORTANT SERIES HIGK LEVEL MEETINGS HAD BEEN

' SATISFIED BY REPORTS OF DIFFERENCES OF OPINION BETWEEN PLANNING

AND FINANCE MINISTRIES'OF GOI RESOURCE POSITION VIS-A-VIS

FOURTH FIVE YEAR PLAN (EMBTEL 3267)., PENDING DECISION RE
DIVISON PRESENT PUNJAB STATE PROVIDED ADDITIONAL PLAUSIBLE
REASON FOR NUMEROUS HIGH LEVEL MEETINGS. GOVERNMENT'S TECHNICAL
PERFORMANCE IN CARRYING ON HIGHLY CONTROVERSIAL DISCUSSIONS y
‘WIThOUT LEAK, SHOWED BOTH SKILL AND DISCIPLINE. i

! SEGRET— : T e
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SECRET

3353 June 6 from NEW DELHI

3. "I\AVC? MINISTE? CHAUDHURI S RADIO BROADCAST (REPRODUCED _
TODAY IN ALL DELHI NEWSPAPERS) IS CLEAR, FORTHRIGHT EX L
(POSITION OF INDIA'S FINANCIAL POSITION AND NEED FOR DEVALUATION = -
ACTION., HE STRESSED BOOST WHICH DEVALUATION SHOULD GIVE TO -
EXPORTS AND INCREASED INCENTIVE IT PROVIDES FOR INVESTMENT

IN IMPORT SUBSTITUTION INDUSTRIES. HE ALSO MADE CLEAR THAT

'SPECIAL MEASURES WOULD BE TAXEN TO PREVENT OR CUSHION INCR§’§.S#’#
IN PRICES OF ESSENTIAL CONSUMER AND OTHER COMMODITIES SLCH

AS FOODGRAINS, FERTILIZERS, KEROSENE AND DIESEL .kaﬁﬁ

: S

=

'RCAGE THREE RUSBAE 313 fhf&1r1r1r-r"“ Ay
4. WHILE CHAUDHURI DID-NOT ANNOUNCE SPECIFIC MEASURES IMPORT dl ey
LIBERALIZATION, HE DID INDICATE THAT STEPS BEING TAKEN TO PROVIDE

' SUBSTANTIALLY LARGER QUANTITIES OF IMPORTED COMPONENTS AND RAW :
YATERIALS AND TO SIMPLIFY PROCEDURES. GOVERNMENT PRESS NOTE~

. EXPRESSED HOPE THAT WITH SUFFICIENT ASSISTANCE FORTHCOMING FROM

. FRIENDLY COUNTRIES AVD'INSTITUTINS, INPORTS CAN BE LIBERALIZED

_IN VERY NEAR FUTURE.

'S. THE MORNING PRESS HAS NOT YET HAD ADEQUATE OPPORTUNITY TO-
REACT TO THE DEVALUATION. STATEMAN CAME OUT WITH FAVORABLE =
EDITORIAL. STRONG CRITICISH WAS VOICED IN LEFT-WING PATRIOT
£ND NATIONALISTIC INDIAN EXPRESS. SINCE MOST DIRECT INITIAL
I1PACT OF DEVALUATION IS INCREASE IN COST OF IMPORTS,
CRITICISH WAY BE EXPECTED TO HOUNT' UNTIL GOI CAN POINT

T0 CONCRETE WEASURES IMPORT LIBERALIZATION AND OTHER SPECIFIC
BENEFITS. _ . 1

6. WHILE VE HAVE NOT YET HAD OPPORTUNITY TO DISCUSS REASONS
FOR DELAY ON IMPORT LIBERALIZATION WITH GOT OFFICIALS BELIEVE
IT MAY BE DUE TO SEVERAL ‘FACTORS:

A. DESIRE BY GOI TO AVOID RPPLARRNCE THAT DEVA LUATION UAS7 i
TIZD DIRECTLY TO US S°0NSOHFD IMPORT LI RHLTZQTrog_ﬁND/OR ]
" CONSCRTIUM ACTION; . : ; : :

) N — i o : 4k
' X

i
L7
v

PAGE FOUR RUSBAE 313 S—E—€—R—5—% 3 :
B. UNWILLINGNESSOF GOI TO MOVE FURTHER ON LIBERALIZATION &
UNT IL PICTURE REGARDING FOREIGN EXCHANGE SUPPORT FOR acrxon
"ESCONES CLEARER; , :

1Co RELATED TO (B) UNWILLINGNESS TU ACT UNTIL AFTER CDNSORTIUN
MEETING WHICH, ACCORDING RUMORS IN SOME QUARTERS OF GOI, IS,

: | SEEREF- 4 b

IS ————————C_ AP AR



-3- 3353 June 6 from NEW DELHI

TINUING CONCERN.

PAGE FIVE RUSBAE 313 -5—E—€—R-E5F ;

9% THIS POINTS UP NECESSITY OF US AND CTHER CONSORTIUM COUNTRIES
- COMING THROUGH QUICKLY WITH FINANCING NECESSARY TO MAKE :

- IHPORLHLIBERALIZATION A FACT AND DEVALUATION A FULL SUCCESS.

- 'MEETING IS IMMINENT. . BOWLES:
B o e

SECRET-

| B .'..

]

7. IF UNCERTAINTY CONTINUES OPPONENTS OF DEVALUATION WILL STEPF™
UP THE PRESSURE. ONE -OF PRINCIPAL ARGUMENTS OF' OPPOSITION IN '
.COURSE " OF INTENSE INTERNAL DEBATE- AMONG TOP LEADERSHIP PRIOR TO
'DECISION WAS THAT WHEN CHIPS ARE DOUN US'AND OTHER CON

"SCRTIUM MEMBERS WOULD NCT COME THROUGH WITH NECESSARY FOREIGN .
-EXCHANGE SUPPORT AND THUS INDIA WOULD BE LEFT IN THE LURCH. '
{THIS ARGUMENT WAS EFFECTIVELY FED BY TTK TO KAMARAJ AND OTHER'

ol

HIGH CONGRESS PARTY OFFICIAL AND IS A MATTER OF SERIOUS CON
I 3 ! ; o

1 it

/

-8 UHILE THUS FAR PUBLIC REFERENCE TO US PUSHING INDIA TOWARD
DEVALUATION HAS BEEN RESTRAINED, WE ALONG -WITH WORLD BANK
‘HAVE BEEN CLEARLY IDENTIFIED IN INTERNAL DEBATE AS PRINCIPAL
' PROPONENT OF DEVALUATION, AND WE CAN EXPECT TO BECGHE
INCREASINGLY SO IDENTIFIED IN FURTHER PUBLIC DISCUSSION. .

.\I

IF ADEQUATE FINANCING IS NOT MADE AVAILABLE DEVALUATION WILLS
EECOME POLITICAL LIABILITY INSTEAD OF MAJOR STEP TOWARD -
BUILDING CONSENSUS FOR MORE LIBERAL/PRAGMATIC DEVELOPHMEINT POLICY

+ IMPACT ON. US POLITICAL. POSITION IN INDIA WOULD BE EXTRENELY
SZRIOUS. : - e 4 3 -

' 18, IT,WOULD BE MOST HDJPFUL IF WE CAN AGAIN REASSURE MRS. '
. GANDHI -AND HER CLOSE ASSOCIATES THAT IF THEY CARRY OUT REST
- OF - PROGRAM .US FINANCING CAN BE COUNTED UPON. BEST VEKICLE WOULD

BE CONFIDENTIAILY TO CCNVEY SUBSTANCE OF CCHMITTMENT USG
PRESUMABLY HAD MADE TO WORLD BANK, ESPECIALLY IF CONSORTILM

F EA

NOTE: Advance copy to S/S-0 at 2:40 PM, 6/6/66
Passed White House at 2:15 PM, 6/6/66
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L
P PASS WHITE HOUSE
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NSC 1. AT MY REQUEST I CALLED ON L K JHA MORNING OF JUNE 8 TO
INR DISCUSS NUMBER OF SMALL ITEMS. IT BECAME IMMEDIATELY APPARENT, HOHEUER,
%éiT?MT JHA HAD HOPED THAT I HAD COME PREPARED TO DISCUSS WHAT US IS
NOw READY TO DO TO HELP INDIA MORE FORWARD ON IMPORT LIBERALIZATION.
DOD {1 E JHA WAS PROFOUNDLY RELIEVED THAT DEVALUATION DECISION HAD BEEN
TAKEN, HE WAS AT SAME TIME DEEPLY CONCERNED THAT SCOPE AND TIMING
ATD OF BANK-CONSORT IUM=-US SUPPORT HAS NOT BEEN OFFICIALLY CONFIRMED TO
E GOI. \
COM
TRSY

XMBpAGE 2 RUSBAE 492 S-E C R E T ‘
2. JHA STATED THAT GOI HAD HOPED TO PUT THE WHOLE PROGRAM OUT AS
RSRSINGLEE PACKAGE. HOWEVER BECAUSE OF SEVERITY OF CONFLICT OVER
DEVALUATION DECISION AMONG TOP POLITICAL LEADERSHIP ANDGRAVE
DANGER OF A LEAK, MRS GANDHI WAS FORCED TO SPEED UP HER TIMETABLE.
AS A RESULT, INDIA IS NOW IN DIFFICULT POLITICAL POSITIGN DUE"
TO CONT INUED UNCERTAINTY ABOUT NATURE AND EXTENT OF FOREIGN
EXCHANGE SUPPORT FOR IMPORT LIBERALIZATION. POSITIVE BENEFITS
OF DEVALUATION MOVE AND MOMENTUM TOWARD LIBERALIZATION
MAY BE LOST UNLESS WORLD BANX AND OTHERS INCLUDING US COME
THROUGH QUICKLY WITH NECESSARY NON-PROJECT SUPPORT.

3. COMMENT: ALTHOUGH WE ARE JUST NOW IN RECEIPT OF AIDTO
CIRCULAR X 1559 REPORTING ON JUNE 7 CONSORTIUM MEETING WE ARE
STILL IN DARK ABGUT WHAT SPECIFICALLY USG INTENDS TO PUT

UP IN WAY OF SUPPORT FOR MAJOR INDIAN PROGRAM NOW UNDERWAY
AND, EQUALLY IMPORTANT, WHEN. CONSEQUENTLY IT IS IMPCSSIBLE
FOR US TO REASSURE KEY GOI OFFICIALS WHO ARE OPERATING UNDER
WITHERING POLITICAL CROSSFIRE TOUCHED OFF BY BOLD DEVALUATION
MOVE AND WHO RIGHT NOW BADLY NEED ENCOURAGEMENT.

4, FACT THAT INDIANS MAY READ ABOUT NEW US NON=-PROJECT |
COMMITMENTS FOR PAKISTAN IN PAPERS TOMORROW AT PRECISE MOMENT

SECRET-
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WHEN US SUPPORT HERE IS OF CRITICAL IMPORTANGE WILL COYPOUND
INDIAN ANXIETIES AND UNCERTAINTIES. GOI MOST EMPHATICALLY WILL
NOT BEGRUDGE PAKISTAN THIS ASSISTANCE; THE QUESTION IS QUOTE
IS THE US GOING TO WALK AWAY FROM US N OW THAT WE HAVE ACCEPTED
THEIR PROGRAM AND GONE OUT ON A POLITICAL LIMB UNQUOTE.

5. 1 RECOMMEND THAT I BE AUTHORIZED TO INFORM GOI LEADERS
ABOUT THE ANTICIPATED EXTENT AND TIMING OF US SUPPORT FOR
WORLD BANK PACKAGE. UNDERSTAND US CONTRIBUTION MAY BE BETWEEN
$280 AND $335 MILLION IN ADDITION TO RECENT $102 MILLION
NON-PROJECT LOAN. SINCE TIMETABLE IMPLICIT IN AIDTO CIRC

X- 1559 SEEMS LIKELY TO MEAN ADDITIONAL TWO WEEK DELAY AND IN
VIEW OF EXTREMELY FRAGILE INDIAN POLITICAL SITUATION RLQUEST
THAT I BE SPECIFICALLY AUTHORIZED ADVISE GOI OFFICIALLY

OF $200 MILLION PARTIAL US CONTRIBUTION (OR AS MUCH AS POSSIBLE
OUT OF THIS YEAR'S APPROPRIATION) AND THAT REMAINDER WOULD

BE SUBJECT FURTHER DISCUSSION WITH CONSORTIUM MEMBERS AND
NECESSARY CONGRESSIONAL ACTION. WOULD PRESENT THIS AS INTERIM
STEP TO PERMIT GOI INITIATE NEW ORDERS AND POINT TO RESUMPT ION
MAJOR ASSISTANCE.

6, I SHOULD THINK THAT WE COULD DO THIS WITHOUT DETRIMENT

PAGE 4 RUSBAE 492 S—FE—€REF :

TO OUR CONSORTIUM BARGAINING POSITION. ALSO SUGGEST THAT IBRD
AND POSSIBLE FRG AND UK BE ASKED TO ADVISE GOI OF AT LEAST

PART OF THEIR NEW NON-PROJECT ASSISTANCE. WHILE BANK MAY NOT
HAVE DECIDED ON FULL IDA CONTRIBUTION IT SHOULD BE HBLE ANNOUNCE
$100-$158 MILLION NOW WITH REMAINDER TO BE DECIDED WITH

NEXT TWO WESGS.

7. HIGH LEVEL PERSONAL MESSAGE OF SUPPORT FROM PRESIDENT TO
MRS GANDHI, RELATED TO HER BOLD STEP ON DEVALUATION, WOULD
ALSO BE TIMELY AND EFFECTIVE IN MAINTAINING MOMENTUM AND
STRENGT HENING- HER HAND AT A CRITICAL MOMENT.

GF-3. BOWLES
ADVANCE COPY TO S/SO 6:01 P.M. 6/8/66

NOTE: PASSED WHITE HOUSE 5:40 P.M. 6/8/66
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CIa REACTION TO DEVALUAT ION - ?D
i\‘IIDA : i . o
DOD REF: EMBTELS 3340, 3353, 3358 AND 3364 °
NiC § _
AID l. INTIAL REACTION TO DEVALUATION, NOT. UNEXPECTEDLY,
STR PREVAILINGLY NEGATIVE, REFLECTING MAINLY SHOCK AND INDIGNATION
7 AT DRASTIC MEASURE IN WAKE OF RECENT GOVT DENIALS OF SUCH INTENT.
o ‘NOW, ON THIRD DAY AFTER ANNOUNCEMENT, WHILE THERE STILL
- CONSIDERABLE DISAPPROVAL BEING EXPRESSED FROW VARIETY OF of. s
COoM SOURCES, EARLY'SENSE OF SHOCK ABATING AND MORE EXCESSIVE  ——
FRB EXPRESSIONS OF OPPOSITION AND“FEAR ARE MODERATING. :
XMB S
RSR PAGE TWO RUSBAE 498/) 6—0—N—F—FBFEN-TIAL-

2. IN EDITORIAL COMMENT, PATRIOT STILL BITTERLY HOSTILE,
REFLECTING CONTINUING FEELINGS LEFTIST ELEMENTS BOTH INSIDE
AND OUTSIDE CONGRESS. INDIAN EXPRESS, WHICH HAD REACTED
EXTREMELY ADVERSELY IN ISSUES JUNE 6 AND 7, CAME OUT

WITH MUCH MORE MDERATE AND CNSTRUCTIVE EDITORIAL JUNE 8,
ATTRIBUT ING QTE MUCH OF HEAT THAT THIS DECISION GENERATED
_UNQTE" STATESMAN HIGHLV LAUDATOY QF ACTICN FROM OUTSET, WHILE
HINDUSTAN TIMES AND TIMES OF INDIA HAVE BEEN aXPRhSS;hG
MIXTURE OF REGRET AT NECESSITY FQR DRASTIC MEASURE AND GUARDED
OPTIMISM REGARDING ITS EFFICACY.

3. WITH EXCEPTION SWAZNNTRA, OPPQSITION PARTIES HAVE DECRIED
DEVALUATION MOVE. SWATANTRA SPOXZSMEN -HAVE TAKEN POSITION THAT,
WHILE DEVALUATION IS RESULT OF CONGRESS MISMANAGEMENT OF
COUNTRY'S ECONONMY, IT COULD HAVE SOME DESIRABLE RESULTS

IF IT REPRESENTED A FIRST STEP IN A POLICY OF ECONOMIC REALISY

el pers
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P“PLQCIﬂG DOCTRINAIRE POLICIES PURSUED TILL NOW. IN STATEM;NT
YESTERDAY, PARTY'S FOUNDER-LEADER C. RAJAGOPALACHARI RE.

PORT DLY CALLED MOVE COURAGEOQOUS ACT AND CHIDED KAMARAJ'S

REPORTED EFFORTS TO POSTPONE IT. /

PAGE THRVE RUSBAE 498/1~G—Q—N—F*Tﬁ?**ﬂ?‘?‘?ﬂkﬂr——

4. AMONG OTHER OPPOSITION PARTIES, MOST STRIDENT CRITICISM,

AS EXPZICTED, HAS COME FROM COMMUNISTS. RIGHT COMMUNIST

(CPI/R) CENTRAL EXECUTIVE COMMITTEE CALLED DECISION GREATEST
BETRAYAL OF NATIONAL INTERESTS BY GOI AT DICTATE US
IMPERIALISM SINCE ATTAINMENT OF NATIONAL INDEPENDENCE
(CPI/RLEADER BKUPESH GUPTA USED ALMOST IDENTICAL WORDS :

IN INTERVIEW IN MOSCOW). LEFT COMMUNIST SPOKEFCAN TERMED: IT
PRICE IMPERIALISTS DEMANDED FOR AID. PSP, SAMYUKTA SOCIALISTS,
AND JANA SANGH SPOKESMEN HAVE ALSO SHARPLY CIRITICIZED

DECISION, STESSING PARTICULARLY FEAR THAT PRICES WOULD .
SKYROCKET . ;

5. WITHIN CONGRESS, OPPOSITION TO DEVALUATION, AS EXPECTED,

HQS BEEN VOICED MOST VOCIFEROUSLY BY LEFTWINGERS (KRISHNA
ENON AND MALAVIYA HAVE BEEN PARTICULARLY OUTSPOKEN) BUT

OTHERS HAVE ALSO EXPRESSED MISGIVINGS. WHILE CABINET

WENT ALONG AT CRUCIAL JUNE 5 MEETING, FOUR MINISTERS,

(MANUBHAI SHAH, NANDA, JAGJIVAM RAM, AND SANJIVA REDDY)

ARE UNDERSTOOD TO HAVE EXRESSED CONCERN AT POSSIBLE RE-

PERCUSSIONS, AND WHEN MINISTERS NOT OF CABINET RANK ="

=

.’/
L

PAGE FOUR RUSBAE 498/1 -e-ﬁ—N—F-—I—B-E-‘N—'?"‘I—A_E"
ASSEMBLED LATER THAT DAY TO BE INFORMED OF DECISION SEUERAL
INDICATED THEY UNHAPPY WITH MOVE,

S, ONLY SENIOR NON-LEFTWING CONGRESS LEADER TO SPEAK OUT

AGAINST EVALUATION ‘SO~ FAR, HOWEVER, '(HAS BEEN MADRAS INDUQTRIES

MINISTER VENKATARAMAN, WHO WIDELY QUOTED IN PRESS .JUNE 7

AS CALLING IT "POLITICALLY UNWISE AND ECNOMICALLY UNSOUND".
VENKATARAMAN'S POSITION MAY BE CONDITIONED BY HIS POLIT ICAL
DEPENDENCE ON KAMARAJ, WHOSE OPPOSITICN TO

DEVALUATION BECOMING MORE WIDELY XNOWN. YET THOUGHT KAMARAJ
STILL REPORTEDLY UNRECONCILED TO DEVALUATION, MAN WHO WE
WE UNDERSTAND ADVISED HIM AND FOUGHT BITTERLY AGAINST IT,
_FORMER MINFINANCE T.T. XRISHNAMACHARI, TYPICALLY REVERSED
'HIMSELF IN PUBLIC AND QUOTED IN TODAY'S PAPERS AS STATING
IN MADRAS THAT "THERE IS NC OTHER WAY THAN WHAT

THEY HAVE DONE". HE WOULD NOT BE DRAWN OUT FURTHER. ANOTHE
FORMER MINFINANCE, MORARJI DESAI, QUESTIONED AT PRESS CON
FERENCE, DECLINED TO COMMENT ON DEVALUATION ISSUE.

—CONPEBENTTAS-
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e ——



e s, . il i e .

v el

-CONFIDENTTAT—

-3- 3381, June 8, From New Delhi (SECTION ONE OF TWO)

7. PRINE MINISTER HAS INVITED QPPOSITION LEADERS TO MEET

WITH HER INDIVIDUALLY AND IN GROUPS FOR EXPLANATIONS ABOUT MEASUR

PAGE FIVE RUSBAE 498/1 €—o-NF D ENT T AL

THE RELATIVELY FEW MEMBERS OF CONGRESS PARLIANENTARY

PARTY WHO IN DELHI ARE MEETING EVE JUNE 8 TO DISCUSS ISSUE
AND HEAR MINFINANCE. CHAUDHURI'S EXPOSITION.

8« OPPOSITION EXPRESSED ON BOTH ECONOMIC AND POLITICAL
GROUNDS. ECONOMIC OBJECTIONS CENTER ON ARGUMENTS, CITED

INTER ALIA FROM-RECENT MIN COMMERCE ANNUAL REPORT, THAT
DEVALUATION WILL NOT STIMULATE TRADITIONAL INDIAN EXPORTS
BECAUSE OF INELASTIC WORLD DEMAND. POLITICAL OBJECTIONS
CZINTER ON CHARGE THAT INDIAN HAS SOLD OUT TO WESTERN PRLSSURE
IN ORDER OBTAIN AID. BOTH OF THESE ARE FAMILIAR
REACTIONS, WELL CALCULATED TO APPEAL TO WIDESPREAD i
IGNORANCE AND EMOTIONALISM SURROUNDING THIS ISSUE. POl

9. MORE RESPONSIBLE ELEMENTS CONCENTRATING THEIR MISGIUINGS

OCN FEARS OF RUNAWAY PRICE RISES, STARTING WITH IMPORTED
COMMODITIES AND THOSE WITH IMPORTED'COMPONENTS, BUT .
LATER ENGENDERING SYMPATHETIC RISES IN WHOLLY INDIGENOUS
COMMODITIES. SUCH FEARS HAVE NOT YET BEEN MODERATEDBY SUCH
RZASSUANCES AS THAT GIVEN BY MIN FINANCE CHAUDHURI AT HIS :
JUNE 6 PRESS CONFERENCE (EMBTEL &357). e
BOWLES : A S s ks
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f%g !J. THESE FEARS HAVE, IN FACT, BZEN FANNED BY RUMORS OF
STR  UGZ PRICE INCREASES AND DISAPPEARANCE OF STOCKS SPREAS "
o BY PREYU AND PUBLIC DURING TWO-DAY TRANSACTIONS HOLIDAY. :
E JUNE 6 AND 7. OUR DIRECT OBSERVATIONS TO DATE IN DELHI s

‘CEA  INDICATE THAT SUCH REPORTS EXAGGERATED. SONE MERCHA- 05 ~

COM ARE INDEED ATTEMPTING TO PROFITEER BY CONCEALING STOCKS
FRB AND RAISING PRICES OF INDIGENOUS PRODUCTS (NATCEFS, SOAP

TRSY : :

PAGE TWO RUSBAE ﬂ98/2—w N—+—T-D—=p-T I XL

RSR AND EVEN FRESH VEGETABLES) AND OThu“S AREZ RELAYING TO
CUSTOMERS THEIR FEARS THAT WHOLESALE PRICES WILL RISE
SUFFICIENTLY TO SET OFF RETAIL PRICE INCREASES' OF AS
MUCH AS 15 PER CENT IN MANY LINES. OGN JUNE 8, WHILE ATTEMTS
AT PROFITEERINC STILL CONTINUING, PUBLIC APPARENTLY BECOMING
IMRESSED BY SIGNS OF STABILITY IN BULLION AND STOCK MARKETS.
THESE HAD RISEN SHARPLY IN UNOFFICIAL TRADING DURING' TWO
DAY HOLIDAY, BUT FELL ON JUst 8 TO LEVELS 3 TO 10 PER CENT
ABOVE PRE-DMUALUATION AND ARE EXPECTED STABLIZE FURTHER IN NEXT
FEW DAYS.

il« IN ADDITION TO MEASURES ALREADY TAKEN TO MINIMIZE PRICE

INCREASES ESSENTIAL IMPORTED CONSUMERS' GOODS
(EMBTEL 3358, PARA 4), GOI TAKING OTHER STEPS MAINTAIN

= Cuird B e § L TR
.'. I
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REASONABLE PRICE STABILITY. ACCORDING TO JUNE 8 PRESS,
TWO CABINET MINS (S.XK. PATIL AND SANJIVAYYA) BEING SENT TO
BOMBAY AND CALCUTTA, RESPECTIVELY, TO PERSUADE MANUFACTURERS
07 CONSUMERS® GOODS WITH IMPORTED COMPONENTS (VEGETABLE OILS, |
SOAPS, HOUSHOLD APPLIANCES ETC.) TO HOLD PRICE LINE TO EXTENT
POSSIBLE. :

'‘ANOTHER PRESS REPORT SAYS GOI PLANS ISSUE ORDINANCE IN NEXT
FEW DAYS PROVIDING STIFF PENALTIES , UNDER DIR, FOR PRICE

PACE THREE RUSBAE 498/2—6—0O0N—FE-I-DEN-T-TF+AL— g
FPROFITERRING AND BLACK MARKETEERING. PRIMIN IS ALSO REPORTED
70 HAVE TELEGRAPHED STATE CHIEF MINS INVITING THEM TO IDENTIFY
AREAS OF SCARACITY IN ESSENTIAL CONSUMERS' GOODS SO THAT

CENTRAL GOVT CAN TAKE STEPS DIVERT STOCKS TO STABLIIZE MARKET.

12. THERE IS STRONG LIKEL!HOOD THAT OPPOSITION AND MIS- o=
GIVINGS ABOUT DEVALUATION WILL MODERATE FURTHER AS TIME -
PASSES AND DIRECT OF PREDICITIONS FAIL TO MATERIALIZE,
EARLY ANNOUNCEMAIT IMPORT LIBERATIZATION (PROMISED WITHIN
TWO WEEKS) SHOULD PROVIDE FIRST IMPORTANT.CUSHION_ TO SHOCK.
OVER LONGER TERM, FURTHR BENEFITS SHOULD ACCRUE THROUGH -
RESUMPT ION INDUSTRIAL ACTIVITY IN WAKE INCREASED IMPORZV.

Ir IN MEANTIME GOVT SUCCESSFUL AVOIDING STEEP GENERAL PRICE
RISES, SHOCH OF DEVALUATICON UMOULD GRADUALLY QUIET DOWN
E?TOGETHER. BOWLES

I
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NSC 1. S K PATIL CALLED AT MY OFFICE ON JUNE 8 TO DISCUSS POLITICAL
INR SITUATION FOLLOWING MRS GANDHI®S DECISION ON DEVALUATION.
%gi 5, PATIL STATED THAT
KBARAJ*S FAILURE TO ASSOCIATE HIMSELF:WITH
DOD mRsS GANDHI®S DECISION 1S LIKELY TO HAVE PROFOUND POLITICAL
AID IMPLICATIONS. IF HE STAYS ON/B& CONGRESS PARTY PRESIDENT IT WILL
PC BE INCREASINGLY CLEAR THAT ¥: EXERCISES ONLY A MARG INAL INFLUENCE.
E IF HE RESIGNS THERE IS A DA#NGER ‘OF A SESK®OUS PARTY SPLIT. PATIL
AGR OBVIOUSLY EXPECTS TO BENEFIT POLITICALLY FROM THIS SITUATION.
ggg 3. PATIL STATED THAT HE GALLED ON MRS GANDHI SATURDAY TO ASSURE
TRSY
XMB
PAGE 2 RUSBAE 460 €—06—N—F—I—D—E—N-T—F—A+
'RSR MER THAT HE STOOD SOLIDLY BEHIND ANY DECISION SHE CHOSE TO MAKE.
HE TOLD HER THAT WHILE HE DID'NGT FULLY UNDERSTAND THE TECHNICAL.
IMPLICATIONS OF THE DEVALUATION PLAN HE WAS PREPARED TO TAKE
HER WORD FOR ITS SOUNDNESS. PATIL STRESSED THAT HE HAD
MADE HIS DECISION AND SHE COULD DEREND ON HIM. |
4, PATIL'S PRIMARY CONCERN NOW IS THE PRICE OF DOMESTIC: PRODUCTS.
A RISE IN SUCH PRICES JUULD HAVE SERIOUS POLITICAL . |
IMPLICAT ICNS AND EVERY EFFORT MUST BE MADE, HE SAID, TO HOLD
THE LINE: HE WONDERED IF IT MIGHT BE POSSIBLE TO MAKE SOME
#DJUSTMENT IN PRICE OF US FOOD GRAINS TO RELIEVE SOME OF THE
BURDEN OF GOI'S EFFORTS TO KEEP FOOD PRICES” STEADY.
5. PATIL STATED THAT BOMBAY WAS IN AN UPROAR OVER THE DE-,
DECLASSIFIED
E.O. 12356, Sec. 34
NIJ.94-180
BY-QQ——1NARA.MM
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VALUATION ANNOUNCEMENT AND HE WAS NOT LOOKING FORWARD TO THE

ASSIGNMENT MRB“GANDHI HAS GIVEN HIM TO DAMPEN DOWN CRITICISM
THERE. '

6 PATIL PLANS TO LEAVE FOR THE US ON JUNE 2cTH AND GO DIRECTLY
TO BOSTON CLINIC FOR A CHECKUP ON HIS THROAT CONDITION. KE
DID NOT BRING UP THE QUESTION OF OUR FIhﬁYCIhL ASSISTANCE
AND I GATHER THE TRIP IS BEING PAID FOR BY THE GOI. ALTHOUGH
NO LONGER NECESSARY WE APPRECIATE DEPT'S HELP IN QUICKLY

PAGE 3 RUSBAL‘. 480 6—0NF T b T H—FF -1
LINING UP POSSIBLE FINANCIAL SUPPORT FOR TRIP (DEPTEL 2399,

GP-3. BOWLES
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NSC 'REF: EMBTEL 2889 o
INR :
CIA IN HER SECOND PERSON-TO-PERSON BROADCAST TO NATION EVENING
NSA JUNE 12, PRIMIN GANDHI DEVOTED MOST OF HER TIME TO AN EXPLANATION.
OF DEVALUATION AND ITS EFFECTS. | FOLLOWING SUMMARY MADE FROM
igg OFFICIAL TEXT, WHICH CARRIED ALL MAJOR NEWSPAPERS THIS MORNING:
STR ‘1. DEVALUATION. DECISION TO DEVALUE WAS NOT EASY: TAKEN ONLY
E "AFTER MOST ANXIOUS AND SEARCHIN6CONSIDERATION. RESOLUTE >
AGR ACTION WAS NECESSARY. DEVELOPMENT IS AT STAGE WHERE POSSIBLE TO
ey REGISTER LARGE GAINS, YET DUE TO COMBINATION
COM =
FRB
TRSY PAGE 2 RUDSND 745 UNCLAS
SR OF . CIREUMSTANCES PLUS WAR AND DROUGHT ECONOMIC GROWTH ALMOST
HALTED. GOI DID NOT ACT UNDER FOREIGN "PRESSURE. DEVALUATION !
ONLY A START. .HARD, SUSTAINED, DISCIPLINED EFFORT NEEDED TO ACH-
RSR 1EVE SELF-SUFFICIENCY. DEVLUATION WILL HELP CORRECT SOME DIS- —

TORTIONS, BUT IS NO MAGIC CURE. IT SHOULD INCREASE INVESTMENT
IN EXPORTS AND IMPORT SUBSTITUTION.

2. LIBERALIZATION. ' INCREASED NON-PROJECT AID,MILL MAKE POSS-

IBLE SELECTIVE “LIBERALIZATION OF IMPORTS, THUS PERMITTING FULLER”

UTILIZATION OF INDUSTRIAL CAPACITY AND REDUCTION COSTS. ELI=-

\MINATION OF "UNNECESSARY AND IRKSOME CONTROLS"™ ALREADY UNDERWAY.
~URGENT ACTION BEING TAXEN TO RELIEVE CRiTlCAL SHORTAGES TO AVOID

LAY-OFFS AND SHUT-DOWNS. = _
3. PUBLIC SECTOR. DISCUSSIONS TO BE HELD ON INPROVING.

WORKING OF PUBLIC SECTOR. THERE MUST BE ADEQUATE RETURN ON RS..

2,080 CRORES INVESTED. PUBLIC SECTOR EXPANDING AND HAS
LEADING ROLE IN DEVELOPMENT - PERFORMANCE MUST IMPROVE,

GOVERNMENT MUST ALSO USE SkiLL, DRIUE AND INITIATIUE OF SMALL-

;sanE ENTREPRENEURS.
UNCLASSIFIED
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’PAGE 3 RUDSND 745 UNCLAS

.4. "PRICES. LITTLE JUSTIFICATION FOR PRICES OF NBN IMPORTED . :
"ITEMS TO RISE. GOI WILL DEAL FIRMLY WITH PROFITEERS. ASSURANCE°
(FROM RESPONSIBLE MANUFACTURERS HAVE BEEN RECEIVED. GOI ENSURING
‘REASONABLE RATES FOR FO0D, VEGETABLES OILS AND KEROSENE. . ]
{OPENING OF CONSUMER STORES AID FAIR TRADE SHOPS TO BE STEPPED o
‘UP. CONTROL ROOM TO BE ESTABLISHED TO IDENTIFY PRICE RISES AND'

5. ECONOMIC PROSPECTS. RAPID RISE IN PRODUCTION AND EXPORTS
PLUS MORE AID, CAN BRING INDIA TO STAGE OF SELF-GENERATING
GROWTH IN 123 YEARS. MUST AIM TO TRIPLE FOREIGN EXCHANGE
EARNINGS. EXPORT BASE MUST BE WIDENED AND IMPORT SUBSTITUTES
'DEVELOPED TO IMPROVE BALANCt .OF TRADE.

.6« AGRICULTURE. WITH THE ONSET OF THE RAINS, AGRICULTURAL
OPERATIONS WILL BE IN FULL SWING. -SEED, CREDIT, BULLOCKS,
FERTILIZER AND PESTICIDES MUST BE PROVIDED TO EACH FARMER.
AGRICULTURE IS FOUNDATION OF ECONCMY. THIS YEAR*S SCARCITY MUST
NOT IMPAIR N:.XT ¥ EAR'S CROP. : ;

7. FOURTH PLAN. PLANNING MUST BE METICULOUS; IMPLEMENTATIONS
QUICK AND EFFICIENT. TRIBAL PEOPLES, HARIJANS, LANDLESS AND

PAGE 4 RUDSND-745 UNCLAS

OTHER WEAK SECTIONS OF COMMUNITY MUST HAVE NEM DEAL. POVERTY
WILL BE DEFEATED BY UNITED AND CONSTRUCTIVE ACTION OF INDIVI=-
DUALS, PRIVATE AGENCIES, ORGANIZED GROUPS AND GOVERNMENT.

g, DIVISION OF PUNJAB. UNANIMOUS RECOMMENDATIONS OF COMMISSION
ON REORGANIZATION OF PUNJAB WERE ACCEPTED. . e |
DECISION TO MAKE GHANDIGARH UNION TERRITORY AND CAPITAL OF wsuvk-
BOTH HARIANA AND PUNJABI SUBA BOTH NECESSARY/AND WORKABLE. ¢ !

4]
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CIA DEVALUATION AFTERMATH i
NSA |
B REF: EMBTEL 3381 |
AID l. DURING PAST SEVERAL DAYS, INTIAL FURORE OVER DEVALUATION !
STR HAS SUBSIDED FURTHER, WITH FEAR OF INFLATION EMERGING AS MOST |
E PERSISTENT AND PREVALENT NATIONAL CONCERN. THIS CONCERN IS |
AGR SHARED ALIKE BY SIMPLEST VILLAGERS, SOME OF WHGM REPORTEDLY !
THINK PAPER CURRENCY HAS BEEN DEBASED IN TERMS OF INDIA COINS, |
CoM AND BY SOPHISTICATED BUSINESSMEN AND POLITiCO-ECONOMIC :
CEA COMMENTATORS, WHO RECOGNIZE THAT EFPFICACY OF BITTER' .
GRB ‘
TRSY
XMB ‘
DEVALUATION PILL WINGES TO GREAT DEGREE ON CONTAINMENT OF 7}
RSR INFLATION.

2. THERE IS, TO BE SURE, CONTINUED SNIPING REGARDING TIMING 4

AND MANNER OF ANNOUNCEMENT. COUPLAINTS ARE ALSO DRIBBLING IN

TO GOI FROM COMMERCIAL ELEMENTS WHO STAND TO INCUR SOME

DEGREE CURRENT LOSS FROM APPLICATION ONE OR ANOTHER ASPECT .

DEVALUATION AND ACCOMPANYING MEASURES. OPPOSITION PARTIES BOTH

LEFT AND RIGHT ALSO CONTINUE INVEIGH AGAINST MOVE, THREATENINGI

ORGANIZED AGITATION, CENSURE MOTIONS WHEN PARLIAMENT {

CONVENES, ETC., THESE ELEMENTS, PARTICULARLY LEFTISTS, SEIZED |

UPON WRITTEN STATEMENT BY MIN FINANCE CHAUDHURI TO CONGRESS |

PARLIAMENTARY PARTY MEET ING (REFTEL, PARA 7 THAT QTE ACTION

(RE DEVALUATION) COULD NOT BE POSTPONED AS ALL FURTHER AID

NEGOT IATIONS HINGED ON IT UNQTE AS ADMISSION DEV&LU&TION
LIMITED OFFICIAL USE/
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SOLELY RESPONSE TO PRESSURE FROM AID DONORS.

3+ WHILE RESPONDING OCCASIONALY AND IN RELATIVELY MODERATE
TERMS TO SUCH SECONDARY REACTIONS, GOI SPOKESMEN HAVE CHOSEN
TO CONCENTRATE MAIN ATTENTION ON INFLATION THREAT. THIS
SUBJECT FEATURED MOST PROMINENTLY IN PRIMIN'S JUNE 12 RADIO

BROADCAST (EMBTEL 3428), IN MIN FOOD AGR SUBRAMANIAM'S JUNE |

10 STATEMENTS TO NEWSMEN IN HYDERABAD, AND IN MIN FINANCE
CHAUDHURI'S JUNE 13 REMARKS AT NA INFORMAL MEETING OF CONGRESS
PARLIAMENTARY PARTY FROM THESE STTEMENTS, IT APPERS

FOLLOVING MAJOR STEPS TAKEN OR PLANNED IN ADDITION TO

THOSE MENTIONED REFTEL PARA 11:

A. SUBRAMANIAM ANNOUNCED FOURTH PLAN COOP-STORE PROGRAM

WOULD BE ACCOMPLISHED ENTIRELY THIS YEAR, INVOLVING ESTABLISH=-
MENT 199 WHOLESALE CONSUMER STORES, 102 RETAIL CONSUMER
COOPERATIVES, AND UP TO 56 GOVERNMENT DEPARTMENT STORES IN
URBAN AREAS. (MIN FOOD AGR SOURCE CONFIRMED TO EMBOFF WORK
ACTUALLY UNDERWAY THIS PROJECT.) SUBRAMANIAM ALSO QUOTED

BY MEWSMEN AS THREATENING CONSUMER GOODS LEVY, IF NECESSARY,
APPLYING TO SUCH ITEMS AS SOAP AND COSMETIC S, WHICH HAVE
BECOME SCARCE SINCE DEVALUATION.

4. B. ALL THREE SPOKESMEN FORECAST CONTROLS AND PUNITIVE

ACT IONS, AS NECESSARY, UNDER cSSeENTIAL COMMODITIES ACT. OF
1955, RATHER THAN DIR,.AS INITIALLY SUGGESTED REFTEL - PARA
11, ONE PR&SS REPORT, AS YET UNCONFIRMeD, STAES THAT

CENTRAL GOVERNMENT HAS ALREADY DELEGATED POWERS TO STATES TO
TAKE ACTION UNDER 1955 ACT. i

 'Ce CHAUDHURI QUOTED AS SAYING THAT THREE-MAN CABINET
SUB~-COMMITTEE , ALONG WITH STAFF ASSISTANTS, MEETING DAILY
IN QTE CONTROL-ROOM UNQIETYPE OPERATION TO SCAN R£PORTS ON
PRICE MOVEMENTS AND CHART ANT I=-INFLATION MEASURES.

o i i iakia b e

IR SRS B -

D. CHAUDHURI ALSO ANNOUNCED PENDING APPOINTMENT OF QTE COMMISSIONER

OF CIVIL SUPPLIES UNQTE AT CENTER TO COORDINATE AND SUPER-
VISE MEASURES FOR ENSURING SUPPLY ESSENTIAL COMMODITIES ﬁf
FAIR PRICES.

4. WKILE GENERALIZED INFLATION FEARS STILL BEING FED BY STORIES
SHARP PRICE RISES AND SCARCITIES, ONLY INDEX AVAILABLE COVERING

PERIOD SINCE INFLATION (WHOLESALE PRICE INDEX OF BOMBAY
" LIMITEp OFFICIAL USE
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-3- 3455, JUNE 14, FROM NEW DELHI

NEWSPAPER, ECONOMIC TIMES) SHOWS MARGINAL RISE OF LESS THAN |
NINE- TENTH OF ONE PERCENT IN WEEK ENDING JUNE 11. GOLD BULLION
PRICES BOTH DELHI AND BOMBAY WERE STILL ON JUNE 1@ STILL SOME

12 TO 14 PERCENT ABOVE PRE-DEVALUATION LEVELS, THOUGH FAR

Bel.OW SHARP INCREASES REGISTERED ON FIRST TWO DAYS, APPARENTLY
REFLECT ING PERSISTING RUMORS OF QTE DEMONETIZATION UNQTE

(EXCHANGE OF MHIGH-DENOMINATION CURRENCY) WHICH IS CAUSING HOLDERS
OF QTE BLACK MONEY UNQTE NO BID UP PRICE OF GOLD. STOCK MARKETS,
ESPECIALLY IN BOMBAY HAVE REACTED RATHER EBULLIENTLY IN WAKE
DEVALUATION, ALTHOUGHIT NOT RPT NOT CLEAR WHETHER INCREASED $
TRADING REPRESENTS GRUDGING FAITH EFFICACY DEVALUATION OR |
HEDGING AGAINST INFLATION. i

5. GOI CLEARLY TAKING INFLATION THREAT SERIOUSLY, BUT IT
TO EARLY TO JUDGE WHETHER ABOVE-MENTIONED ACTIONS AND PROPOSALS
WILL BE EFFECTIVE. PUBLIC STATEMENTS DO NOT RPT NOT YET SEEM
TO HAVE QUIETED WIDESPREAD FEARS THIS SCORE, ALTHOUGH REITERATION
OF PRINCIPLE THAT THERE NO RPT NO REASON FOR PRICE RISE .
DOMESTIC GOODS MAY HAVE STIFFENED CONSUMER RESISTANCE AND J
' FORESTALLED PANIC BUYING, OF WHICH THERE SCARCELY ANY EVIDENCE i
S0 FAR. IT ALSO FAR TOO EARLY TO TELL WHETHER FISCAL MANAGE-
MENT, WHICH MORE CRUCIAL IN CONTAINING INFLATION THAT PRICE
CONTROL MEASURES, WILL BE ADEQUATE (PRIMIN HAS SAID SHE WILL ;
SOON ADDRESS STATE CHIEF MINISTERS ON NEED FOR FINANCIAL |
DISCIPLINE). '
6. FAIRLY THOUGHTFUL EDITORIAL JUNE 14 STATESMAN PERCEIVES 3
POTANT IA PROBLEM OF COURTING DISTLLUSIONMENT /THROUGH STRONG
GOVT REASSURANCES THAT PRICES OF ESSENTIALS WILL NOT RISE" :
. WHEN, BOTH BECAUSE OF SIDE EFFECTS DEVALUATION AND CONTINUING |
'INFLATIONARY TREND RECENT YEARS, SOME RISES PROBABLYINEVITABLE.
WE AGREE, BUT® FEEL GOI WILL HAVE GONE LONG WAY TWOARD OVER=- i
COMING OBJECTIONS TO DEVALUATION_ AND PRESERVING ADVANTAGES ,
THEREOF IF IT CAN RESTORE INDUSTRIAL ACTIVITY AND SURVIVE |
COMTNG PERIOD WORST FOOD SCARGITY WITHOUT UNDUE RISE PRICE i
LEVEL CONSUMER GOODS. BOWLES .

g

!
|
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1. The President has approved the following US position regarding aid to
g Inﬂ.‘i.a'

(a) We aceept the requirement of $900 mit non-pro:ject ald as calculated
by the World Bank; (U.S. $100 mil commodity loan ennounced by VP in Febr. is
cq._;nted toward this total); “ .

; (v) we are p‘mpmd'to negotiate an immediate non-project loan in the
amount of $150 mil;

(c) we are prepered to make further non-project loans to Ind.'@a after o)
Concressional action in order to meet share in financing India's non-project
-#id vequirements for the year, and ¥bEIwe now contemplate an additional loan
in the amoupt of $130 mil. This latter loan vrcmld be su'b.jecf to Congiessional
action. We now contemplate thiit this would complete our E‘s?trmmbn bringing’
.U:S. total to $380 mil or 42 percent, which U.S. share recent years total
pledges. .

2. As a fall back position, the President has further R ———
increase the contingsnt portion of owr contribution o be provided after Cone -

g‘essional act:!.dn, by an amount up to $55 mil which could be Pfinanced by AID,
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or by a combination of AID and Export-Import Bank resources, This totai
package assumes India sustains economic liberalization, avoids arms race
and pEXE pursues peace on sub continent.

3. Subsequently, Macomber conveyed to Woods points (a), (b) and (c),
further qualifying (c) as subject to appropriate burden sharing by other:
donors. Woods indic:ted he did not expect have word fromxBritish,regard-
ing their contribution until June 15, By that date Woods estimates cone
tributions of US, UK, Canﬁga (which he now contacting) and Bank will
total somewhat over 700§ mil. He plans to convey this figure to Indians
June 15 nbfing US conditions of»Congressional action and appropriate
burden sharing.

4. ﬁEE&é“ position as we understand it is that if Indians require
immediate response to their query regar.ing resources to support reforms,
figure of $700R mil is best Bank can do at this time. Additional
contributions will take more time. -

5. Principal problem Bank has encountered so far in rounding up
contributions has been with Germans. ‘loods has informed us in confidence
that in response to his latest'query German Minister of State Westrick
(please protect both sourccs) h#s replied as follows:

"We are, as 1 Explainel te your collaborators, in very hard

budgetary discuss.ion€. 1t seens to me impossible to come to a fimal
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decision regdrding the aid for India within short time. I hope that

we will continue in principle to support the Indian economic development
but we cannot give assurances at the present time."

6. Bank as yet has no report from Japanese who next most significant
contributor. Bank meeting June 7 asked early réport frbm all including
wsmaller donors but mno reports yet in.

7. 1in our viewfgg%ig 8700 mil figure is far from what we or Indians
had ho@éd for, there is reasonable prospect for reaching goal of $900
mil given time. For example, if, on top of $700 mil from Bank US Canad:
and US, others only match their last year non-project pledge the total
would be ovef $810 mil. Obviously BYX look for increased non=-project
contributions from others, particularly Germﬁny, Japan and Italy.
Principal problem, of course, is the Germanshand it is up to Indians,
at least in the first instance, to press the Germans for eérly

adequate contribution. Ve are making this point to Indians here.
Japanese are also rather unknown factor since Bank has not yet made
serious individual effort with then.

/8. Above information is FYI for the present. White House has
'authorized us to convey points (a), (b) and (c) to Indians, but we

believe we should defer this unbil after Bank has given its overall
response. We will notify you by L'MEDIATE telegram when this has
been dome. ' ‘ :
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roblem of US Military Assistance to India and Pakistan

I Perspectiv

W

-

If there is to be significant future military assistance to either

India or Pakistan,.and if it is to be coherent, it must fit within an
agreed context of US political and economic policy. Ia particular, it
should be derived from the character and dimension of the economic
3i id bargaein we are able to strike with one or both countries, for it is
only in the potentizl of our economic aid that we may possess the
pecessary leverage to restrain military spending, impose limits on
force levels, and mduce a broad Indo-Pak accommodation. In preseat

, and Joresccable circumstances, adequate leverage is not obtainable

| dfvom US military aid to either countzy. . MW&nce to the

|_ subcontinent must a.cco*dmr“ly be treated as a subordinate eleznent of

Us policy. .

As 2 resultl of recent conversations in Washingtea with Shozaib and .
Mehta, boith Pakistan znd I-.c“.c. have made progress toward raseting

the conditions required by the US and the World Bank to elfect restoration

PO e 1%

of cconomic aid. It is well to remember that these conditions are
different in each case. As to India, they relate zlmoest excluswel}r to
- a\,o*m‘mic reform, as we have no fundamerXal differences with India's
' gn policy. As to Pakistan, they are primarily &ol‘-_ncal, reflecting
our concern at the uncertainty of Pakistan's basic foreign policy
orientation.

H.

Because we are determined not to fuel an arms race in the sub-

continent and wish to see both countries aveoid a waste of limited rescurces

which would drain away the hopes of effective economic development, we
are also working to put a ceiling on the total military expenditures of
each country (including the foreign exchange component). Specifically,
we 2im to impose 2 rezsonable arms limit as a condition of ccom_;eig
7 ,‘Ld_-:_a_]j_pﬁt which takes account of both economic strength and genuine
! : defcnse requirements.

L s

L. Political Situation in the Subcontinent.

s The Tashkent meeting in Januwary produced encouraging agreement
on withdrawal of forces back within national boundaries, a foreswearing
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of force in fvture dealings between the two countries, and 2 continuing

political dialogue on outstanding d-““ences The withdrawal was

eiiecte smooch_y and a meeting of Ministers was held in eazrly Mzaxrch
ocess of political 1-=co~1c1hatlon. But this did not go well;

sed to discuss lesser questions until Kashmir was formally

adcressed, and the Indians demurred on Kashmir. As a ::esz:.l y InGiza

£ 43 Pﬂ,.\

n with a serious breach of the "Spirit of Tashkent' and
f future meetings was placed in doubt.

Sirnce March,- events have unfolded slowly and there has
yet no restoration of significant US economic or military aid.
result is an inconclusiveness that is causing frustration in both countries.
The complexity of the issues, the limited maneuv;rabk..»y ci both govern-
raents, the underlying tension and hostility, and US iasistence on the
assurances necessary, in our judgment, to prevent a recurrence of the

September war have all contributed to this ‘sitvation. Frustration is far
more acute in Pakistan which continues embittered by the loss of 'GS

military assistance and possessed by a paranoid fear of ..nd...:.-‘ aggr sion,
but which at the same time cannot moderate the intensity of its clzims to
L{ashmi:. Bhutio continues to proclaim that Pakistan and Xashmizr are
ably linked!, and our L.LMIrrwnce now indicates that, by a

the highest levels, the Paks are preparing to provoke anctiher
limited" crisis in Kashmir as a means of 5»..;.;.1 g the issue
before the UN. India, as the *er"'liorm‘ly sa::.s.’:':::c. power
ntinuing recipient of substantial military equipment from the
reater moderation and steadiness, but is unyieldin
hralx question. 1A%

the political situation on the subcontinent
uncéertain, with both sides aware that many hopes rai

{n
(] .-J.
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I, Military Aspects.

1. Pakistan.

t present it is clear that Ayub's first preoccupation is militazy
ainst Inma and there is no doub that, under pressure from

nse zhead of cg.vc.‘oames-i and is determm‘.c.
vc.bhsnment froxm wnc.l. ever sources are open to :'W‘ and to| W

‘”'v&hai;eva" level appears necessary to appease the military lcaders. 2
“akistan is rearm.*:.cr, not merely to make good its combat losses, but

2
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in an apparent efiort to regain the more favorable ratio of forces (3 to 1)
that cxisted before 1962. Four new infantry divisions are being created,
=711
11 =

whick will raise the total “ The Air Force is being reconstituted

with MIG-19s from Chin Lo Spare parts for F-86s from a variety of

Western sources. Three French submazines have been purchased i
———— s ——

early delivery. ey

From a pre-crisis military 'ba lget of less than $300 million
per year (including about $75 million in foreign exchange, of which
$40 million was MAP grant), the 'Pa.ks are now spending an estimated
$525 million per year (including about $147 million in foreign exchange).
The carlier level amounted to about 3% of GNP; the current level

A Pal' aide-memoire of 17 May, which représents the formeal .
US proposals set forth in the recent Bell-Shoaib talks

7
;:.‘.;icl in part that '"we would be failing in cur duty to the country if we did
not produce a reasonable deterrent, especially in the light of India's

ruinous military buildup. Broadly, any ratio which gives India moze

{hana twice the Pakistan forces would not give Pakistan an assurance of
e ——

a.k ¢

security''. The aide-memoire added ;-ow\.yer that, since such a leve

of eifcrt ie beyond the country's asour"*", Pakistan intends to hold
military spending to $450 million for 1967 (including a foreign exchange
coraponent of $105 million) on the assumption that India will "exercise
a similar "astrain‘.”. The aide-memoire asseridd that India's military
expenditures are now $2. 6 billion per year.

- ..;; Cla zppearsto be creating two and perhaps threg new fzmy
...ﬁvh.uo.-s.wv & total of 24}/ and steady improvement and modernization

have cu._-.n'i....,d since the war laa.., fall. According to the World Bank,
the military budget has risen slig:
o

cghtly ap @ result of inflation and pay
increasss, etc., to a level of about $1.9 billion. There is some ambiguity
and evasiveness about the Indian foreign exchange component. Accordin
to oificial Indian figures, India is holding within the roughly $300 million
per year established in the US-Indian 1964 Memorandum of Understanding
W d, but Soviet equipment is being calculated on » payments
rather than a delivery basis, which understates the value of Sovizt

eguip mer-.’.: ac..ua n)' received. AID estimates that the foreign exchange

corn pc nent would approximate $450 million if this equipment were com-
puted on a delivery basis, s ==
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The Indian Government appears to have confidence in ifs present
level of military strength, and a sober awareness concerning the dangers
of excessive military spending. There are no extreme pressures for a
sharp increase in either force levels or military expenditures at this
time. China is regarded as the principal danger. Pakistan is regarded
as a manageable problem by itself, yet one which causes grave concern
when considered in combination with China.

3. Force Level and Expenditure Ratios.

‘In 1962 the Indo-Pak ratio of forces was about 3 to 1 (550,000 vs.
179,000 men) and the ratio of expenditures was 4.8 to 1 ($1.03 billion vs.
$216 million). Following the ChiCom attack, India substantially enlarged
and strengthened its forces, while Pakistan remained at the 1962 level.
By 1965 this brought the ratio of forces to 4.9 to 1 (925,000 vs. 189,0C0

3

imen) and the ratio of expenditures to about 6 to 1 ($1. 8 billion vs. $295

imillion). Since the September war, the Pak rearmament effort has again
shifted the force level ratio to about 4.4 to 1 {942,000 vs. 212,000 men)
and the FY 66 expenditure ratio about 4 te 1 ($1.9 billion vs. $525 million).
Tabs A and B present historical summaries of these two ratios as between
India and Pakistan.

t is probable that Ayub, Shoaib and other responsible Paks
seriously desire a reasonable limit on defense spending, for a protracted

arms race with an inherently larger and stronger India would ruin Pakistan'

hopes of economic progress. O"z_ii'x/e_o_.hﬁ_._nud the armed forces may

be forcing Ayub into a contradictory position. Humil iated by their lack

‘of success in.the S\,Dt-é}rhfber war and determined to chver ify their supply
basg, the military leaders are urging that Pak forces be built back to at
least the 3 to 1 ratio prevailing in 1962. It is not clear, however, whether
they appreciate the quantitative implications of this aim in the context of
1966 levels of effort. For example, if Indian levels were to remain as at
present, Pak forces would have to rise from 212,000 to over 310,000 men,
aad military expenditures from $525 ta $650 million, in order for Pakistan
o ”*edress the balance'!'. And this assumes, of course, that Indis would
not respond to s‘uc"n a development by increasing its own arms effoxt.

e

Indian leaders have expressed a willingness to discuss reasonable
Indo-Pak ratios of force levels and military expenditures, but oanly if the
significant diffierences in population and GNP, as well as the Chinese

%

threat along 2500 miles of India's border, are recognized.

Qzﬂf'\l‘“\ -—-—I-'
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Accordingly, there is no assurance of a downtura in military
spending on ¢ither side. Indeed, elements of a serious new arms
race in the subcontinent are present.

iv.

m

necial Factors.

There are two special factors in the Indo-Pak equation that bear
with particular point upon the consideration of future US military aid to
the subcontinent. One is the Pak-ChiCom military supply relationship;
the other is the sum of cumulative pressures on India to '"go nuclear'.

1. Pak-ChiCom Military Supply Relationship.

factor that now seriously complicates consideration of further
US military aid to Pakistan is the decision of the Ayub government to
accept substantial quantities of modern arms from Communist China.
The Paks have been quite candid about the fact of their ChiCom military
upply relationship, but singularly evasive as to its details. Relations
tween the MAAG and the Pak armed forces have become attenuated,

U}

o'

~
access to Pak bases has been denied, and a joint Embassy/MAAG
assessment is that Pakistan will not in future permit the end-use inspection
of any US equipment provided under a grant or sales program, including
g{u'pmen. already on hand. US Lntdhg ence indicates that up to ¢C0
Chi En,se tanks and 45 MIG-19s, as well as substantial quantities of
artillery and small arms have been delivered, t?pat more equipment is

co:n;n-f, and that China has also offered a comprehensive arms arrange-
aent including defense production facilities (e.g., a tank factory).

=

% For the sake of achieving some kind of economic aid bargain in
e talks with Shoaib, efforts were made to aveoid imposing unpalatable
JS conditions. We did however seek agreement on a military =xpe~1m“"re
\i eiling. DBut while indicating our serious concern at the implications of
i he Pak-ChiCom supply relationship, we did not make alieraticn of that
elationship a condition of economic aid. The State Department judgments

o
=

o cf &

unaerly.-md this position were that Pakistan will not rollback its relations
N e

ith China for the sake of economic aid, and that a continuing Pak-ChiCom
et O
military suoply‘ relationship is not 1ncom-oa.t1ble w1th US economic 2id to

Pekistam.

——

ISA believes the second judgment is open to guestion, for one

cannot be confident that it would hold in all foreseeable circumstance

1f, for example, Pakistan should allow China to become its sole or pr_g»-

dominant military supplier and thereby either (1) use the Pak-ChiCom
5 ?W—"

\}.}_, .“HU- i



relationship to pressure or threaten India on Kashmir, or (2) be use
as an instrument of ChiCom policy against US interests, continuati

of US economic aid to Pakistan might quickly become infeasible in terms
of US domestic politics.

The Pak-ChiCom military supply relationship appears as a
much more formidable obstacle to the restoration of any significant
US military assistance to Pakistan, Indeed it secems to reinforce a

umber of fundamental barriers whose full chmens:.ons have become
apparent only within the past year, Beginning in 1954, we provided

- m .

Pakistan with military assistance on the assumption that its forces

would join with us in resisting Soviet attack from the north (and pos ..y

Chinese attack from the east). We did not fully appreciate at the ti

that Pakistan's object in acquiring arms was primarily to protect its elf

against India and to gain leverage for its claims to Kashmir. It is

doubtful whether US opinion would have supported military aid to Pakistan

for those purposes, but for many years the reality of the Soviet military

'1. hreat and the non-alignment of India served to blur the‘issue; moreover,
e MAP program did contribute to Pak stan's internal stability, it

‘c'.‘ne rence to CENTO and SEATO, and its willingness to accept US special

facilities.

r!

But now that the overt Soviet threat to the subcontinent has

eceded, it is no longer poss:me to disguise the primary purpose of
Pak armament, nor to justify it in terms of the Soviet threat; and the
econdary purposes served by the MAP prdgram do not by themselves

onstitute a convincing rationale. Th us any significant US military
assistance to Pakistan would be seen by all parties--Pakistan, India, the
US.Congress and other nations--as primarily th uS support of Pakistan
zgainst India, Moreover, unless we could assure that a US military aid
program would wholly displace the ChiCom supply, we would be placed i
the public position of 'sharing with China the rearmament of Pakistan
gainst India~--a position that would flatly contradict our basic stance
in Asiza vis-a-vis China. It seems quite unrealistic to believe
a 1arge-5g.a.le US miilitary aid program could completely turn ¢if the flow
of ChiCom equipment, for Pakistan is determined to diversify its sources

of military supply and thus to gain freedom from dependence on any one
country.

}U (5

0]

., f“

In the situation now ;acmr' us, there is grave danf'eL that Chi:

R

influence will grow in Pakistan to the detriment of Indian, US and uliimately

of Pak interests. But we cannot surmount this dano‘er by en 1gaging in &én
ct

drwsTcotanetition in Pakistan., It is probably too late to eliminate the

No) iaa e b e
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Chinese supply position and, as indicated, the attempt would run hard

in of broader US interests in Asia. Substantial US
o Pakistan would, for example, imply “’1.:._,0: mutual US-
Pak interests when in .{a.ct they have proved to be tenuous; it woul
] i onfuse our stance in Asia; and it would do grave damage to

it ¢t of a promising US relationship with India--2a nation of faxr

g rinsic weight and consequence, the world's lar gest functi ning
< cracy, and a government and people with whom we may reasonably
Zope to develop a common view of basic security problems in Asia,

H]

;.ese onsiderations strongly suggest that smn..‘.canf: US military
ssistance to Pakistan would not be a policy in the national interest for
fo:eseeable future, nor tenable in terms of our domestic politics.

g
by
(0]

2. The Pressures on India to "Go Nuclear!.

The third Chinese nuclear explosion has sharply increased
cssures on the Indian Government to move into a nuclear weapons
program. Ambassador Bowles believes that if no adequate alternatives

become available, the Indian Government wilil be unable to withstand
public, press and parliamentary pressures for more than two ozr three
years--if that long. His views are shared by Albert Wohlstetter who

visited India in mid-April. Wohlstetter concluded, on the basis of talks
with a wide range of leading Indian public and private officizls, that
India would (in the absence of adeguate alternatives) initiate a nuclear

§ e~

Co

weapons program after the ChiComs suctessiully test a missile delivery
system capable of reaching Indian territory. The Chinese are expected
to have opera*‘iOna.l MRBMs in the 1967-68 time frame. EHe also found

in India an "abysmal ignorance! of the actual costs involved in developing
even a small nuclear force, and he recommended a concerted and continuing
educational effort on cur part to make the Indians aware of the enormous
cost of an operational nuclear defense system.

Mrs. Gandhi's "no-bomb'" policy will probably endure the
current round of debates in and o;...s;.cu. the Indian Parliament. While

numerous parliamentarians oppose the policy, no important leader, such
as Defense Minister Chavan, has given any signs of defecting; but the
pressures are heavy and continuing. OCn '_1 May, Mrs. Gandhi faced an
almost vnaaimous sentiment in favor of the bomb at 2 meeting of the
executive committee of the Congress Party, and yielded to the extent of
declaring that ""The defense of our territorial integrity will be the para-
mount consideration'. i
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Ambassador Bowles believes that we must go forward on one
r more of the following possible courses if we are to have any serious
nce of averting an Indian decision to build nuclear weapons:

O
3

f:

- offer to India a unilateral US guarantee against nuclear
blackmail or attack (this confronts the dual difficulty of India's policy
of non-alignment and the present uncertainty as to whether the US is

prepared to extend 2 unilateral guarantee),

- encourage India to participate in a worldwide nuclear
agreement, under US and Soviet sponsorship, which would (2) incorporate
ple of seli-denial by the non-nuclear powers and (b) extend o
them the protection of the US, Soviet and UK nuclear shields (the problem
with this aiternative is the marginal prospect of getting Soviet agreement).’

- expand present US-Indian joint efforts to improve Indian

ection of ChiCom nuclear and missile capabilities. Implicit in this
o -oousal is a wider and deeper exchange of views between GOI and US
sc::.ent;.f..c and military personnel {an interchange of this kind would give
us the opportunity to acquaint the Indian leadership with the complexities
and costs of a meaningful nuclear weapons program, but this is obvious ly
an inadequate course of action standing al one).

- assist India to increase its conventional air defense ca*_:.;-—
bilities as a means cf improving deterrence against manned bombez
attack {carrying conventionzal or nuclear weaponk); at the same time,
reaffirm or extend the 1963 US-India agreement to consult on the air
defense of India against China. (this might buy valuable time for the
further consideration of more basic alternatives--e.g., a nuclear
guarantee, or an Iadian nuclear weapons program--but there woul

severe repercussions in Pakistan).
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The NSC is to consider all aspects of the Indian nucl
on June 9. Discussion here is accordingly confined to the maj
of the last alternative above, as only this course of action would

affect US military assistance policy in the subcontinent,

The depth of subcontinental mistrust and the complexity of
existing political alignments appear to permit of no painless US approcach
to India's nuclear dilemma, for even meastres which are no more than
intermediate palliatives, in the strategic uclear context, would seem
force far-reaching choices upon the USC. the choices are to be made

with the deliberateness and awareness .“:.:.’.: the transcendent nature of ihe




issues demand, we must be as clear as possible on several questions:
{&) What are the chances that increased m-‘-.li';:az-\; assistance directed to
air defense would produce the US-desired result in India? (k) What is
i3 clative importance of non-proliferation in the scale of US priorities?
} What are the real prospects for US-Pak relations even if we do

/
ursue a military assistance policy that discriminates in faver oi

The pros and cons ci a military assistance policy designed {0

pre-empt an Indian nuclear decision are examined in more de ta.- in
<
L

V. Alternative US Military Assistance Policies.

2d cons of plausible alter-

There follows a brief analysis of pros an
India and Pakistan.

native US military assistance policies for

h and Czredit Sales to Both Countries.

,..o
O
(3]
w

1. Continued \o letha

Assuming we reach an economic aid bargain with each country
(including US-Pak and US-Indian agreements on military budget ceilings),
we would put our main reliance on economic 2id. On mi
would hola to the present or-cy', wi'i:h pernz_ps a more liberal deifinition

Without trying to impose specific limits on the chazacter or

dimension of the Pak-ChiCom military supply relationship, we would
sho“cuy' urge the Paks not to "oecome dependent cn China, z;:';c‘-. would use
- e S e e

| ou? economic aid id leverage to move them toward non- C:m:um,, non-US
sources (r_.urope Co*ﬂ*nonwea.un, Japan, Iran) for the purchase of

-

milit tary eompment this would involve coniidential assurances to certzin
countries that we would look with favor on their supplying reasonable amount

¥

of zquipment, including items of US origin.
The Indian reaction would be generally favorable. This policy
would give them continued access to US defense proaactmﬂ svpport and
cther non-lethal items neecded to complement their continued flow of lethal
military hardware from the USSR'and the UXK; and it would ensble the GOI
to avoid the sharp, disruptive reaction of Indian public opinion te » US
policy that mvolved the direct shipment of US lethal items to Pakistan.

Such a policy could not expect to restore close I'CL:.«.-O....: with
the Pak political and military leadership; on the military side 1n pard

f.-' r;,
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az slow ercsion would probably con‘t/i,n"-f.c, resulting in a possible elimi-
~ation of the MAAG at some point. On the whole, however, such a
olicy, grounded in economic aid and accurately reflecting the limited
common purposes of the two countries, should permit correct and
reasonably cordial US-Pak rclaticns; it should also assure the
uninterrupted use of Peshawar for at least several years.

The US would also benefit by avoiding the untenable role of
arms supplier to both sides in a situation still characterized by tension
hic stility and the absence of political settiement. A disadvantage of thi
policy is that it could sw*'ousw’ inhibit US efforts to prevent owj delay

a2n Indian decision to go nuclear, if we were to conclude that significant

Dl“

Q mill rg__a_is sistance w_asférﬁ?zmr** £ in Juce“r\ent in the ach hievernent of
-\ “that US objective. g

2. Cash and Credit Sales of Lethal Spares and Defensive Items
to Both Countries.

Assuming econamic aid agreements (including agreed military
expenditure ceilings), we could consider extending the present military
assistance policy to include lethal spares and selected '"defensive'' items
to both sides. The first question to consider is what we would expect
to gain by going lethal, for by hypothesis we would already have an
agreement on a military ceiling as a condition of economic aid.

With respect to Pakistan, the purpose of providing lethal items

would be to moderate, curtail or terminate the Pak-ChiCom military

relationship., The provision of lethal spares would give Ayub welcome
relief firoxa the high cost of restoring the combat readiness of his major

US equipment; but there is widespread agreement in the USG (fully shared
. by our Embassy in Rawalpindi) that a policy of lethal spares, either alone
M‘fa’ —ox ccﬁmbin...d"wl‘.:“ reasonable quantities of "'defensive' items, would have
) __...le or no effect on the present Pak-Chi Com. arrangement. Our Embassy
zeports that a US military assistance program, in order to exercise any
significant influence on Pak policy, must vide for modernization,

augmentation, unhampered utilization, and g uaranteed supply. A modest

(€]
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program of lethal spares could not meet the first two s..’Dw.m.ho*zs, and
our basic uncertainty regarding the dir --c‘;". n of Pak policy precludes our
me ti':.:_;, the latter two desires. We therciore cannot expect t "ol".l;:—.cl',
? nor probably even to influence, the Pak-ChiCom arrangement with a
’ T;o:lzy of small- sca.le “lethal m;hta.ry aid,
10
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At the same time such a policy would have a sharp, negative

cifect in India. Ambassador Bowles has repeatedly expressed the con-
iction ''that the one thing the framework of Indo-American relations
ca:-u not support now is resumption of supply of uS lethal equipment,
i ling spare paris, to Pakistan''. He argues tha a move would
throw away all of the confidence a"xd understanding gaine by Mrs, Gandhi's
isi Vashington, because it would strengthen the hand of the radical
na Menon and Co.) which insists that United States policy cannot

be trusted to support Indian basic interests. The several US Consuls
1 3 have reaffirmed this '"hard political fact''; they
believe the adverse consequences would be great and lasting, not temporaxy
or easily surmounted. Moreover, the military benefits of such a policy

for India would be marginal.
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posted throughout Indi
:
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To the US Congress and to world opinion generally, renewed
deliveries of lethal equipment would represent a US return to the policy
of arming both countries before there had been any definitive political
seconciliation, Also, the US would unavoidably appear to be sharing with
Comrunist China the rearmament of Pakistan against India

enewed Militarsy _*’-‘af.s&ustam.'h to One Country, But Not the Other.

LM

This alternative culd apply equally to a policy of non-lethal

-scale military assistance of 2 generally
an alternative which focuses on the possi-
in foreseeable circumsitances, US interests in the
be served only by accepting the necessity ofichoosing
Pakistan.

(@]
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items, lethal spares, or lar
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Y We attach great importance to damping down a new arms race
suse ‘-_1..e*11. I.. one or the other country cannot agree to the
imitations p 570 posed by the US or ‘wur d Bankas :.'ccnmhon of

ic a.u, we s.-ox...d a\.cordnffly provide nei ther econ

aid to that country, ocut should procebd‘wun the complying country. ouch

a stand would undcupiedly lead to sorne UAJESIFADLEe conseduences, including
2 breakyp of the aifected financial consortium, the elevation of irrational

pr anti-American elements in the society concerned, and the serious
attenuzation of US influence. Nevertheless, if our refusal tc fuel another
arms race or to be 'or;lled back into the untenable position of last Septe-;-‘b’-‘“#’
is 10 have meaning, we must stand firm on conditions that we regard as /
essential for stability and for our own interest and integrity. There must,
In other words, be definite limits to the extent of US willingness to save

nations and governments from their own irrationalities.
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At the same time, we have a major strategic stake in the
subcontinent and cannot allow the pursuit of our micresbs there to be
determined by the intransigence of one party. Accordingly, an Indo-
reconciliation should not be regarded as the sine qua non of 2
positive US economic or military aid prog:-am to one or the other
“ou-*..ry A genuine reconciliation may in fact be an unattainable gozl
in foresceable circumstances; and by insisting on it as a criterion of
future aid, we may be denying ourselves nonrecurring opportunities in
matters of vital interest to US security--e.g., nuclear proliferation.
While their destinies are clearly related, India and Pakistan are not
siamese twins. We would therefore be wiser to accept the necessity
for some degree of choice between them in the US interest, than to hold
rigidly to the view that the subcontinent can only be treated as a strategic
unity in all foreseeable circumstances,

.  Military Assistance'to Pre-empt an Indian Nuclear Weapons
Program.

M

This alternative represents a special application of the view
{exp‘ﬂssed in 3. above) that US interests may require a discriminatory
US military aid policy as between India and Pakistan. As discussed
earlier, Amoassador Eowles believes it may be possible to forestall
an mdian_dem.smn to f_vo nuc‘car by pI‘uVldl"l” substantial ass stance Lo
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India's air defenses aga.mst mannec bomber aiis

If non-proliferation is in fact a fundamental, near-overridin

bjective of US foreign pohcy, if the pressure’s on India ;.o go ..ucle“r
re h a\ry and cumulatzve but if we still confront major obstacles to

;C‘Q

Nl o o " -
a unilat e“a; or " rault tilateral nuclear guarantee, a Strong case can'b

oy E ‘ - ,_\ 1 2
fiz2de for this kind o; intermediate measures proposed by the Ambassadoz.

The CHhineése threat to India is a land aad air threat: and in the near -term,

the air threat takes the form of limited attacks by manned bombers carrying

T

probably conventional, but possibly nuclear, weapons. A US offer to build
up India's air defense capability by the grant or sale of improved early
warning and commaunications systems, more sophisticated interceptor
aircrait, and an accelerated iraining program might strength

‘mo-comb'" policy at least to the point of buying 3-5 years for the further
consideration of basic alternatives--i.e., nuclear guarantee or
puclear weapons program. Such an offier would be significantly reinforced
by a reaiffirmation or extension of the 1963 US-India agreement to consult

on the air defense of India.

gL
n indian

u

Alone or in combinatica, these measures would invelve something
less than a unilateral US nuclear guarantee; thus they would neither affront
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the continuing Indian concern for formal ''non-alignment,' nor force a
remature conclusion to the debate in the USG with respect to the wisdom
urther nuclear guarantees. An offer of additional air defense equip-
ment would however invelve a fairly large-scale military assistance
program of lethal items; and an offer of further consultation on air defense
would add some imprecisely measurable increment to existing US commit-
ments.

To Indian air defense the Soviets have contributed MIG-21s and
two SAM complexes covering Delhi and Calcutta. We were about 80%
1 on an early warning system and tropo-scatter communications net
(Staz Sapphire) when US aid was suspended last fall. The Indians are

anxious to complete these facilities and otherwise to strengthen their air
defense. But if additional aid wers tc have any influence oxn the Indian

nuclsar decision, the US package would have to include high performance
cizeraft (at least F-5s or F-104s, and perhaps F-4s). 'I'ne monetary cost
o an . air deiense package large enough to postpone an Indian nuclear
weapcns program would thus be relatively high, but we estimate that it
need not exceed the parameters of the 1964 Memorandum of Understandin
($50 million in credit and $50 million in grant, annually).

It is doubtiul however whet
ware'! would stand much chance of gaining the.US objective unless it wezre
cormmbined with at least a reaffirmati < s
the 1963 agreement to consult on a
rezifirmation on air defense would cifer several advantza
would imply a measure of US participatic X
scale and means thereof would remain imprecise; thus it would give India
added reassurance, but short of a unilateral nuclear guarantee. Moreover,
the reassurance could be reinforced by the periodic sraginc' of joint US-
indian air defense exercises), including the wmpm ary deployment of US
carrier-based nuclear-capable aircraft in the Indian Cce an, wi