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Mr, Heward A. Cowden

President

International Cocperative Development o ek
Assccastion I

1101 Continental Building

1018 1lbth Street, N, W.

Washingten, D, C. 20008
Dear Mr. Cowden:

T have Yeen ssked to reply to your letter of April 16 to
Mr. Pavid Bell with which you transmitted a copy of a letter to
the President conceyning the possibility of conmstructing a
fertilizer plant in India on & cooperative basis,

As you know, the U. 8., Govermment {S endeavoring to support
efforts by the Indisn gaverment to accelerate the growth of agri-
cultural production. While the current year promises to be a goed
ore for Indian agriculture - output could wall b2 asbout § -
over last year's level -~ considerable effuorts will be needed to
kold these gsins and te provide for even rere rapid growth.

We agree that a yapid expansion of the productioen of fertilizer
1s one of the pillars on which the Indian attack on its sgricultuval
preblem must rest. A mumber of mpasures are under way %9 increase
the availability of fertilizer to the Indian farmer, both throygh
rapidly expanding productioa in India and through increased imports.
I could visualize that a cocperatively owned fertilizer plant might
make 3 contxibutlon, 4f 1t is effectively wamaged and L€ suitable
distribution and marketing arrsngements can be mada.

Before we could consider the allocation of A.I,D. funds for
such a project ue would have to know more about the propesal which
you have been discussing with your Indian counterparts. I would
bs particularly interested in learving mere abouil the nature of the
resoarceS Wwhich your erganization would be able to devote t& this
project, the Contribution which the Indian cooperatives are expected
t© make, and the kind cf assistance you expect the Indian and U. 8.
governments to provide.
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As you also knew, requesis for AID assistance must Ye initiated
by the Indian gevernment and you may alse wish to discuss your pre-
Psal with the Indian Bmbassy here in Washington. I weuld suggest

Mre K. S. Sundara Rajsn; the Indian Econsmic Minister, as a point of
Contact.

I have taken the liverty of sending a cepy of your letier and of

my reply to Mr. John P, lewis, the Director of cur Mission in New Delhi,
for his infermation and comment.

If you wish to yursue this propesal further, I would Du‘ggee-a that
you arrange to bave it discussed with Mr. Walter C. Furst, who is ths
Officer in Charge of India Affalrs in my Pureau.

Sincerely yours,

/e WA am 2 Macember. Ir.

Willdam B, Macomber, Jr.
Assistant Administrater
Bureau for Near East and South Astia

Clearances: Y d
NESA/DP:PFirstenberg (subs)
NEA/80A:830ber (subs)
TCR/RCD:ELsng (subs)
NFA/8A: CHRees
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Mz, wWilli:=a B. Macomber, Jr.
Assistant Adnministrator .
Bureau for Near East and South Asia
Department of.State, Rm. 6724 (AID)
washington 25, D.C.

Re-*

Dear Mr. Macomber ’

Your letter of May 7, 1965, addzesséd to our Mr. Cowden at this
o;i;ce, was received just as Mr, Cowden waahleaving for Europe.

Mr. Cowden asked us to acknowledge receipt of your letter and to
advise you that upon his return in about ten days, we will be pleasecd
to 9et in touch w1th Mr. Walter C. Furst, as_you have suggested.

Earl H. Brockman 5
. Acting Dizector'f;
EHB:bs : 89

cc: Mr. walter C. Furst ¢
NESA/SA/AID k

Mr. Ged;gé Jacobson
MR/TICDS/AID

Mr., Howard Cowden
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erlert C, }' ledderiohn Howard A, Cowden - Homer Darby I ‘ J. K. Stern Warren .\, Ranney
President Board Chairman fice Chairman - "-_: _- '_;"_' _ Secretary Teensurer
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DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C. 20523

JUN 1 1965

Mr, Howard A, Cowden, Presideat t
International Cooperative Development Association

1101 Continental Building

1012 14th Street, N, W,

Washington, D, C, 20005

Dear Mr, Cowden:

I have been asked to reply to your telegram to
the President, dated May 13, 1965, in which you refer to
your letter of April 16 concerning the possibility of con~-
structing a fertilizer plant in India on a cooperative basis.

I would like to draw your attention to my letter
of May 7, 1965, to which your office replied on May 12, 1965,
indicating that you expected to get in touch with Mr, Furst in
the near future, Mr, Furst will be glad to discuss the matter
further with you at your convenience,

Sincerely,

William B. Macomber, Jr,
Assistant Administrator
Bureau for Near East and South Asia
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Q?{ﬂ;rif;Dfaft cable to Bowles

: I Before your return to U,S., believe it would - desirable
!";%'i' if you talk to TTK to get GOI ccconsider-its decislcn on
| " Bechtel fertilizer proposal, No docbt yoﬁ nave &lre«dy used
Iall these arguments, but beliecve fertilizer proposal. while
| very important in itseli, involves substant.:. considerations
; .Eﬁ - beyond investment opportunity,
?féig_f - 1) It is widely recognized that agric.. .. .. rrdia's
;; ‘jélmajcr task ahead and major area in which develo went ~as lagged,

| Mobilizing all possible resources for agro=-ir.dustry would help

‘;tflcraate correct 1mpression in all Consortium countries regard-

5:?2;?f”'jﬁac the reverse, and could only have adverSc «ifect on future
§5§¥3;3deciaions in Consortium countries for support of India during
] years of Fourth Plen, |

3’{%;“5[ : i'2) Even ﬁoré_so, acceptance lnd{afs adaicional resources

i'i?égjg.:hiccgh fcreighfprivacc invéat@cn; wcq;dlhsve faverssle impact

on views in donor countrias.

1{*3) Acceptance proposal would have favorccle influence

’.‘ T b g
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.;f'-fa—f'..'-'-', .__'t.

i bl :
fLIHITED O?FICIAL USE

</

Lo,
R
s
-
8,

;ing'lndian self-help efforts, .Rejecticn this proposal would do'v-'

ité TTK's verbal declaration.,ff
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to confirm view that little actually being done to encourage

N ]
» "

and make iﬁ'éésier for foreign private 1nvestﬁent to flow to

Indin. uéﬁ-other hand, if proposal were to §o fofwa{d this
would be ﬁérhaps best pogssible signal: for potential foreign
investors to consider serisﬁﬁlyJOpportunities in India,

4) Estimated foreign exchange savings to Indig which
would result from proposed fertilizer investment you familiar
with, This obvious powerful reenforcing argument to first
three points above,

5) In light of above, believe acceptance of proposal
would be extremely useful in presentation to Congress =-- and
its rejeccion-by GOI would bae difficult and embarrasszing ==
and we must look for every possible positive factur .n present
circumstances,

6) SFrdualoneraraisliy goralni2 P80 pezotin:
interest in firm shculd not be such difficult nma:ter Zor GOIL
to defend, Much larger foreign ownership acceptcu in certain |
circumstances (e.g., IBM) and 50-50 arrangement, we fecel, could
caslly be sold to Indian Parliancat and public {or such large

wndortaking 4n such key area as fertilizer prc.uctica,

¢ LIMITED CFFICIAL UGSE
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i’%: { 7. Rezarding féturn oﬁ infestmgﬁt; balievajlndians
should recognize that bank guarantee really provides cheap
e#tarnal financing, 1If entira.bank_guaranCGa portion were
to be in form of equity, which Indians prcbably would not
turn down, over-all return would undoubtedly be greator than
now being prbposad,.and this might ael; be acceptable to‘GOI.
Believe GOI should.calculata on the basis of over-sll return
for priv#ta investment resources provided, and in this way find

;3j;; - return to investors not excasgive. :

8. Prospective assistance in icproveaent fertilizer
distribution is very iﬁpo:tant agpect which would be lest
with rejection Bachtel propesal., Balicve Indizza can il1
afford turﬂ down thia worthunile bf-prcdzct of proposal, apast

from 1its other valuable features,
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DEP~.RTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT

May 28, 1965

Mr. Harold Saunders
National Security Council
EOB Bldg. Room 377”

Dear Mr. Saunders:

Per telcon this date, attached
is a copy of the memo re An Early
P. L. 480 Agreement with India.

Sincerely,
7/s7 C. Herbert Rees

C. Herbert Rees
NESA/SA

1 1965
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DRAFTED: iy 21, 1965
INYTIALED: MAY 2 5 1265
ACTICH 1EMORAEDUNM FOR THE ADXONISTRATCR
K /s/ William B. Macomber, Jr.
FROM: Willlam B, ocomber, Jr., AA/NESA gyy/g}/‘/

SUBJECY: An Early P. L. 480 Agreement with India

FProblem: To resolve conflicting policy views within the Executive Dranch
on a major P.L. 400 Agreement with India and to hold appropriate
Cengressional consultations within the next two to three weeks
€0 that consultaticna vith other supplying countries and rego-
tiations with India cen lead t0 8 soles agreement within four
or at the cutside six weeks., If, by the seccnd half of June,
Indin dovcg not have an ggreement or sufficient sssuwrance that
cne will eventuate as & dasle for orranging for chip charters,
there probedbly will be o hlatus in deliveries in late sumer.

Beckground: The Indlan Government has requested a two yesx P.L. 480
Title I agreement for FY 1566 snd 1967 providing for 7 nillien
tons of wheat and 300,000 tons of rice for each of the two
years, lo request was made at this tixe for other ccomodities.
These psy be requested ot a later date as an spendrment. The
total value of P.L. 480 supnlies 1is estimated to run to §500-
$600 rillion each year in FY 1966 end FY 1967. The Country
Team strongly supports the proposal oa the basis of foodzrain
needs, forverd planning end a necezsity for India to bduild
buffer steckes of Tooldgrains to encourape dommatic price and
political stability.

Ipgues:

l. Duration of Agreement

2, Quantity of Yheat

3. Conversicas to Foreign Rxchange
4, Local Currency Orants

S« Loan Interent

6. Reservation for U.8. Uses

Discussion: Widely divergent and legitimate views exist on the sbove

igcues. NESA, IC, MR, and State/BOA have agreed upon @ general
approach vhich represente cur Judgment as to the best package
which can be secured, balancing Indla's food needs, our desire
to press for improvements in Indian perfoymances, Congressional
reguirenents, deeire to avold unnecessary rupee secwmlation,
Ue 8. Tiegcal and balance of payments interests, end the urgency

g~ .
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pressed theee to the point of reguesting your interventiom.
At this time, ve reguest:

{e) youwr quick reviev and assent to the package
#0 that we can proceed with comwersetione
with USDA, Treasury end CU, and

() your agreesent to seek an early meeting of
the Advisory Comsiteee regayding the U.S.
ases reservation and the interest questions.

w G proposed positions on the six fssues are glven and
scugsed in the six mubered parsgraphe below. In brief wve

oropose:

- A cne yesr agreement.

- The comprowise figure of & milllion tons of vhest.
Less than 200 reserved for U, §. uses 1f Congress
acquliepens,

-  Loan faterest at /b, eubject to Congressional
comeultation.

- Holding comwersione to Porelign exchange to approxi-
nately the levels agreed for last year,

1. ‘The Country Tesa has strongly endoreed the concept of
& two year agreement, The /iubassedor believes that this would
facilitate appropriste policy lsprovements by the Indians such
as resoval of the zonal barriers cn the movement of trade and
the bullding of buffer stocks,

We feel that the Judgsent between a one-year end a two-your
period 18 a close ome. While a longer period may facilitate soue
better plaming by the Indisne, there is no guarmitee that thie
will beppen. A shorter period may be sdvantagecus because the
legisiative and political climate may be better a yeer from now,
Congressional sentiment is said to militate againet a sulti-yesr
agreemsnt and thiz view is shared by may is A I.D. There is
nov firm agreement between Umshington agencies on & one year
agreement.

in the response to Aubassedor BRowles cubles on the agreement,

the vhite fouse (i, Sundy) cleared the State reply to New Delhi
(DEPTEL 2359, May 8, 1965) but included the words, "In uny event

L Wil
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We B have to teks © sional soundinge on € snd gize
of program”. Ve believe that the Departuent of Agriculture is

beet gualified to teke theee soundlngs if you cgree thie is
pecesgary In 2ddition to talks you vill be having with the
Advisory Cemmittee. (IS 4e of the opinfon $hal no soundings
ghould te bteken before House setion on the Add Bill on My o£b.

2. Quaniity of Vheat

The Indiens heve reguesied T nillion tone, @nd Agri-
cultwre believes that 6 million tome plus 603,500 tone earry-in
could be adeguate for conseaption reguirements and provide an
opportinity to bulld some huffer ntocks., Agriculbure does not
wish to be over-comzitted. There is genersl agreemsnt that the
rate of shipments could be sccelersted if needed tou pernit
asccunmlation of buffer stocke, and if port facilities can
handle the traffie.

In this comnection, you should inov that on hisg trip
to Indla last yesw, Secretary Fresmen specifically regretied the
failure of the Indian Goverment Lo avail themselves of previous

opportunities to build adequate buffer stocks and uwrged them to
40 80.

3. Conversicns to Forelgn Exchange

There is & statutory requirewent that 25 of local
currency generatione shall be used for agriouiiural promotion.
Lagt year the Indimns agreed %o & million conversion under
10k (s) and (t) for Treasury comversion for use of tourists,

yoluntery agencies, freight, cte., sod §L.675 million under
ioh (k) for OU to Pivance sctivities outside of Indis.

The statutory requirement added last yesr that Indla
mast pay 1n foreign exchange {or the bulk of freight costs of
shiments in U, 5. bottons will also be on sdditicnel drain on
Toreign exchenge., That idem alone on the proposed agreement
mpy cost the Indians ae tmch &8s 45 wmillion in forelgn exchonge
in & single year. In afditicn, the Indians ere aleo comverting
other substential amounts of local currency for the United
States: about 5 mllion each year to fimance internabionsl
trevel of American perzorniel and of participants under oux
rograms, and also other indireot foraign exchenge costs
arising out of the expenditure of sbout 30 million in locel
currency by the United States,

- --n—s1
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For this 1065/60 sgreemont the Treagury is now adiing
for 2-3 for (s) and (%) uses. CU is esking for 1. The com-
binution of both of these programs could mmount to a foreign
exchange logs for Indin of ae much as $15 sdlilion if the

agreeyant comes Yo §500 nillion.

Miore impovtently, the requiremsnts for conversions run
aounter 4o ope basic Lpurpose of the P.L. 489 srrangements which
is to provide nesfed sgricultural products to nabionm with
foreign exchange problemy. Sxcesaive conversions will heve the
effect of ineressing the Infien forelgn cuchange gop and ineress~

Ve pelieve that 10k (s) end () conversions end those
for CU should Be held to lagh year's dollar lovels, namely &
aillfon and N.O75 million respectively. We propose to press
this position strongly, calling on your intervention iff necessary,

h.  Local Curwency Grants

Vihile some velief is desiredble and the further aceammus
igbion or the scosleration of the accumuintion of U, 8. use
rupees is in the intevest neither of the Tnited States nowr of
: s this is an imeppropriste time to tackle the problem
proposing & grent component. ¥e belleve thot the Indiaus will
show appreciation for our positicn and will ot unduly prese ue
on this matter. If the Foundstion proposal je finally accepted,
gsome valief w111 be provided. If the Foundstion or siwmilar
proposals ave nob accepted, chylously some other solution will
eyantually have to be Tound.

However, we would not wemt to approach the Comudtiee
with 2 grent proposal under the pew sgreement if sweh axn approach
could lead to sows adverse sction on the part of the Commitiee
or 1te mexbera. Un the other hend, we wonld not wamt the
Comnittes to believe thet o fallure to approech then on &
with the legislative provisions now in force. Owr reading is
that Congressional sentiment 3s epainst greats at this time.
Consequently we do not think that it would be advisshble to

: the Comnitbee ob the question of grents under 103
(o) for the new Indien agreswent.
5.  Losn Fnterest

A1) of the chvious argusents sbout useless sccumiation
bear on thie point and we have resson to belleve that the legle-
lative mesbers of the Advisory Conmittes way be willing and sble

E i
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to scquiesce in & nomingl rate in excess countodes. While a
case sould be wade for zero, ve meyrowed our argusents doun

to 3/4 (following past agreements) ve. 23 (parsilieling

the DL rate). Oar concluelon wvar that 245 wap not suffietently
diffexent from the b + ¢ rate, Accordingly we recommend that
consultation be initiated looking towsrd agreemsnt cn the 3/4%
Tave,

6. Seservavicn for U, 8. Uses

Of 81l the scowmleting forces on rupees, the retenbion
of 2 Z0f UsB.-use figme Tor India is the moet significsst, Re-
tention of maything more than 5¢ serves no U.8. intevest in Indis -
& fact that souwe or pechcpes 81l of the legisistive wmeubevs of the
Adviscry Committee &0 or can recognisze. On the other hend, the
207 provision in the lav servod the purpose of forestelling other
mowe onerous povisions. ‘Therefore, we conclude thet it should
be underout in Iudis snd other excess cwrrency couwntriss (ap
action which would necessurily mesn loss then 207 world-vide)
oenly if the key Congressional leaders belisve that they can
agree an@ stlll protect the legisiation from more erippling
yrovisions, We recommend that an epprosch be mule in the ghove
vein,.

Hep: tion:

L. Thet you spprove the inter-agency spreecent an nego-
tiabing lmstructions for one-yesy egrosmet for India for 6
efllion tone of vheat and 300,000 tone of rice, holdinz con~
veraions to last yeor's level.

2. ‘Thet you seck on early mecting of the Mvisory Com-
mlttee to coneult on the proposed 374 interest rate on the
poseible lowering of the U.S.-uses reservation to 57 and to
advice the Comtiee generally regsrding the gize asud éwration
of the prograv.

3+ That you sgree that additional Congressionel gscundings,
if aoy, regarding the scope snd sise of the program should be
undoxrtaken by the Agricultwre lepertument.

Concimranees:
Biarvey, AA/EC
Hiost, Sllde ;
Shobey, State/S6A (sl Js/ David E. Bell
Anproved s
CHRees, NESA/SA (sub.) Disapproved:
Dates — Egﬁw 2 s 'igi"ES

CNattons 1L BEA/B8 5/20/68 . | [, | uuie Lol
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s SUBJECT—  Bechtel Fertilizer Proje
aﬁ? reFerencE—  (a) EMBTEL 3266  (b) AIDTO 2047
BFPE '
EXSEC Bechtel Senior and Bridges called on Bell and Macomber this
FFP
FOS morning to fill them in on most recent negotiations in India and subsequent
FPS s
%’08 discussions here with members consortium.
% Essence of their statement of situat'l.on is that companies have
ngg.p mgmtmlly eached conclusion that (303 will not agree to conditions
NERP i
NEF 125p which consortium regards as essential if private fnvastment in equity
NESA We by US companies and non- govemmenta.‘p financing is to be possible.
Aoﬁmﬁ”&“‘“" The main problems discussed were mafke’ting risk, 50-50 equity
B -~
CIA ownership and raw material supply rights, The one which occuppied
COMM “ '
g:%l( me atten:tion in discussion was marketing. Bechtel pointed out that
ﬁ in thﬁs case was far greater than any normal markuthg risk |
TRES g o
becise of ery great incredse in production planned over short period,
:\’ " i v
} ‘f i PAG!‘ PAGES
o

K74

§ |.oFFIcE PHONE NO. | DATE APPROVED BY: : %1/
W.B, Macombefw NESA

hristy/enp 'A/AID 8058 | 5/22/85
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AlD AND OTHER CLE&R&NCE_S o ’Mta

PBFirstenberg, N ﬁ {dr WCFurst, NESA/S (draﬂ)m

RORalk, AA/DFPE (4 m“' b ?s”ﬁa'c‘a’u-’ﬁafr"e%” ik
DEBell, Admmmmg Qi‘ff“-.’ | UNLESS "UNCLASSIFIED".
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NEWD . AIDTO

Increase so great that cannot demonstrate sufﬁciéntly possibility that product
éciuld be marketed in India during the first five years of production, Banks
and insurance companies wish some agsurance on this point before being
willing finance project, Consortium and financing institutions ready accept

ium. feels that. t
Y normal marketing risks bufftn this case risks abnormal and require special

treatment, a
Bridges had hoped crude supply contract which GOI suggested| sty ?
‘”ﬁ(ﬁﬂ to 60 thousand barrels of crude per day)' might induce Sl |
oil companies éo make concessions in marketing guamnty—sau@t in recent
discussions in Delhi, The oil companigs, however, have stated this does not
change their position, When asked how this possible in view of obvious value ‘{
v of such ﬁpply contract, Bridges said oil compa;t;ies regarded this as usual
Indian attempt keep discussions going with intent make further demands and

LR 7 L SR o . [N

so to continue the bargaining process, Oil companies say that Indians becoming

increasingly unreasonable on agmements on cyrude prices and a11 outrayd at

insisting
recen:l; action of Goﬂmimpartial aybitrator in ESSO lube plant .




e

NEW DELHI AIDTO 3 ey -
There 15 10 question ksesmsendsd that an important element in the i
 unwillingness of consortium te continue negotiations is feeling on basis of
} past experience and this case that it is so difficult to do business with GOI \E:
that further efforts are unwarranted, i

Bridges said had promised by May 22 to inform GOI, after diseusaﬁg 7'”"
aupply contract with oil companies, whether this m changad picture
sufficiently to alter conclusions stated to GOI in Delhi recently ~ that he saw Fs"
no possibility ::i r,aching agrveement and pmeeding with project. He therefore :
planning mdmagraéuwtonomanm Delhi instructing him to inform
GOI to that effect, Draft tﬁis telegram follows:

| Quote = First - We must a.dvise that our participants not interested
in considering crude supply cont:»a@t as substitute for other financi.ng
requirements, “
as “H
Second - Therdbre, fwas fully diacussﬁt;l with GOI, our
eonclusion is that under existing conditions masaiw fenilizar program \‘a

i
cannot at this time be realized as private entexprise endqgvor. End quote,

I o NP
This draft being sent to consortium members today for their e.gﬁments and
planned send message to Dogman Monday, jy" ,,#, 5 f’,’g e

Bechtel stated fiatly there could be no give in essence of pmﬂaions
set forth in "framework' which Bridges left with Lagigan. These conditions
had been agreed aﬁermaeh diacussinn andm&ation among members and if
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attempt were made to open up subject again, even more difficult conditions

likely be stipulated, When question was raised whether every item in "framework"
would have to stand exactly as set forth, answer was that this was not necessarily

so, but that major elements would be required if consortium was to px,;ocood with

project and financing to be obtainsd, We raised point that provision binding

GOI to repurchase equity holdings in case of 20% currency dcpmaiﬁtionwouldbo

wheny unacceptable to GOI, and Bechtel expressed opinion that trlmr major
'stanlea were removed, this might be eliminated, He made no commitment

M_ﬂzh. howevey, and fiad eaziler made! statémbnt contradietonty th thish /- -

o YRS

We pointed out that "framework” emphasized GOI rather than private
ownership of equity and asked whether consortium wounti consider latter
alternative, Bridges stated that companies feared that setting up project
on basis of private Indian ownership would raise innumerable problems

and take sgickexlong time, AT eoanian howavey, by subd sty b
1] .MBMM_QWWB in private ownership and might b=

ot & xi) otrer problems solved, which highly unlikely,

Bechtel suggested that it might advance time at which substantial

fertilizer production could be obiained in india if, despite abandonment of
~ this particular project, AID and GOZ would wish commission and finance
continuation of design and enginesring work on 200,000 ton plant, This,

coww
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he said, could be done in such way as to finish first stage of work by end of year
and have complete plans and specs,, based on most up-to-date developments,
ready by end of 1966, This might alse have advantage of indicating U.S, not
giving up attempt assist Indian fertilizer production entirely and maintained
interest in such projects, He estimated cost of §l million for first stage and
$2-1/2 million for total job, Said Bechtel would prefer that somebody else do
this job, but if we and GOI wtéhed, they would undertake it on a regular
commercial basis such as arrangements they have with own clients with
substantial delegation of responsibility to Bechtel, AID g prepared to entertain
this propesal.

It is clear consortium not just attempting trade further, Judge they have
concluded not able to do this deal and best give it up, Got impression they eager
get out of negotiations and would not be happy even if GOI made further substantial
concessions, Rightly or wrongly consortium oil companies clearly fed up with
attempt do business in India and others seem to be going along, Bechtel has
always maintained not ready to attempt patch up consortium if oil companies
dropped out,

We therefore conclude that discugsion with all members, as suggested in
ref, (2) would be of no use. We believe no prospect proposal can be kept alive
any longer,

CONFIDENTIAL
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Consortium basically insisting GOl accept framework in toto,

Even in unlikely event GOI did so, USG would be unable go along with
consortium package Ii:rz'an;twttsxeazznf. form, Regret our efforts to improve
consortium attitude on key points not successful,

Think Bechtel and perhaps some other companies may be willing
consider single plant proposals at later time,

In meantime, concerned about public reaction to abandonment project
both in U,S, and India. As for latter, you are better able judge and deal with
situation. Here some criticism likely of India and her economic policies in
business and Congressional circles, People in consortium sufficiently well
known to give considerable impetus to claim that not possible to do business

in India,

We do not propose make any public statement now. When information
becomes known and we are queried, our present thought is to say only that the
particular group of companies «:mﬂ.celm 'ﬁftpuﬁaﬁ:h agreement with the GOI |,
but that we are supporting other private &_ertilizer projects and continue ready
consider substantial assistance to additional sound fertilizer projects in India.
We would hope on both sides to aveid recriminations that would reflect on
people or policies in either couniry.

If any new devehj:ments here will let you know.

CONEIDENTIAY,
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May 20, 1965

MEMORANDUM TO: John A. Schnittker
Divector, Agricultural Economics
Dorothy H. Jacobson
Assistant Secretary, International Agricultural Affeirs
Hathen M. Koffeky
Administrator, ERS

FROM : Martin E. Abel, ESA
Lester R. Brown, SEG
SUBJECT : The input peeds of Indian agriculture during the Fourth

Five-Year Plan for rapid economic development

During our recent assignment to AID Indie, we evaluated the agricultural
portion of the Fourth Five~Yeer Plan (1966-71). We used two basic ap-
proaches in our evaluation. TFirst, we esiimated expected performance
in egriculture during the Fourth Plan period using sgriculituwral invest~
nent levels as currently planned by the Govermment of India. Second,

we estimated the level and pattern of investment we thought would be re=-
guired to achieve a high level of agricultural oublput and economic
growth during the Fourth Plan period. The following is a summary of
the more important conclusions reached in this report.

The total demend for food and other agricultural products is expected
to grow at a very rapid rate. The growth in demend is dominated by the
growth in population. The total population is expected to increase by
rearly 67 miliion people during the Fourth Plen. In addibion, projected
growbth in resl per capita income will conbribute significantly to the
growth in demand. It is estimeted that food availability will
nave to increase during the Fourth Plan by (a) 26 million metric tons

i? income is to continue to grow at past rates, and (b) 35 million metric
tons if the rate of luncome growth were to substantially accelerate.
These growbhs in demand assume constant real prices for food grailms,

bub imply a rise in nominal prices.

Agricultural production in India has sericusly lagced behind the growth
in demand. Perhaps part of this lag can be explained by bad weather.
But move importent is the basic change that has teken place in the com-
position of agricultural inputs. Huch of the increase in agricultural

production achieved during the 1950's resulted from ney land
‘into production. This source of increased output is rapidly disappearing.
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Hon~land inputs, such as fertilizer, will have to be increased several
fold just to maintain past trends in agricultuval output. And, sube
stantially more nonw~land inputs will be required to speed up the rate
of increasam in agricultural output. This point ie not recognized by
the GOI.

The job of closing the food gap mmodaonamionandmcﬂon
will be & lavge and gl Pul unde: It can be done by a
combination of (a) inereased food prices, %%f :anraaae& food imports,
and (c¢) increased domestic food production. Iet us look at some of the
possibilities. Food grain output is projected, on the basis of planned
input levels and past records of achievement of plan targets, to be
about 97 million metric tons by 19T70-Ti. Consumpbion is projected o
be 113 million metric tons assuming current levels of real prices and
2 continuation of past rates of growth in income. This situation
means that Indie would have to import 16 million metric tons of food
grains. This is more than double the currvent rate of imports. It
would be equal to one-half of the current level of U.S. wheat proe
duction. Under these conditions at least 80 million Indians would

be wholly dependent upon imports for their food grain supply. If
grain Imports were held at the current level of about 7 million metric
tons per year, real. food prices would rise by about 12 percent over

the Fourth Plan perlod, or better than 2 percent per year. The ine
cidence of malnubrition could incremse mavkedly as veal food prices
rose. Iow income consumers, already spending 2 very large part of
thelr total income on food, would not be agble to expand expenditures
sufficiently to offset the rise In prices. Thus, the group which ale
ready has the lowest consumption levels would be hardest hit.

Accelerating the rate of development in agriculbure is not only necesw
to make India more aelf-nufﬁeient in food, but is 2lso necessary
BO_____.@H sustain @ bi rate of development in the overall economy. Nearly
percent of India's population depends divectly or indirectly on
agriculture for its livelihood. Also, agriculture accounts for nearly
half of the GEP of India. It is the single most important sechor of
the Indian economy. Thus, rapld rate of development in agriculiure is
necessary for & rapid overall rate of develomment. Indian agriculture
cannot be treated as something apart from the rest of the economy.

Tae investments in Indian agriculture and the s.vailahil.lq of inputs
‘bo achieve a rate of cultural output suffici to

India tovard greater self-sufiiciency will have to be much greater
thon what has been done in the pest or what the GOI envisiouns doing
in the future. Because agriculourel area cannot be expended much in
the future, indla. must look to increased yields as its major source
of increased food output. And, heavy outlays for both physicel and
human capital will be required to achieve the needed increases in
yvields. The available quantities of such inputs as fertilizer,
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irrigation, improved seed, and pesticides have to be substantially ine-
creased, HMarketing systems and extension education programs will have
to be developed for effective distribution and use of these inputs.
These will be very large tasks compared with past performance. Ine
creased attention should be given to policies that encourage partie-
cipation of foreign private firms in the development of private pro-
duction and marketing systems, particulerly for seed and fertilizer,
along with improvements in Government operated enterprises. Also,

much reliance will have to be placed on lmports for some inputs, perti-
cularly fertilizer. India will need over 4,5 miliion metric tons of
fertilizer by 1970-T1 to achieve satisfactory levels of agriculitural
output. It can realistically look forward to producing 0.9 million
netric tons of nitrogen domestically. This means that over 3.6 million
tons of fertilizer or fertilizer ingredients will have to be lmported.
And, because India lacks indigenous supply of important fertilizer ine .
gredients, it will have to use ever incresaing amounts of foreign ex-
change to provide the necessary agricultural inputs. This will requive
over $700 million of forelgn exchange anmually by 1970-TL. Total
foreign exchange requirements for all imported iluputs, or the capitel .
required Lo produce the imputs, will run over $750 million synuallye=

a requirement that is about cae half of the current level of export
earninga. This iz just one illustration of the critical problems

that face India in the food and agricultural area.

mw; domestlc food production at e more rapld rate ig sbsolutely
espential because even if subgtand vantities of food
Seain tmports vevs avallaiié to Inita, 1t MAGIT fot be piysicatly”
possible to move them throughdexisting port facilities. At the pree
gsent tinme, india is straining to move curreubgzunimporta into the
country. The current high rate of grain unloadings hes been achieved,
in part, by deferring nonfood unloadings. This cannot continue for
any length of time without serious disruptions in the nonfearm sectors
of the economy. JIn order to iwport more grain, Indis will have to
guickly invest in expanded port facilities and distribution systems
from the ports to interior consumption centers. This is a critical
problem because they are now operating at maximum capacity and mmy
have to boost imports in the near future if further increases in cute
put are pot forthcoming.

It is very possible that within the next few years the need for imports
could be much larger than indicated by the trend ections., Indien
sgricultural output is heavily subject o bhe vagaries of BONREOOR «
Bad wegther conditions during the next several years could reduce out-
put sufficiently to cause the need for grain imports to rise dramatically
gbove the currently high levels. If for example, food grain production
mMTﬁmummmcmmtm,mmmmdmw
to be 1k million to prevent & sharp rise in prices and a similarly
sharp decline in per capite comsumption. Such a level of imports would
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be nearly equal to half of the current U.S. level of wheat production.
If these imports are not available in the world or cannolt be moved into
the country, severe economic dislocetions will occur. Thus, the Indis
food situation is & very precarious cne not only from the longer«ierm
point of view but from the point of view of wheat could occur in the
very neaxr future.

SEG/IRBrovn & MEAbel/ESA:ams 5-20-65
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"SUBJEQT: The Bechtel Corpomtim fertilizer project in India
f (Anbassador Bowles' letter to you of September 21, 1964)

- The Bechtel Corporatim, & leading U.S. engincering firm,

13 endeavoring to orgenize a concortivn to invest in and construct

" a complex of five fertilizer factoriees in India with & combined
capaclty to produce about a million tons of nitrogenous fertilizer

pir yeer.¥ The NDSA buresu hes not yet had any direct contact with

tae Bechtel people, although the Embacey and lMission have discussed
this project extensively with Bechtel officials and General Lucius Cley.
(Clay, & eenior pertner in Lehmin Bros., has been retained by Dechtel
to reise finanecing fram U.S. sources.) I have invited the Bechtel

people to come in a.nd explain their project to me and hope to meet with
‘them siaortly. .

Eechtel tentatively estimates that the five plants would cost
azout $500 million (excluding initisl working cepitel requirements), .
about half in foreign exchange. The Bechtel idea is to consolidate the
engincering end procurement for all five plonts. Bechtel believes that
siuch consolidated engineering and bulk procurement can result in
gubstential cost savings. According to our best information, Bechtel
iz thus considering the financing in toto for the plants. No firm
decisions have been reached on the o ownership of the plants but
discusslons have revolved around a possible 50-50 split between the

. private U.S. investors and the GCI or a possible 40-40-20 arrangement

- with Indian private investors teking the 20%.

About September 18, 1964, Bechtel reached sgreement with the
GOI on a feasibility study for the project. The finel negotiations
were conducted on behalf of Bechtel by Stephen Bechtel, Jr., Ralph
R Dormen, a Bechtel vice president and General Cley. The feasibility
R study is expected to cost about $400,000, sbout half in foreign
. exchange and half in rupees. Rechtel will pay the dollar costs and
the GOI the rupee costs. f ;

*The present tentative fertilizer production target for the Fourth Plan
+ is three million tons per annun. The U.8. AID lMission regards this .
tentative target as too 1ow and feela 5 m:l.llicn tons :Le the minmum
acceptable ta.rget. f i e T, Yaggds
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The econcomic aspects of feasibility study will be undertalken
Tty Stanford Reccorch Inctitute, who, in turn, plan to rely heavily on
the Ford Foundotion team in Indie wvnd our Mission. Bechtel would do
e eugincering portions of the ctudy. The study is intended to exomine
such questions as the technicel probleas relating to the location of the
plents end the adequacy of existing mechenicns for dlstributing end
morketing fertilizer within Indiz, including the adequecy of cvailable
credit facilities. If, as suspected, the existing distribution and
merketing mechanlsns are not acdequate to suppart e najor increase in
output,*® the study is to recomnend proposed reforms.

According to our Dmbeczcy, it is hoped that the feasibility
study +ill be completed by late Deceuber 2nd that Bechtel and Cloy— -
canreton to India in Jenuary "to complete errmngements.”

lio firn plen has ke
foreirm exchenge. Extended
Techtol es one means of raising

nstitaticns. Clay has also advizsed thie Inbassy end the Missicn that
1is group is plamning on U.S. Government-iorld Denk lcens being part of
the financial paclkage. Ve have no report on how much Cloy is
contemplating in the way of such loans clthough Ambeseedor Bowles!
letter would suggest that the swa mey be substantial.

en exmounced for raising the required
Loz puerentees are belng contemplated by
v, financing froa privaete U.S. lending

¥
(s

Clay also stated in India trhat $50 nillion was the mewimum
enount of equity which he thought cculd be raised frem private U.S.
gources. Lepending TiEHe ovnerphip pattern finelly cgreed upon, this
. would emount to $1 .$\pu® COI and 50% U.S. private investors) to
$125 million (k0% GUL, LOP U.S. private investors end 20% private
‘Indian investors) in equity. This would mesn a debt to equity ratio of
k to 1 (3400 million €ebt-3100 million equity) or 3 to 1 ($375 million
debt~-$125 million eguity), excluding the funds which will have to be
vorroved for working cepltel.

We are disturbed at the prospect of such ratioc. In most of
the projects we have finonced in India (elthcugh none have been as
lerge as the package contemploted here), the debt to equity ratio has
generally been in the range of 1.5:1. Only in the case of the
Coronendel. fertilizer project, the first fertilizer plant in India to
te sponsored by private American companies, did we sgree to a ratio in
excess of 2:1. In the Coramandel cese, we vwere forced to acquiesce in .

“Lven the 3 million ton p.a. fertilizer production target presently
under consideration for the Fourth Plan is five times the amount of
the present production and imports of fertilizer. \

Faat AT g
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a ratio of 2:45:1, largely due to our failure to object early enough
to the proposed financing plen.; In ¢ontrast, in tlo case of the
fertilizer project in India now being put together by Allied Chemical,
the ratio of debt to equity will be 2:1. Thus, I believe there is a
chance of improving upcn Clay's; tentutive plan if we make our
preference cleerly known at an parly stage. I have spelled out my
thinking on this point (and saze other conccrns) in greater detail in
ther enclosed letter which I sm sending to John Lewils.

Y . As for Bechtel and Cley's discussions with the CCI, our
: mbassy seems pleased with the Governmment's response. Apparently,
Cley end Zechtel reported to the Imbocsy that in none of their
discuspions with the GOI did they receive a negative response.

“! According to Imbassy reports, Cloy end Bechtel indicated to
e GCI that vhile they preferrad ovnerchip control to be held by U.S.
znd Indien grivate investors, they were prepared to accept & GOI
majority position if the U.u. investors were given a firmly worded
monagemnent contract including conirol over prices, distribution and,
vhere necessery, cultivetor eductation. According to the Embassy, the
GUL was, tentatively receptive to a fifty-fifty cwnerchip plan between
. the CCI and the priveate U.8." investors with the understonding that
loter both groups might scll off some sheves to other investors. The
GCL, the Dumbacsy reports, raised no problems with respect to the
- managensnt proposals.

The I'ar East Dureaw is presently negotiating with several
fnerican companies with respect to two proposed fertilizer plants to
be establiched in Korea. I think 1t is important that the Agency
closely coordinate its approach to 4l1. suchiprojeets.

In addition to the Bechtel efforts to establish fertilizer
plents iu India, the Commerce Dapartnent has been endeavoring to
;nterest verious U.S. firms in investing in a fertilizer plant in
India. ° Fhile scme encouraging. responges have been recelved by Commerce,
no specific proposals have yet eyolved from these efforts.

,”Sff “Witdam B. Macomber, 1?.

'Williem B. Maconber, Jr. -
_-ui Assistant Administrator
Bureau for the Nezr East and South Asia

R.B. Wagner, m:sa/cni' (draft)
" C.H. Rees, msa/sﬁ. (dra.ft)
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Mr. John P. Lewis

Director

Us AID to India

c/o Americen Embacey
= Delhi, India

Lear John:

It undoubtedly is somewhat unfoir to be writing you before
you have hardly had a chance to get scttled in New Delhi. I do,
however, went to exchange some idcas with you ebout the Bechtel
zropocal for the constructicn of five fertilizer plents in view of
the potential importance of this proposal to our India program,

At the outsct, let me say thst we fully ogree with the
priority which the lission cnd the Embasesy are obviously ziving to the
proposal. Ve certainly share the Mission's and Imkeesy's views ac to
the potentiel impcrionce end value of the proposed project. Please be
poured thet we are prepared to give the proposel the highest priority
and we will try to cooperate with the sponsors in eny reasonable wvay.

A.I.D. 1s, however, called cn to pley & difficult role here.
woomwt both enthusiasticelly support Iechtel's efforts to build
adiltional fertilizer plents in India end, at the ceme time, maintain
2nough independence to e able to assess realistically the merits of
any speciiic project for which cur Tinocncisl sssistonce efther in the
Tora ef lcans or extended risk zuacrantcoz, is sought. Given our
wiural desire to see the projezcl Implensnted as guickly as poscible,
onsidershle presswre con te tuilt up vhich may moke it difficult to

tject the propocal which is finally worlked out to thorough scrutiny

< %o negotlate properly with the U.S. spensors. But I am persuaded,
rorticniorly because of the polentisl importznce of the proposed

193 project cnd the Anerican identificaticn with it, that the project as

e i finelly evolved should meet our highest stendards.

Ry

T
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e
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Secause of the nced to cupport the promoters! efforts to
werk out a projeet, I am elco concerned that we avoid giving the
capression of meking any commitment with recpect to any sspect of the
progosel until we have thorougnly exomined the project. For example,
Rechtel “apparently believes that substantial cost savings can be

PRESERVATION Cur?
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achieved by engineering all five plants on a consolidated bacic and
procuring equipment on a bulk boails. Thie may well be so. But at

the same time, we should examine what, if any, advanteges cen be
gaired by negotiating the ovmership, menagenent and finenclal
arrongements on a plant by plant basis. (Actuzlly, we have had some
e et ey P TR Gatt TEeE] 1 BptE S RN e
proposals which may e developed by other groups.

In my view, then, to avoid any misunderstandings, we ghould
explicitly advice the Bechtel people that until we have completed a )
.review of their feasibility study, we are not in a position to moke i
any coamitments end that they should not mistoke our general enthusiasm
for the btasic 1dea of establiching priveotely owned fertilizer plents
for approval of their propocal or cny of its detaile. .

Lt the same time, it is also iuportant that, as soon as
possible, we give the GOI and the prospective U.S. inveetors an idea
of certain vasic features vhich we would clearly prefer to cee included
in cay fertilizer project. Buch preferences chould be made known
tefore the prospective investors' expectatlions, or the GOI'3 at*‘itude,
becomes too hardened to change.

When it comes to delineating ocur preferences we ere somevhat

haniicerped by our scanty knowledge of the Bechtel proposal. We
certainly share the Embassy's and the Mission's preference for the
maxinum possible private participation in the owmership end financing -
of the fertilizer plants end the minimum possible amount of direct .
loans from members of the India corsortium. - I

©’ In the seme vein, we would eirongly prefer that U.S. operating
companies experlenced in the fertilizer Field have substantiel equity
investments in the project and be vested with management of the plants,
at least for a substantial pericd of time. I am persuaded that vesting
management of the plents in operating companies who are dependent on
the long run success of the venture to recoup a substantial cash
investment will provide us with the best mssurance that the project is
well concelved and will be well run. Cur attitude on this point is
the same as that expressed by Bill Gaud in his recent letter to Fred
Foy of Koppers concerning the proposed private steel consartium. For

your convenilence I enclose a copy of Bill's letter.’

We elso feel strongly that the proposed owners of the plant
must finence a fair share of the capital costs through equity investment.
And In this connection we would clearly prefer that the equity consist
largely of cash from investors and mot the transfer of know how, used
équipment from the sharcholders' own plants, or investment by equipment.

e 1 et ot o 48 R o e e T A B R S A o R T P ) S A T B LA A [ TR A S T R S G 8 S A o e )
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suppliers. I am concerned by some reports that the sponsors are
thinking of $100 million‘to $125 million in equity for a scheme

vhich contemplates a total capital investment of $500 million. In my
view there should be a higher ratio of equity to debt for this project
and we chould let Bechtel know our views on this score right away.

As for what ratlo would be ceceptable, we have no fixed rule
o & ratlo of equity to debt. The ratio for any project must ultimately
te determined in light of the noture of the industry end risks involved,
the amcunt of cash projected to be available to service debt, the
mognitude of capital required and the practical limitestions, toth in
India end the U.S., on raising such capital through the sele of equity,
end the projected return to the investors. (Without regard to the
magnitude of debt which the project could service, there should be,
I believe, a limit en the return vhich an equity investor cen achieve
cn his investment es & result of the leverage afforded by loans of
publie funés or govermument gusronteed losns.) A final Judgment on this
. issue can thus not be made until we know a great deal more about the
by projJect. In the case of most of the projects vwhich NESA has financed,
e however, the ratio of debt to equity has generally been closer to
Gy 1l to 1 then 2 to 1. Perhaps the only project in which we agreed to a
ratio in excess of 2 to 1 wes the Corcrandel fertilizer plent. In that
case we ultimately had to settle for only 29% of the $6S million totel
capitel cost of the project (excluding working copital) beins finenced
by equity, or a ratio of 2:45 to 1. While the cepitalization of the
Coromsndel project went teyond vhat we would normally conceive of as
appropriate for such a project, our failure to object to such a
financing plen during the 2% yecrs the U.S. sponsors were negotiating
the project with GCI made it impossible, as a practicel matter, for
A.I.D. and the Export Import Zank, when formally epprcached for loans,
te negotiate any increace in the U.8. equity participation.

In ccntrast, in the case of the $37 million Kothagudenm
fertilizer project, which is being sponscred by Allied Chemical, the
¢ebt to equity ratio will be £:1. I am told the difference, at least
in pert, is due to the firm line the ITRD (who will supply the dollar
Tinanging) took in its earliest discussions with Allied.

LRt B Accordingly, at this point, in the ebsence of more detailed
o eccncnic ond financial data on ‘the project and further study, I would

o have cifficulty giving much encoursgement to any proposal vhich called
for a higher ratio of debt to eéguity than 2 to 1. It is my understanding,
by the way, thot the 2 to 1 ratilo saccords with the Government of India's
om rule cof thundb on capitelization. I think it Importent that the GOI
4] e recscnably satisfled with the amount of the proposed U.S. equity
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Investicent as the Govermment's reaction to the emount of equity which
the U.5. sponsors propose to invest will undoubtedly have an important
effect on the GOI's overall attitude tovmrd the project. In the
Coromnndel case the GOI was apparcntly quite disturbed by the proposed
lizited U.S. equlty investment. (Indced after 23 years of negotiation,
tha Government advised the sponsors in writing that it considered the
torms of its propocal "onerous" and, controry to its usual procedures,
rofused to give farmel approval to the project until the U.S.
Govermaent first agreed to finonce 1t.) Ve certainly went to avoid
tha engendering of a similar attitude on the part of the GOI with
recpect to this project.

As we have not yet had an onportunity to telk with the Bechtel
people about their proposal I am going to invite them to come in and
meet with me. In this discussion I plan t0 convey to them, without,.

I hope, appeocring to be negative, the preferences outlined above.
Certainly, we will alsc indicate the priority we attach to the dzvelop-
4 ment ol fertilizer prodéuction in india. Perhaps it might be useful to
i Ciseuss informally with the GCI its recacticn to the ILechtel nroposel
Cak tnd cuch pointz enunsrated ctove s may be eporopriate. In eny event,
% I would certainly like to learn of your rcaction to the Bechtel proposal
cnd the points I have raised in this letter,

In closing, I wish to ctress szain ocur bpasic interest in
soaing Indiats utilizetion of fertilizer increased as fast es possible
tnd to assure you that we will support fully any reascnable efforts to
eccomplish this end.

Varmest best wishes,

Willicm B. lMacomber, Jr.
Lsoistont Adninistrztor
Bureau for the Toar Zast and Sarth Aszia

SR Clearance:
; CHRees, NESA/SA (draft) i
RBWagner, NESA/CDF (draft)
c.c. DEEell, AA !
ViSGaud, AA &
@ R mer RKomer
8 SMPeyser, AA/DFPE

PBFirs t;e':};‘ogrg: cmr: NESA/CDF: 10-7-64
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1 hope that your diseussiens ia Ddis prowe fruitful and
I look forvard to bearing from you ea Jouwr retam.

Sinserely yowrs,

; Y ihgr zatd

Villism 5. Gamd
Deputy Adninistrstor

e.c. Honorashls Chester A. Doules
United States Amlmssador
to India

¢/o Amsricen Estessy
Bev Delhi, India

Mr. Jchn Lewis

Dire-tcr, 'JS AID % Indis
¢/ Anerican Extacspy

New Delhi, India

Frank: {n D. Rousevelt, Jr.
Underrecrecary

Department I Commerce
Wach. ngton, D. C.

daruld F. Linder

Presiirnt & Chairman of the Board

Export Impert Fank

Wnshinston, Do C. s

Cleurmsnce:

\
C.i. Reer, JESA/SA \.n >4
R.B. Wagner, NESA/CD

PEFirstenberg: ar: XESA/CDF:9-30-64
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DRATIED:

INITIALED: gurtiy  dgeg

INFORMATIQN MEMORANDUM FOR THE ADMINISTRATCR
THRQUGH: EXSEC
BUBJECT: Ambassador Bowles' Letter to Secretary Hodges

A separate mexorcndun scts out the current situation with
respect to the Pechtel prcpescl for establiching five fertilizer plants
in India. Also enclesed is a copy of o lctier I hove written %o
John Lewis setting forth scme of our initial resctions to thic nroposal.

In your note aticched to Amtascador Bowles'! letter to
Secretary Hodges you have indlected your ccneern that the U.S. Govermment's
efforts here te coordinated and hove acked vaether we should hire a special
consultant to tolie the lead.

Ve

As indicaoted In the memnran:l'm:the status of the Bechtel
proposal, the Comwerce Department hos nlready bepun efforts to promote
interest among U.3. companies in invecting in fertilizcr operations in
India. Our burcau hes been in clese contoct with the apvrepriate
offices of the Comncrce Depertment cencerning these premcticnal efforts.
Paul Firstenberg of NESA/CDF hog toen designated to coordinate all
fertilizer inquiries cn tchal? ¢f the ITBSA burean, =t least until such .
time ag an idcntiflcble projoet 1o actuzlily subnitted. He has ectoblished
contacts with representatives of the Connerce and State Departzents.

I hove dlscusced fthe ddea of retaining a specinrl ccasultaont
vith the NESA/CDF, NRSA/SA cnd WESA/Tnrivcers cnd it 15 our Judguent
that it would te prexature to 4o o ot this time. At preceat ve are
in the early nrcnoticncl phace ond we hove not yot received any firm,
identiliaoble prcposale. Unlil such a prepocal is received, I believe
we chould continue to procced unier the present arrangements.

Sed AR, P TR 1 "

> e r
SACONGCY, L

Williwn 3. Mecomber, Jr.
Assistont Adaindstrator
EBureau f'or the Hear Zast and South Asia

Attachzents
Fa

"? i bv
Clearance: REWegner, IEZSA/CDF / .)
¢.c. Wlland, AA

R. Komer

.

T o L o : -
PIFirsfGpbery: cmr: KESA/CDF : 10-T-64
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RWK: July 27, 1964

Any voluntary press conference statement by LBJ on food aid to
India would have to be geared to Congressional deliberations on extending
PL 480 (may act next 2-3 weeks), Reuter will have a feel for this.
Agriculture has told Bowles (to New Delhi 196) not to say anything about
new PL 480 agreements lest he rock the Congressional boat, Bowles is
planning a press conference too (New Delhi 228),

To meet the immediate Indian problem, we authorized Shastri and
Subramanian to say 24 June that we intended to supply 300, 000 tons (about
same as this year) of rice from our next crop and to speed up wheat
deliveries (though rice is the real problem), Present plan is to sign an
interim FY 65 rice agreement as soon as Congress acts and then to work
on a new multi-year agreement to succeed the 1960 4-year agreement which
just ran out,

India has been our #1 PL 480 recipient--about $2, 3 billion (CCC costs
are even higher--$3, 8 billion). Most of this has been Title I sale (1 billion
bushels of wheat, 33 million bushels of feed grains, 31 million bags of rice,
1. 6 million bales of cotton). However, we've also given about $200 million
worth under Title III to feed 9. 9 million people, including school lunches
for 8. 1 million children. FY 64 program was about $300 million,

HHS

Att: New Delhi 228, 7/22/64
To New Delhi 196, 7/25/64
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FROM: NEW DELHI
Info
& ACTION: SECSTATE 228.
?P DATE: JULY 22, 6 P .M. -
2 __SAYRD
- _ SMITH, WiL Y.
: AGR |CULTURE FOR FREEMAN AND AID FOR BELL FROM AMBASSADCR.
1?% -1 AM PLANNING TO HOLD PRESS CONFERENCE WITHIN NEXT FEW
% DAYS WHICH BARRING UNEXPECTED DEVELOPMENTS WILL BE LAST ONE
“s7s CEFORE UlS. ELECTION THIS FALL. WITH FOOD AND AGRICULTURE IN
:ic‘ HEADL INES ALL OVER INDIA | WOULD LIKE EMPHASIZE WHAT U.S. HAS
2;# DONE AND AS FAR AS | PROPERLY CAN WHAT WE ARE PLANNING TO DO IN’
Eié FUTURE TO HELP INDIA SOLVE ITS FOOD PROBLEMS. AREA OF PARTICULAR
vsa  SIGNIFICANCE AT MOMENT IS FUTURE TITLE 1, PL 480 AGREEMENTS
%;_Y WITH INDIA. HERE | WOULD LIKE TO MAKE AS STRONG A STATEMENT
wga AS FOSSIBLE WITHOUT, OF COURSE, CREATING PROBLEMS FOR YOU.
RQR SOME SPECIFIC POINTS | WOULD LIKE TO BE ASLE DEAL WITH ARE:

l. ARE WE LIKELY TO CONCLUDE ONE OR TWO TITLE | ARRANGEMENTS
WITH INDIA DURING NEXT FEW WEEKS? | UNDERSTAND WE MAY SIGN
INTERIM ARRANGEMENTS FOR VSZ FY 1965 FROM FUNDS NOW AVAILABLE

TO BE FOLLOWED BY MULTI-YEAR AGREEMENT AFTER CONGRESS ACTS ON
NEW PL 480 LEGISLATION.

2.+ WHAT 1S CURRENT THINKING AS TO WHEN CONGRESS MAY ACT ON NEW
PL 480 LEGISLATION? WHAT IS PRESENT STATUS OF LEGISLATION?

SEEMS THE QUESTION OF GRANTS VERSUS LOANS OF SALES PROCEEDS TO
RECIPIENT COUNTRIES IS PARTICULARLY PERTINENT QUESTION HERE IN

INDIA. | WONDER WHAT COMMENTS, iF ANY, | CAN SAFELY MAXE CN
THIS POINT.

ANY OTHER COMMENTS OR GUIDELINES YOU WISH TO OFFER WHICH |
MAY MAKE IN PRESS CONFERENCE WILL BE MOST WELCOME.
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-2- 228, JuLY 22, 6 P.M. FROM: NEW DELHI
PL.480 HAS LITERALLY BEEN A LIFE SAVER TO INDIA DURING PAST
EIGHT YEARS. WHILE WE ALL THINK SUBRAMANIAM 1S!OFF TO A GOOD
START IN CORRECTING DEFICIENCIES WHICH ARE LIMITING AGRICULTURAL
PRODUCTION, IT IS EVIDENT THAT INDIA WILL HAVE TO IMPORT LARGE
QUANTITIES OF FOOD GRAINS DURING NEXT SEVERAL YEARS.
APPREC IATE YOUR COMMENTS AS SOON AS POSSIBLE.

BOWLES

HLL/27

LIMITED OFFICIAL USE
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46
Origin ACTION: Anembassy NEW DELHI  PRIORITY 196 s i 23 e put °Gy|
4GR FOR AMBASSADOR FROM FREEMAN AND BELL
SS YOUR 228
SP
L Comments follow on specific points, 1., Shape of possible Titic I srrunpee
H
NEA ments with India should emerpe within next few weeks as Congress maies progress
E on extension law, Feel strongly however that it would be unwise to make
AID
NSC public statement at this time on new agreements, Recognize fully that we
INR
CIA should move on new agreement at least for rice in time for early delivery zad

I;if* we are preparing ground for this action as soon as legislative situation

1;».TH.?_:‘:.It clarifies and in any event in time to be of assistance to India. Suggest we
make this decision no later than first week in August, 2, Multi-year agreemeuat
wi.th India may be possible within next couple months depending upon foxu ol
Congressional extension 480 law, FYI Might lowever not be in position for
“new nulti-year agreement until next calendar year simce wunual program limita-

':'.';t'ii'ons gtill possible which would make it necessary negotiate anmual program for

"':‘Iwheat, oil as well as rice in order preserve next year ceiling for urgent

ti-year programs several countries including India, Should be understood

; o L7

- _’ ; ‘ .‘. no commitment beyond currently available authorization can be made at this

SAUI nL i’m es End FYI, 3, As indicated above hopeful Congress may act to substantial
L‘,:..'-__l A L\’I g
SHMLTH, &:ﬁ:ent within next couple of weeks. Tempo of legislative action mow rapid.
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DEPARTMENT OF AGRICULTURE

OFFICE OF THE SECRETARY
WASHINGTON

April 27, 196%

s
\

MEMORATDUM \
To: The President M )
The White House \ | 0 2
: Y A
From: Orville L. Freeman A

Secretary of Agriculture

Subject: Report on review of Indian Agriculture

I.

Councern

Since 1961 vwhen I last visited India I have tried to keep informed
on progress of Indian Agricvlture. I have been inereasingly con-
cerned the last year as it became clear that India was falling
behind in her third 5-year plan tergets and in my judgment not giv-
ing adequsate emphasis to agriculture in the planning now under way
for the fourth S-year plan.

The following summary indicates the targets and the lack of achieve-
ment which has given me concern:

Target for 1966 Achievement in early 1964
Food grains Raise from 80 to 100 8till at 80. For period
Production wmillion tons sinee 1951, growth has

been about 38%, or 2.6%
(compound) annually.

All agricultural Raise from index Still at index 140
commodities 140 to 176
Irrigation An additional 25 mil- Additional 11.% million
lion acres acres
Fertilizer use Raise from 230,000 tons 450,000 tons
() to 1 million
Cooperative Raise from 33% to 60% 40O
membership of rural population

Further India has been the Wo. 1 recipient of P.L. 480, our having
shipped sbout a billion bushels of wheat (16 million metric toms),
33 million bushels of feed greins, 31 million bags of rice, 1.6 mil-
lion bales of cotton, at a cost to the Commodity Credit Co ation
of $3.8 billion, all for soft currency under Title I, P.L. .
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II.

In eddition, we have given away under Title III through the
voluntery agencies 1.3 billion pounds of food at a cost of some
$200 million, and presently we ere feeding some 9.9 million
people, including 8.1 million children under the school lunch
progran.

Recently a Title II payment in kind for work program has been
successfully initiated in Rejasthan a crop failure disaster
area.

There has been considerable criticism in the Congress of some

of our P.L. 480 sgreements with Indie. Extension of P.L. 480 is
presently under considerabtion by both the House and Senate Agri-
cultural Committees and the record of Indian sgriculture and its
prospects is repeatedly reviewed.

The Depertment of Agriculture is providing more and more personnel
and services by way of technical assistence to the AID Agency and
as our Jjoint planning and cooperation goes forward the status of
Indian sgriculture is increasingly importent in our Jjoint planning.
Accordingly after a review of these matters with Secretary Rusk and
Director Dave Bell, I decided that an on the spot review of Indian
agriculbure was necessary so I could personally evaluate our
progremming and planning and also possibly assist the AID Agency
in advising the Indian Govermment how to overcome the critical

lag they are presently suffering in egriculbure.

Itinerery

I left Weshington as previously reported in my weekly report to you
late Friday, April 17, returning late Saturday, April 25. I flew
to New Delhil direct, and directly from New Delhi back to Washington.
In Wew Delhl I conferred with agricultural officers, including AID,
USDA agriculture sttaches, and people from private foundations,
primerily Ford and Rockefeller, from India, Pakistan, and Thailand.
This gave me both an opportunity for a firsthand report on Pekistan
and Thailand and also prevented or at least minimized the criticism
for my not visiting other countries in the Far East.

I then made a 3-day intensive tour of Indian agriculture, concentra-
ting on the so-called "Package Districts" where meximum efforts are
being made. I drove to Ludhiana in the Punjeb visiting an extension
treining center et Nilokhagrl enroute. I also interviewed individual
cultivators in the fields and stopped et villages along the way,

reviewing cultursel practices, particularly inquirving ebout the evall-
gbility of fertilizer, insecticides, improved seed, end credit.
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I spent several hours with the faculty of the new Punjab Agyi-
cultursel University at Ludhiena and was very impressed with the
celiber and drive and dedicabion of this group, most of whom had
doctorate degress, ell of vhom had extensive training. Inci-
dentally, their salaries had been virtually tripled in the past

2 years, bringing many back from foreign teaching assignments to
India. After a brief stop in the new capital of the Punjeb,
Chandigarh, we flew (in a DC-3) to Calcutte where I toured the
slums and discussed the plans of the Ford Foundetion group headed
by Mr. John T. Robin who previously worked with Dave Lawrence on
the Pitteburgh urban renewal and slum clearance program to meet
the almost overwhelming problems of Calcutta (slum clearance,
transportation, sanitation, and almost every need conceiveble).

It is impossible to describe in words the poverty, misery and
degradatlion of the some one million refugees in Caleutts. I
believe we cen by use of P.L. 480 Title I rupees accomplish in
Calcutte a dramatic exemple which will be noted world-wide of what
cen be done by determinstion and effective use of resources. One
of the critieilsms of Title I, P.L. 480, is thet the currency which
is granted or loaned to the developing country is merged into the
overall development plan of the country in question with the
result thet the ldentification of its source is lost. I discussed
with Ambassedor Bowies, and he heartedly agreed, thet we could in
Indie select some projects which would be financed from Title I
rupees (grants or loans) and cleerly identified as a United States
financed and supported project. I repeat, Calcutte provides us
with a dramatic opportunity to capture world atiention and meet
the burning needs of literally millions of people at no real cost
to the United States (assuming we extend our P.L. 480 sgreement
with India).

At Caleutba I also had an opportunity to review some of the storage
facilities and to personally investigate some of the transporta-
tion and handling problems under P.L. 480.

From Calcutta we flew South to the State of Orissa where I visited
another intensive sgricultural district (packege plan), this time
Sambalpur. I returned to New Delhl that night late and on Friday
held conferences with the Indian Plamning Commission and with
Ministers from the Food and Agricultural Ministry and also Trans-
portation, Power, Irrigetion, Extension, Community Development, and
related ministries in the complicated Indian administretvive struc-
ture. These conferences were designed to impress upon the Indian
officials the importance of a new emphasis on ggriculture, both
edministravive concentration and increased allocation of resources
with special emphesis on fertilizer.
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III.

Evaluation of Trip

India's agriculture will move shead and be able to feed 9 million
more mouths a year and increase a very low caloric intake for its
almost 500 million people only by meking the hard decision to
invest more of very limited resources in agriculture. Fertilizer
is particularly short and desperately importent. It is estimated
that one ton of fertilizer is the equivelent of 20 acres of addi-
tional rice land. Correspondingly aveilsbility and use of insec-
ticides and pesticides and proper use of water all will maximize
output., Such an increase of "inputs" is the only possible means
of satisfying rapidly expanding needs. The Indian 5-year plan

is very cerefully prepared and once modified only with great dif.
ficulty.

Success of this trip from the standpoint of affecting Indian agri-
cultural production must be measured by the impact made upon the
Indian Planning Commission and top Indian officiels. I believe
that my vislt made a very sherp impact and thet there is an excell-
ent prospect of & renewed emphasis administratively and also of

an increased investment of inputs into agriculture.

The fourth S5-yesr plan presently cells for 2 million tons of
fertilizer a year. At the conclusion of our conference they were
seriously considering how it could be increased to 5 million toms.
My recommendation was to call in American industrial firms and

ask them how 1t counld be done. Further, I urged that they loosen
up thelr economlc structure and ellow a wider latitude for the

free enterprise sector. I pounded home to them that the farmer will
use more fertilizer, insecticildes, water and apply good practices
if it meens that he will get an increased return. A farmer doesn't
need much educetion to respond to this as has been proven again and
again. Therefore, where the cooperatlve credit and government
credit structure and the current system of distributing fertilizer,
seed, and other inputs are not functioning efficiently and well

I urged that room be made for free enterprise activity. I pointed
out to them that privete salesmen, perhaps even more than exten-
sion agents, were responsible for the quick expansion of use by
American farmers of both improved seed (perticularly hybrid corn),
fertilizer, and other new inputs into sgriculture end thet the same
could be done in Indie. Competition between cooperatives, priveate
companies, and the government in both credit and the sale and dis-
tribution of inputs ought to be encouraged rather than discouraged
was my repeated emphaslis. I alsc urged stronger support prices
announced before planting season and & cut in the price of fertili-
zer and seed.

The Indian Government reaching through the British trained career
service has a sort of Fabian Socialist outlook with great suspicion
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and resulting strict curtailment of the private sector in agri-
culture, This 1s understandable in light of the dominance of the
money lender who still exploits millions of Indlan farmers.
However, I think they are beginning to recognize the benefits of
loosening up their economy and stimulating it by meking more
competition from the private sector possible. A visit of a team
of some 20 American businessmen several weeks ago had proved
quite successful and my emphasis on the private sector in the
agriculture sector supplemented this earlier visit very nicely.

I am happy to report that my recommendetions were, I believe,

well received. Careful follow up is now being organized. I

they follow our recommendations I am confident it will meen a
significent upburn in Indien agricultural productivity. Ve are
cooperating closely with Dave Bell and the AID people and will meke
available technical personnel in both production; distribution,

and also in pricing techniques.

A new P.L. U480 agreement was also discussed with top Indian offi-
cials. It was agreed that some 2 1/2 million tons of wheat not
yet delivered under the l-year agreement now ending would be made
aveilable between now and January 1, 1965. 1In the meantime we will
begin negotiations for a l-ycar agreement and review together the
feasibility and practicality of another long term agreement.

I impressed upon responsible Indian Government officials that with
P.I.. 480 now pending before the Congress it would be our policy

to move carefully and to avoid any controversial decisions which
might affect Congressional approvel of this critical legislation.
This they seemed to understend and indiceted their willingness

%o cooperate in every way possible, including the offer of the new
Indien Minister of Agriculture, Swarin Singh, to come to Washington
if he could in any way be helpful.

Conclusion

I returned to Washington late Saturdsy efternoon, April 25, after
another 28-hour plane f£light about as exhausted as I can ever
remember but satisfied that it had been an importent, useful and
productive week.
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Dear Mac: / = Qi aa-z Mv-,éw{__
1 am enclosing a cop¥ of a memorandum to the Secretary a ~ ”)'1

on the PL480 situation which I discussed with you on my last #, 4t
visit to Washington. o

The present situation which is wholly irrational is diificul:
to explain and impossible to defend. Here we are with $315 millicn
worth of rupees specifically set up for United States uses while
we curtail our administrative operations, reduce our alfeady small
travel allowances witnin India, and forego opportunities for imag.aative
creative programs which involve no dollar expenditures whatsoever.,

I believe that the Bureau of the Budget will nave a great cea.
to say about this, and I will deeply appreciate anything you can do
to help me break it loose.

Warmest regards.
—

—

Sincerely,

W
~hester Bowles

Mr. McGeorge Bundy,
Special Assistant to the President,
The White House,
Washington, D, C.
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