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.Ml'. llawa't'd A. Cc,,Jdeo 
'Pre9ioent 
lntcrt\aticnal Cooperative Develol'ffent 

Assoc~oo 
1101 Conb.nentat 9.li.lding 
l.018 14-th strNt, N. W. 
Washihgton, D. C. ~ 

I have 'oeen as~c\ to reply to ~\Ir i..tt•r ot April 16 to 
Mt'. Pavid ~ll vith \/bJ.ch ycru t181\Smitt«ci a Ct!>pYOf 8 letter ·to 
th~ President <:onae~ the possibillty of comitruotillg a 
fertiliz.e.r plfflt in Irulia Ott 4 coop~rat:ive basU~ i 

16 yqu 191ow1 the u. s. Go~e.nvrent i<a ~ae..,oring w· 9UP'f'=I~ 
Q.f:forts ~ t.he wdian gtive~nt fio acc~lerate 'tb:e g'r'Ovt.h o£ ~T\­
cult·ural pcoducti"". \Jhtl~ the current "1"ee.r »t'a!lieli!.s to bo a «oe:d 
one for I.ndiari agriculture - output. could wall 'Ira about , - , ~ 
over last. "fear'5 level .. ~deralile ef£o.rta v1ll be Meded to 
bold these ga~s &XI to provide £or even ~e ra;pili g'rowt:h. 

We~ that a rapid e~sion ot the ~duction ot fei-tilutt 
1g one r:::,£the p.il.J..er9 en whkh t.ru, :tnl3ian atta:!k on· its sgriculh.rtal 
problem mu:,t rest. A nuJn~ of' maa~~ are under way to inc:rea.5e 
the availability e>t terttl:her to tne Il').d,._ ~r, both tb.XO\\&l\ 
rap1dly e)CpancH.,,gpl'Oductioo 1n India and through incruseii jmj'Qrts. 
t could -visualite that a ~-rativ~ly owned lertil\.z.er plal\t r,ught 
rraKe a COl\trtbutl.or.1) i£ it is effec.tive.Jy ~apd and U suitable 
-d i'3tl"Uuti.ot:i and inarlt.eting Arie ~trt.s C.&rl be ma&!. 

Before we c.ould COf'l6i.ler the alloeati<:ft of .A.I .t>. furlJ., for 
such a. px-0jeo~ ';ilit 1NQU1dhS"le to know mote ab::>t.ttthe pt'OJlCSal d\kb 
)'OU ~ve 'beet! cliscussing '-lith your Iod1an ~terJ&m. I would 
ti. partic ula-r ly intu~sted il1 lear:oi t,~ 1'Cff about. the 1lat.ure 6£ -t:he 
tesocirces whi.c'b ,our organii.atibn -..nuld r,e able to de-tote b~ t~ 
prt,jeet, the contri'butioii which the Inclian eooper&tives &Wt ext,aet.d 
to ma.ke, a11a the ~iD! or a.sststance ~ ex:pec-.tt,ie Inclial\ and u. S. 
(ove~l"Sts w ~-ro"1~e • 

. .. ,_ . : . . -.. 
! • ·, ~--·.. ,.~:~ ~_ .• ;.-.. ~_:_·::~~.:__._· •• 
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As ~ also )<r.ov, requests £br Al'D agsfstatJC.e MU:Sibe .initiated 
by -\:re !t'<liar. ,~vemtt'nt. sr.d l'OU May al,o wJ.ah to cUscuss >e-ur pr•­
~sa l ....iHh ~ Irclia:I &nbassy here in ~on. I vou.ld SUU'etit 
N\t". K. S. Sutlliara Re,Jsn, tna Jildian ECtJNStl1oMWstar, a, a poW ~ 
C£>()tact. 

t hav'e teken the libet"ty ~f ~8 a r:Ll9Yel JCIIU' lat~YaM t:1f 
'Nf/ reply h> Mr • .TohoP. tewis, the 0t.l"ector or our Mis9ton 1n tJew Delht, 
ft>r bis Wtl1'll'l8ti<c and ec.a:ant. 

If ye>.Jwt-h to p.inue tMs px,);eit.t f\u'thar, I~ autt.~t. that 
you manta to ba'lfi 1t tl1sc:us~edVJ.th Mr. Wuta C. fu.m, UlO is the 
Of£ie.et" io Cb~e or In.aia. Afrat.rs in IQ)' a&reai. 

Sincer•ly ycu:rsa, 

\Si.11.ia,o a. ~r, Jr • 
.AssUtant Adwtf»iatr;tor 
airtau fer Naal' ~t .iU>d.50\r.th Asta. 

Cle a.ranees: ,-;) F ' 
NF.5A/OP: PFin ten'berg (su.h•) 
NEA/SOA:8Sober (01.tbs) • 
'lCR/F.CP:E:U,n.s(subs) 
NPt1A/SA:CHAae9 _ 

> • ·_... I ··-·-"' .... 

-.........-~ -.' :-....:__._:.:.· ...... ..... ... ....... ...:: ...· :...:.. ....- · 
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Room 1101 • 1012 ourtoon . . • 

•..• ~.t~ ,~_:£..ii-f~• .:·;.\ 

~ ~ • 

•.'3'Ass~ciat~<:>n 

ashlngton, v.C. 20001S 

Tolcphono (202) 638-4001 
May l ' ··" "'. . 

M=. Willi.:..::1 B. Macomber, 
Assistant Ad.~inistrator 
B~reau for Near East and 
D~p.urtecnt of.State, RD. 6724 
\o.Js.bington 25, D.C. ' 

.• ¥• 

r Plant fo-: 

Dear M;. M3comber, 

' . 
; . . 

EHB:bs 

cc: Mr. ~alter C. Furst 
NESA/SA/AID 

-•~ lMr. C\?o·~ge .Jacobson 
, 
• I 

"'R/!CDS/AID ' ' 

.
MT. Howard Cowden .. 

: •.. , i. ~ 

Jr. 

. 
I 
'• ... 
. , 

I ,, 
!.:-'-

: ,.. ·•y:i . , 

Howard A. Cowden Warren.\. H.:mn~." 
Board Chairman T,u-1:ri-r 

PAl!SERVATIONcoPY 



DEPARTMENT OF STATE 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON, 0,C, 20523. 

. . JUN 1 1965-

Mr. Howard A. Cowden, President 
International Cooperative Develo;>ment Association 
1101 Co!ltinental 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 drc:w 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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Before your return to U.S., believe it would :·.,· de&irable 

you t~lk to TTK to get GOl reconsider ·its dech :::.c.non . 

Bechtel fertilizer proposal. No c:oJbt you h.:1·-:e a lre;-.~:y used 

: 1 :: 
~ f ;- all t·hese arguments, but b€:l icve fc"rtilizer propost.1. •....hile 

:.! . 
: : 

i·. 
I '"j • 

': i •• very important in its-'!lt, involves substant:.1>.. c.o~siderations 

f .l 
• i beyond investment opportunity . l 

? • iJlJl/:j' .' 

! 

...l) It 1s widely rmrrized that agric' •• _. !dia • s 
. ·l.l ~y·j· :; ;•: major task ahead and major area in ·,.:hich dev.:>l.:,::·;·.c-nt .--;Rs lagged.-

··r~~Pri:~~~::i·:;- • 
I 

• 1:~i-::t.'i:Ii•l. Mobilizing all .pos&ible resources for agro-1~.,bstry \,.)uld help. 
' • '!.. i,.r• 1 \ t ..• L'• " \. ! ,-; ' ' .... ,~ '. '' ;!,~il~:I ;i ;f' · : • • . ; cou,1tries regard- • '·· •';}ti~rJt.:1.1,c~e~_te correct . ~m.· rress ion in a_~,..1_consortium 

'. .,:: . t:"; .. ; ' .,.,·f:!•l~~;~jf:1:,~~:,~~ l. • ,:., :, 

. pro-posat w·ould ·do\·\.:;, !f i!J:HItllg :I~d ian se 1f ;;help effort•, ••Reject i~ th is . . . ., ,,...' .~iT: 
·' :,; r ,··:·--·just_ the :-·everse, and could only hove·,adverse <~ifect on future·. :':·.:·, 

; ~ ! ;~' • : . . . . •

r+il·.i:t;;;•.decisions in' Co~·•ortium countries for :support of India during
1 

- ( ! .: years of Fourth Plan. ! • •l ~-\: • 
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t~~t 
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• 
lit~le 

• 
actually boing done to encourage 

'J 
; ! 

and make it e~sier for foreign private 

' 

investment to flow to 

. c° l . : . India. On other hand, if 
.

proposal· 
. 

w~·re to &o for-.ard this 

• i 
would be ~Srhaps beat p~9~~ble sign~l;for potential foreign 

investors to con1tider sc'ri6unly 
. 

•opportunities
,•: 

in I.ndia. . 

4) Estimated foreign exchange savingo to India which 

would result from proposed fertilizer investment you familiar 

with. This obvious powerful rcenforcing argu:uent to first 

three po!nts above . 
. I, , 

5) In light of above. believe acceptance of proposal 

would be extremely useful in presentation to Congress -- and 

: . its rejection by GOI would ba difficult and e~barr~ssing 
i 

and we must look for every possible positive f~c~~~ -~ pre~cnt 

circumstances. 

l •' .. 
' ••'. 

•· interest in firm should not be such difficult r;.1~ter for GO! 

to defend. Much larger foreign ownership accept~~ i~ certain 

circu.~:stances (e.g. IBM) and 50-50 arrange::ient, w~ feel, could 

r.:.1sily be Gold to Indian Pu-::lia.,c~1t and public f ,:;: such large 

;. LIMITED CFFICIJ\L USE 
'. . .... .,. . .· . \ .. . . •.·.., . 
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7. Rc3arding return on investment, believe Indians 

should recognize that b~nk guarantee really provides cheap 

~xternal financing. If entire bank_gunrantao portioo were 

to be in form of equity, which Ind14ns probQbly would not . 

turn d<Yirm, over-all return would undoubtedly be greater thsn 

now being pr.oposed, and this migh.t well b" ACCeiptable to GOI. 

Believe GOI should calcul.ata on thQ b~aia of over-all raturn 

for private investment r~aoureeo provided, and in this way find 

return to investors not excea~ive. 

8. Prospective &sgi&t~nco in in;provc::n~nt fertilizer 

distribution is very iI:iportant szpect ~-hich would be lost 

~ith rejection B~chtcl propo.ssl. ?~licva I:1cHm:::J can ill 

.afford turn down this wortht,·hile by-prc<lt:ct of p::opos~l; 4p~rt 

froo it& other valuable fc~tureo. 

,. .. - ...·-. • • I ..•. ~~ERVATIOfH~t't,;", .•. · .. 
• \ • ~ :1 '' 
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r 
DEP .... lff~~ENT OF STATE 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

May 28, 1965 

Mr. Harold Saunders 
National Security Council 
EOB Bldg. Room 37° 

Dear Mr. Saunders: 

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

Sincerely,
'/.sZC. Herbert Rees 
C. Herbert Rees 
NESA/SA 

l"J 1 1965 
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m.AFXED:t~ 21, 1965 

mtTIAtlm: l!.AY 2 5 1965:::==~ma THE ~ (, 

/s/ William B. Macomber, Jr. . ~ (\ JV' 
ll'R()!l1: l-ti.l.lJ.cs ». r~o.:i>m-, Jr., Mft1F& J-
s~crt: An F4rl.$ P. L. 48o Agreemect vith India 

&oble-,~n 1l'o reso1,~ conflict1Ilg pollcy vicvs vtthin the Executive Branoh 
OrJ a QQJo.rP • .t. ~ ~ecment vlth Ioo1a and to hold appr-opr1at..e 
Cr;:.~a10fl41. co::unll.tationu with1n the n~-t t14o to three .-eeu 
uo tbat coneultati<=s nth ~ aipplyinu cO'.zntri(:11and nego­
t1atlons with India oc.n leoo to a ealt:s asi-ooment within f'our 
or nt the outside au veelw. U, by the ~~ halt" of June, 
IMJ.a ~O(?D not hc.ve -W'l e.~t or s-\tf:r1e1ent aeaurnnce that 
one will event\nte as a. bas.1D fol" arrang:ing !or ah.tp charter:31 
then ;probllhly will be a hatu5 in deliveries in late ~. 

nae~: The .Indi.Qn ~~ hns requested a. tvo ;,e~ P.L. 48o 
'lit.le I a~ for Fr 1966 Qnd1967 ,vrovidin5 t~r 7 rdlllc:m 
t~a or wheat tu".d 300,000 tons ot rice tar each of the two 
years. no request~ nllde ut this ti."°' tQr other ~1t1ea. 
'Ihe4e rs:, be rcquee'ted ~tu. ~r 4otn as an ~t. Xhe 
total value o-t P.t. ft.Bo~pl.1ee 1e estimted to run to $S◊O. 
$603 tttlllon en.chycm:-1n PY 1966 .-m<1n 1967. 7tle eountr:, 
Tc~ rnaugl.y &up,orte t1M ~al Oil tho bui& ot f'oodgreJ.n 
needa, :fonrard pl/u:m1ng and A ncccs.sity tor IDd:1a "to buil.tl 
butter ct.eeks ar ~~tn.s to encmzrae7Z domestic price and 
political st.,.bili~y. 

l. ~1onof~t 
2. Qwmtity or \~ 
3. Converutons to Fordsn Rx:chmlge 
4. Local Cul"l.--eneyarcmts 
5. ~ lntoreet 
6. lws~1on for u.s. Useo 

Dinc!:t:fBif-JH Widely diver&?nt end le3it1mte V1e,.-s mat on the nbove 
1avues. l!ESA, :re.,MR, Md state/OOA bl.ve· a~ UpOn a @menl 
approach libieh repreents our .todFnt ru,. to the best :packf.lse 
vhich eon be sacurca, bo.l.mle~ Inaia's food ~a, our desire 
to pre1u1 tar aprovtmk-nta 1D ~ :pert'ormanoe., Co.agre~d®t\l 
requireD'mts, deairc to c.vo.1d unneceesar;y ru,Pe1" c.ecUlZllat1o::t1 
u. s. t'i~ end ba.l~.,.e 0£ po;yments intcre~o., e-.ndt~ ur~ney 

JUr~l 1965 
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ot acuon,. We 'bf!ll,e,e that tho~ can be~ b,J' 
Ac·1cwltuN em b7 the Mvir.»17 00nd.tt&e. ~ ~t t.hat, 
alt.M\lf',tl tt ft\.lJ.a ahGl"t of tbetr *tre•:r IDd1& will aeqw.~.ee. 
'l'he ~ tl-i&Mnts ntt antic-1~ on propoaed 1'U1)ee eon­
ve-n1Ci!JDee1Uns, ~ ~G.-SU\'7 and cu, but ue have DDt. Jet 
~ ttiaett to the point ot raqU1teting y{}Ur ~im. 

At tht.tr t~, ve ~st: 

(a) yottF quick N-view and UM'nt to the packap 
iJO tbtst ft C-&D proceed vi.th CCDfti<... i0118 
vttb USllt\, ~aaury 6lld cu, and 

('b) your ~-.mt to g~.e~ @ ear-ly ~Ina of 
the MYl.8cl".rCcun1t.eee :ret?'J,U'tins u.a.the 
Wle8 r<!Ml"ftcticn 8lld 'the tJ:rt.e:rcst q\llfrn:.ionB. 

~ Prlli!4!1 0Ur r.,tO~ ~t1.0na on tbtt six 1.Hutea a:Z'fl' {>S.'ftnGd 
eeuseod 1D the ai.¥ ~~be-low. In l\"1et w 

J;S"OpoBe : 

A. om, par agl'eC;;llltnt. 
'?be eoqJl'Qllld.arefigure ~ 6 iallion uma at trbe&t. 
Lea.a tblm 2~ ~ tar u. a. WHta U' C~eae 
cequiueee. 
Loan ~et at j/':J;.,_.,,sub~ to ~•~ 
COIUlUltatJ.on. 
lk>l.dulg cOAfl'ers.J.Oll:eto :ror&tllll ~ to ~0%1-
Glllte~ the leftls &~ for la.at y:m?'. 

Pt-c:wAA+f m-;,.i:~ 

1. 1ltlo CffimtlT 'feem.MB sti-01l84' etsdoreed tho 00ft'4:¢, ol 
a two ,-r, ~. 1.'he Ad:,ea1'ftl1or b&ll•m·u! that thle ~ 
ftleill'blte appro_priate J»liey ~ove&llfflta by the lni:'Uan.s ,such 
a.& ~e..tC.-1. or tbe :anal bcl'l'ten. cm the ~ of trade 8.Dd 
tbtt bw.ld:tng at butter atocka. 

We t'eel that tJw: ~ b.etveen • orw-,ecu end a two,..yev 
period 19 & olo-se ca:m. md.le a l.®ger pertod mf' ta.eil1'tate &D!» 

batter p~ by the tmune, ~ iB no ~• tbat We 
wUJ. he.'gpen,. A shorter period '1/aY be ~ be.<-..m.-..ethe 
aa;islat1"W Mil politieal ~ ~ b~ better a. yev ~ ow. 
Cangr,e•u_omu. MlGti.iiamt ii• aaid to m..Utate agatnet a ml.ti-year 
~ ad thto vie-w ie el:¥aedby trll1.Jy' 111 A.1.D-. 'i!beH io 
ltO'U ttm a.~ btttwecm~ ~iu t!D a 0lle yec.r 
~t. 

1D tbe r~sponoe t.o Anlbo.eeedor Bc:nrlee cables QJ1 tbe ~ 1 

the ~'hiu Bowre {Mr. Bun4Y) cl.en.rd the state ttP.17 t~ l~ Del.h1 
(D&Pi'EL235'), rt:q 8, l::J65}but tncl'Uded the wa:rd:e, ..IJ) !!IQ: evet 

• 
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\~ ~ ~ve to ~ c~~ sOlUldil)!! on e~l.)(: ~ sue 
¢ ~"'. We b-ellev~ thet tha Depnl'tment ot il-31"i<x1tl.t:1r.ei& 
b~et -q,Wll!fl.e6 to ta.".e tlleee sanndillGG it yo11C.ij):'® tbi2 le 
Ue<:t?:e8arj" in ~~iti.on to wlkc )N.>4t.rlll be h~g ~1th the 
1\c:ivisor:r CGU:m1ttt't<:.. Cts 1u o£ tbs opin1oo tb«t no so-m_di.ng!l 
t;lmultl ~ take.ll 'bef~rc 1.¾>UBeaeticn on the Aicl Bill on ¥..ey tl~. 

:::.. Q~:t;\,;£ o.r Wheat 

lflle- !ndianC:. ha"e 1.-eq~etoo '7 rail.lioo toJ;1e,mld Agd •• 
<:u.ltm-e believ~-s th~t 6 imllioo tone r,ltt:S 6o0 10l)!) tone cm-17•-in 
c:oaia be .ud~te for cMeu:aptiun 2'cguu·crsients ~nd pron.de an 
ox,,1)-:j.rlunity to bwf.ld ~ l.mff'er !ltocr..s. Ae;.t'iculture doe:; not 
,deb to be cwer,..coum:tt~. 1.'11era1s ge~ nsree.ment that tm 
rate ot ehi~s could be s.c:aele-re.twtt needed to permit 
aeownw.ationof butter stocks·, and it part ™ilities can 
lltmdle the trattic. 

In thi.e connection., yeu ehou.ld lalou that M Ms trip 
to l!laia l.Mt ~, Secretary &eotmm spccifica:1.1¥ regretted the 
failure ~ the· ltloiml. Oovc-rmient to awn themselves at previous 
opportu.ni:tie& to build ~equate buffer stocks and urae<t • them to 
d.o so. 

3. PPSW>1!1ansto, Fo.l'eiifl~ 

1.lbure S.s tl etatutoq r~ut 't.hat 21,~ loaal 
currency ~l"ati<me .sball be useii fQr ~1ottl:turnl promotion.~Ye<!-I I u,!..tj 
Last ~ the Indians ~ to ~ mllli.:at eonva-s1oo under 

sf ; I I lw..i-..1 ~y:,1.04' ( s) m2d ( t) ~· Tntasuey conversion £or use of tom1ists, 
fl~l, vo~ ~s, fr4tgbt, etc • ., and ¢q.675 mlll1on underb'I\ 

101+ {h) far CUto ~ce act1vi:tie.s outm.de of :tndia. 

The statutory req~~ added lwrt ye~ that lnd1~ 
must 1)tl9 1n fcre1a,;i. ~ tar the l>ullt o,r f'r~tght c~s of 
s~ts 1n u. s. bet.to» -will al.S:O be .an IJl&tttional ~a1n on 
~ign exchange. 'Dmt i'teln au.on• ® the proposeil .ear~~ 
~ cost the lnlitme ae t!!U.Chlil'B$45.m.lllon in foreign ~ 
ill a &inele yev. II) aa<auan, the lndum~~ al.s.o twnW-ri:Lnip 
Qther ~ial air.ounts fit loea1 eurreney for the United 
States~ abou.t $, nttl,lion each ye1g to fimmee imumrt!otml 
trmre.l ct ~can peraontiel and of p&2"tio1p&nt.s~ t,:i\lr 
~~ al.llo other indi.J:',ect:toi-eie,i exch~ costs 
o.risitlg ont o~ the ~tUl:'e of abOI.¢ ~30 m1U1oa in lc¢&1 
cur~· by tbe 11n,1.tedetG.tes·•· 

~ ... - .~. 1' -, ... .. • - "i1 

Ui~·,u,lti~~ n~~u~--~-i. 

https://s.c:aele-re.tw
https://q,Wll!fl.e6


~• tbla l.SJ(lj/ft6~~ the ~1 ts 1.Rllf •~· 
~ 2-3f> tt1t (s} ~ (t) ~s. mJ i~ aeltll.ls fOi' )$. 'l'he e~ 
bUJ.a."(11), f4 bath ,of' the• ~Q3t"~ em.d,d ~t. te .a fm.-~{#1 
excl10l!solQ&s ~ Intl1a. 'Ofas BWh as $15lltt111onU" t.~ -
,ast~il:t C!~S tQ ~00, 181llion. 

!we i~tlg- 1 tm 11~t\it':=mita ~ ~s1Gtt$ l'U1t 
~~ to cae baste·-~ of thlt P .. L. ~ ~ Wi.eh 
1s to ~ae ~~ agi<!ul~ ~wtt:& t<, mmtotut with 
:tf#d..p ~d»iln~ ~letsS.. ~- ~•ions wm have the 
~e'1t d ~~ tbe- lmliEw: ~~~ ~ ~... 
15: t;be. l!e~~ t~ ~~ J.Jiell.ltlh8 u_;a~ce ~ 
.A.l.D. 

ti.e ~eve t'hrit lM (a.)~ ·c~J~,etcns ena ~ 
~ 00 ~- -14 to ~ -y~-t-~ ~ 1~ 11 ~ $'.1 
r.d.J.U• :d ~.61J :million ~t.•;t;· "~ :prol?(>8e>to~ 
tbi.lf tx):o!tt~ ~~, c,all!lt(J m 10U1t~nti® U ~aei,~,. 

4:. !£9.9~~ 

5.; be@!~~. 

All or the ~~ ~~"OilebV:toua $b0Ut-'U1tOl,.eae 
bWWQA tld.8 l'Obt &n4-w&~ .te$.6® to be-~ ~ the- l.eg1.a• 
1a\1ve l1led>&r!Jot ~ MT!~ C011'.l!ll.tteema;vbe ~dillSflCi Gd @le 

r, J ,• • ,• • • I- ;-\--,,- • ~• "!, .. - ·-

dh .. ~ r-~iJ ~di!h0~tt-. ~-~" 

https://aeltll.ls
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to acqw.~cro 1n a n.om.umJ..rate 1n excess ~utrt.ri.ee. 'Wh:tle a. 
ea.-;e¢tnUd be mde for zero, ';fe ~.owd our e:t'~ei down 
t-o 3/l¥); (.follm-ting ~ ~srents) va. 2--~~ (1,41"S:llel.ing. _ 
the DL .rate J. Our Ct>nol.iur!on lifle t1m $ ml.B tlOt sui'fie1Gntly 
dittettJ1t :f1'-omtne 4 + 1;~ate. ~~ 'k~ ~~wl tw.t 
conaul.tat!oa be inJ:tiated loold.Dg ·t~ a~~t en the 3/l>I/:
i-.ate. 

6. nes~~ ~en,-~- ~- .US!!.~ 

Of all ·the ~eumulat~ :f'tDi-ooson rupecett, the re.teatioo 
Q.f a:EfY>u.s.-use :tig;n•e· ror ltd1a is tbQ ~ si~eent.. ~ 
teut-:1011of ~hitlg; ~thus~ s~ no U.$ •. tnterc,:rt in llldu ... 
~ tnct thl!lt s~ or ~X'h.GtPSall of the l~$ielat1w ~•tl r4 the 
~fim'Y Com;m-tteee.aor cc rec¢.@liae. Or1 the other hmld.1 thee 
2.f.'IJ,pvcv.1&1~ 1.nthe ~ s<tt-vai the ll'~ af t>orest4llus ~toot" 
nio;.~ 01'l¢l'OUS l)l"Wlf31i0ll$. i'here:fore·.,,-weconelu.de that it ehaw.d 
be ~1'¢ut 111.ltldie. ~ other exeee.e: c~ey countries- (on 
action which ~.id uece-r;s:u-i.lw nean lass tmm ro,1.t.'Ot-ld-vide) 
on:tr· if the key Cbn~sit>naJ. l.etllders be~ve that t.hey· «m 
~~still ~teet tlU! legtalati"on fr-Q.111,tN:Xr.acrippling 
l,lI'oVisiona. t'f<!ree~;tttl tMt qn am,rooeh 'be tl,\'.qi~ 11\ the ~ 
vein. 

l. '17mmyou tipprcv~ the !mer.,.~~ ~~~ on ne®>­
tta~.in_g ~icna fOl!' o:sae---,f:Wl! fC# radia for 6S@."~nt 
~on tons of ~t and 300,000 tollfJ. of rioe,. holding con-,. 
~sio.t".S ~ l.nat ~r's lev~l. 

2. Tl!:!!Jt.vouBaek ~.nem·:!¥ 1ne~i.ns ot tbs Adv'i.sor;y Cos:-
mittoo to c~t Qn tJie pro-!)t>f!efl3/4'/',interest rate <.11lthe 
;0m1eibm 1-~•r~ -01' the u..s.~ Ma~on ta ~1 amJ.to 
6d.11i.eetM C~ttee- B,-e),le~il:f reg&..t'd:l.:rJSi'tbesize and dUl!'Ution 
of t.i~ fa'QlJr!a!'t... • 

3. ~t yw ~ that a&lititma.1 Gcmsr.oJJsiQncl ~,a~~ 
it 3"4Y, r-ep-d~«, tJw SC~ t.U'ldei:.'l.e of ~ pl:'~tw be­ffb.Oll.11:t 
~t~n ~.rthe Agr-icul.t~ D~t. 

~ea: 

~Y1 AA/ 
Dt>.st, 
~--, Sttlt • '. /s/ David R. Bell 

!\ppt'OV\ffl:-------CBHees, NESA/SA (sub.) Di.Ga~: 
llate:·--n~--1)--10..,..·c

, mAY ~ 6 . mtt5 
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REFERENCE- (a) EMBTEL 3266 (b) AIDTO 20 4 7 .. 

7
Bechtel Senior and Bridges called on Bell and Macomber this 

•
/ ' morning to fill them in on most recent negotiations in India and subsequent 

discussions here with members consortium. 

Essence of their statement of sit~a~ton is that companies have 
. ' 

regretfully reached conclu'sion tha:t GOI will not agree to conditions.... 
which consortiwn regards as essential lf private investment in' equity

I" -t.,o ... 

by US companies and non~government~·financing is to be possible. 

The main problems discussed were marketing risk, 50•50 equity 

ovi."D.e:."s.hip- material supply rights. The one which occuppiedaxid raw . .. 
'--... 

roor"\att£-ntion in discussion was marketing. Bechtel pointed out that 
>I .. 

nsll ~ thb case was far greate-'" than any normal marketing risk 
: \ f... .I, ... • 

beca1~s of Vf'l-,:Y gl"eat inc:.t'"easein p:rodl!ctton planned over short period.
I ,A\ 

I 
I

l . . PAGE PAGESf. •l OF 7 
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Increase so great that cannot demonstrate sufficiently possibility that product 

could be marketed in lndia during the ftrst five years of production. Banks 

and insurance companies wish som~ assurance on this point before being 

willing finance project. Consortium and financing institutions ready accept 
GQftSQ"1~1JW.> f~tl~ tl:l¥-i \ 

✓ normal marketing risks buy in this case risks abnormal and require special 

treatment. 

Bridges had hoped crude supply contract which GOI suggested_ 

•-••r •:•~.WC(50to 60 thousand barrels of crude per day) might f,nduce -

oil companies to make concessions in marketing guaranty sought in recent 

discussions in Delhi. The oil companies, howeve~, have stated this does not 

change their position. When asked how this possible in view ot obvious value 

I ot such auppJ.ycontract, Bridges said oil companies regarded this as usual 

Indian attempt keep <U.scussions going with intent make further demands and 

so to contiuue the bargaining process. OU companies say that Indians becoming 

increasingly unreasonable on agNements on crude prices and all outraged at 
i.nststing ,, 11 

recent acttoii of GOX/• • II I! d impartial arbitrator in ESSO lube plant . ~. 
'h(;} P~s1.dE'nt ·of India 

project! ~~~••••••flur,g 
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There is no question Mkli'FF,Ii§MJthat an important element in the 

unwillingness of consortium to continue negotiations 1s feeling on basts of 

past experience and th!s case that tt is so df;ffkult to do business with 001 

)Ithat furthe~ efforts aN unwarranted, 
.. ,, 
I

'• oostjibleBrld~s said had promised by May 22 to µnorm GOI, after discussm~ / 

supply contract with oil companies, whether this~ changed picture 

sufficiently to alter conclusions stated to GOI in Delhi recently ... that he saw 
; 

\. 

t no possibility of );"eachtng agreement and proceeding with pl"Oject, He therefor~ 
1 

planning send teleg~ ~ to Dorman in Delhi instructing him to inform 

GOi to that effect. Draft "tnis telegram follows: 

Quote ... First., We must advise that o~ participants no1 interested 

in cons!dermg crude supply cont~ as substitute for othtr flnanctng 

,· f 

as 
Sec◊nd .. Therdl:re1 /was fully discussed. with GOI, our ., 

t 
conclusion is that unde~ exisUng con.dit!ons mass!~ fertilizer progam 

I: 
1: ,, 

(;a.J."mOi at this t!me be ~aliz~d as pr'ivat~ enterprise ~~deavor. End quote,.,, 

This ~ be!l'.!g sent to conso:rthun m~mbers today for thsi:,;o ~911llll~nts ~ ,.,.. 
.,, 'J 

Planned send messag$ to Do~an M0.)ldav, ' • { •. ,. I./ \ ·..,,,,,... 
ti '-t._~, • J/ t 

'-
~chtel stated Si.at~ th~~ ~ould be no g'l~ m~ssence of provisions 

set forth 1n ''fram~wo~k" whteb. Bridges left with l.i,8Uigan. These conditions 
,,,..~ 

had b.aen agread after much discussion and n.egoUation among IQ.embers and if 

~~~ c-~ 
' 

( . 

j. 
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attempt wer--e made to open up subject agaJ.n, even more di.Uicult conditions 

likely be stipulated. When question was raised whether every item in "framework" 
I 
I 

would have to stand exactly as set forth, answer was that this was not necessarily 

so, but that major filements would be required lf ie-,0nsortium was to proceed with 

project and fma..11cingto be obtaillfJd. We rais~d point that provision binding 

001 to repurchase equity holdings in case of 20o/ocurrency depreciation would be 
all 

wholly unacceptable to GOI, and &Jchtel exprossed opinion that U/othe:r major 
A. 

obstacles wEtre removed, this might be ellmlnated. He made no commitment 

w on this, how&vef, qd iad u»lte.r madet.statem.i-._contradlctoit,,#)'tht~ 1/,.,..,; 
I. We poi11ted out that "f!"amewo~k'' $mphastzed GOI .rather than privateIiI 

ownership (lf equity and asked whst.hier ronso!1 lum would consider latter 

alternat!~, B.rtdges stated that companies feared that s~tting up project 

1:·. on basis o! private Indian ownership would raise innumerable problems 
If· Tm._~~

and take ~long time, Attfi~~ d!sQuss1on howeve;,, he said some ofl.s 
I. rcompani~s ~saw □'I' adva.Ti.tagtts!n prlY'atc, ownersbtp and migpt a 
I· • , consd.1er 

MldlM ,Pi'6.ait all other problems solv~d, whtcll hSglll,y unlik~ly, 1; 
I Il: Bechtel suggested that U mtgbt aclvQAc-, ttm~ at which substantial 

I; fertillze:r p;roductfon could be obtain~d in illdia if, despite abandonment of. 
this particular proj~ct, AID and OOX would ·wt.shcommjsstoll and finance 

oontinua:t!?l".l of destgn and engmearing work on 200,000 ton plant. This, 
co~ 

~i' 
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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 also have advantage of i.ndicating U. s. not 

giving up attempt assist Indian fertilizer production entirely and maintained ~ 

t 
I~ 

·I' ' interest in such proJects. He estimated cost of $1 million for first stage and ·~ 

$2-1/2 million fo~ total job, Satd Bechtel would prefer that somebody else do 
I \ 

this job I but if we and GOI wished, they would undertake tt on a ,..egula:r 

commercial basts such as arrangements they have with own clients with 

substantial delegation of responslbility to Bechtel. AW not pJ;"epaTed to enterta1n :\ 
,. 

this proposal. 

It ts 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 001 made further substantial 

concessions. Rightly or wrongly consortium oU companies cl~arly fed up wtth 

attempt do business in India and others seem to be going along. Becht~l has 

always maintained not ready to attempt patch up consortium if oil companl~s 

'·•

dropped o~. 

We therefore conclude that discussion with all members, as suggested in 

ref. (a) would be of no use. We believe no prospect proposal can be kept alive 

any longex-. 

-~ 
CONFIDENTIAL 
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Consortium basically insisting GOI accept framework in toto. 

Even in unlikely event GOI did so., USG would be unable go along with 

consortium package in pi-esent form. Regret our efforts to improve
1 

l 

consoi-tlum attitude on key points not successful. 

Think Bechtel and perhaps some other companies ma1 be willing 

consider single plant proposals at later time. 

In meantime, conc~rned 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 
I 

known to give considerable impetus to claim that not possible to do business 

in India. 

We do not p;t"Qpose 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 could not re_a,ch agreement with the GOI~.t
and public 

but that we are supporting other private kertilizer projects and continue ready 

consider substantial assistance to additional sound fertilizer projects in India. 

We would hope on both sides to avoid recriminations that would reflect on 

people or policies 1n either country. 

1f any new developments here will let you know. 

\ 

' ·--··-----
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Would appreciate any thoughts you may have on the situation, suggestions l 
i 

j 

i re handling public information problems and views on where we go from here, 

I 
t. 

JtUSK 

...___ 
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MEMORANOOMTO: John A. Schnittker 
Director, Agricultural Economics 

Dorothy H. Jacobson 
Assistant Secretary, Ittcernational Agricultural Affairs 

Nathan M. Koffsky
Administrator, ERS 

FR<M : Martin E •. Abel, BSA 
Lester R. :srmro,sm 

: The input needs of Indian agricul tu.re dul-:1.ng tb.e Foui~i;h 
Five-Year 1>1anfor rapid -economic d.evelopnent 

Du.ring our recent assignment to AID India, we evaluated the agricultural 
portion of the Fourth Five-Year Plan (1966-71). We used t-vo basic ap­
proaclle.s in our evaluation. First, .re estimated. expected performance 
in agrtcul ture dul.-ing the Fourth Pl.an period using agi-1.cul tu..~ invest ... 
ment levels as currently plooned by the Government of India.. Second, 
ue estimated the level and pattern of investment ve thought would be re­
quired to achieve a high level of agricultural output and economic 
growth during the FO\ll'til Plan period. Tb.a following is a SUlilll!fl,l•y of 
the more important concl.usions ree.clled in this report. 

The total. demand for food and other ~c.ultural. product~ 1s !,;XPE;Cted 
·t;o grCTJ a.t a very :m;ed rate. 'l'he growth in demend is dominated by tb.e 
grovth in population. The total population is. expected to increase by­
nearly 67 million peopile during the Fourth Plan., In additio.n, projected. 
growth in real per capita income will contribute significantly to the 
growth in demand. It is estimated that food ~n availability will 
have to increase dllring the Fourth Plan by {a) 26 million metric tons 
if income is ·to continue to grow at pe.st re.tea, and (b) 35 million metric 
tons- if the rate of income growth trere to substantially accelerate. 
TheGe grow:t;hs.in demand assume .constant real prices for food grains, 
but :Imply a 1--ise in nominal priceo • 

.Agricultural. Eroduction in India. has seriously; lagged behind the growth 
in demand. Perhaps J;8rt of this lag can be expJ.ained by bad weather. 
But more mportant is the basic change that bas taken place in the com­
position of e.griculturaJ. inputs. Much of the increase in agricultumJ. 
production achieved c1uruig the 1950's reBulted trom bringing new land 

•into production. ~s source of increased output is mpldJ.y disappearing. 

https://grow:t;hs.in
https://dul-:1.ng
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Non-land inputs, sueh as fertilizer, will have to be increased sevm."al 
fold just to 1Ba1nta1npast trends in ~cultural. output.. And, sub­
stantially more non•land inputs will be required to speed up the rate 
of increase in ~icul.tural output. This point is not recosniZed by 
the GOI. 

The Job ot olosiy the :roodl@1>between food eoqsµmm1on and ;prt?duction 
will be e. J.ai, e and ss:t. unde • • It can be done by e. 
combination of a :1ncreaaed .food prices, b increased food imports, 
and (c) increae,ed domestic food production.. Let us look at some of the 
possibilities. Food ara1J1output is pi-oJected, on the basis of planned 
1npu.t levels and :past records of acl\ievement of plan targets, to be 
about 97 million metric tons by 1970-71. Consumption is projected to 
be 113 m1Jlionmetr1c toJ'lS assuming c\UTent l.evels: of~ prices and 
a continuation of pi,.at rates of grovth in income. 'lbia situation 
means tti.oit India would ba.ve to 1mpoi<t16 million metric tons of food 
grains. IJ.ihis :ls mare than double the current rate of imports. It 
would be equal to one.half of the curren'b 1evel of U.s. wheat pro­
duction. Under these conditions at least 8o million. Indians would.. 
be wholly dependent upon imports for their food grain supply. If 
grain mporti(I ve1-e held at the ~. level of about 7 m:f.llion metric 
tons per yee;r, real food prices would rise by about l2 percent over 
the Fourth Pltul period, or better than 2 percent per year. The in• 
cidence of malnutrition could increase markedly- as real food prices 
rose. Lowincome consumers, alread,y ~ a very large po.rt of 
their total income on food, would not be able to ex;pancl expenditures 
sutticiently to offset the r:tae in prices. 'l'hus, the group vbiclt 81-
reacq bas the lowest oonsumption levels would be hardest htt. 

Accelerating the ra~e of devel.Qlll18l'.\tin aa;1oulture ;J.a. not onlz_neces­
S;!I'l to lll8ke India more sel.:f•aufi':Lcient 1n :food, •bat ie also nece~i 
to ausWn ·a hiJ#l!n: rate of dev'el.C>J!!)Dtin the overaµ econgm,y. Nearly
Sopercent of :tnd1a•s population depends ~dily or 1nd:trectl.y on 
.agriculture for its livelillood,. Also, .agrioulture accounts for .m:ar-J.y 
hal:f of the GBPof India.-, It is the s:1ngle ?il.Oat .important sector of 
the .Ina:Jan econan,y:. 'l'hus, rapid rat,e of developaent 1n agr1cul.t~ is 
necessary for a. raptd overall rate of developnent. Indian asriculture 
cannot be treatod as eometbing apart trom. the rest o~ the ee~. 

The invastments in Indian ag;r.jculture sntl the awile.biUty of inmts 
to acllieve a rate o:f eqi.cu:Ltural. out2:1:t sUffici@:!el;( h1gb. to lllQve 
India toward m;eqter eelf-eufi'1c1eno;y v1JJ. have to be much si:!!"ter 
than what bas been done AAth~ past or what the GOI envisions 4<>!:!16 
in the :ruture:. ~cause· asrJ.culturel. area cannot be expanded mu.ehin 
the future~ India_.-mu.st.look to increased yields as its maJoi- sour-oe 
0f increased food 'output. And, heavy outlays :f'or both physical and 
human oo.pita.l will be reqt4red to achieve the needed inoreases in 
yield$. The-available quantities of such 1~ta as fertilizer, 

https://India_.-mu.st
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irrigation, improved seed, and pesticides have to be· 13\lbwtanti&l.ly in• 
creaaed.-. Marketing systems @d extension .educe.ti-onprogrems will b$ve 
to be devQJ.oped for effective d:l$tribution ad use of these ~. 
These vill be very large tasks cempared.with past perform.nae. • In• 
Ol"f.!Med. ~ttentton should be g:Lven to policies that encourage J;Brli• 
cl.pe.tio:n of foreign private fims in the developnent of private pro­
duotion and ~ket:l,l)g syste.JJiS, parf;i<mlarly .fen: seed and.fertU~er, 
along with improvementa in Qovermnent. operated enterprises. .Al.$0., 
much .reliance w:Ul have to be placed on im,ports for some ~s, pa.rbi• 
~ly fertilizer. lnd:f.a will. need over 1--.5 mUJ:f.on metr1e tons of 
fertilizer by l970-7l to aehiev~ Sf;l.tiatactory level.a of a.gricul.tural 
output·. It canrealist:l.calJ.Y. lo<$. forward to x,rocmc:l.l'lg0.9 m:IJHQll 
metr1c tons of ~trogen dam.esticeJ.ly.. -Tb1smean& that aver 3 .6 million 
tons of fel'tUizer ~ fertiliz<tr ~entl3 will. ltave to be impQrte<l. 
And, be$Uee Iaa:t.a lack$ incligenoua suppty of important fertUtzer 1n• .. 
~en.ts, :lt vUl have to use ever tnoreestng $00Ull'bsot fo~ eJt• 
cbaQge to provicl.e the necessary ~cultural input.a. Dd,.s nlJ. require 
over $700 m:lUtlnn of tore~ excban~ onmmJly bl" l970•71• IJ.lotal • 
foreigll uchange req~ts for all imported 1s:l.p\lts, or the cal4tal . 
required to ~ce the inpu.ta.~will run over $750mUaon &mUJa31Y•• 
a ~t that :tt4abOut e-De halt of the eurrem level of export 
ea.i~. 'l'his is just one1Uustmtio.n of the cri.t1:cal. problems 
that face lnd1a in the- food and agrl.cw.tural area. 

~ ~1c fOQS;p;rofty.et1onat a more m;m.4 ~· is absolu.teg
esaeiitiiitbecause· mn if suba?ff6:telll ~ g,U!}\tities 0~ ':tooa.,
Q'aj.n~rtB weref)N81lable to ,'Ind:18I .i.t mJS!itJ:!Rt~ 'dJ.yS:l.@z 
12ss:l.b1eto move them thr°it~~~ ;egrt facU:l'tl~. At the . pre­
s• t1me, lndia 1s stii3i_._ to move current-~ ~rts :Lato the 
country. JJihec;nu:-renthigh rate ot grain unl~ has been achieved,. 
tn part> by defemng nonfood ,mloe.<lings. 1.'bie ~t continue for 
o,n_y1,ngtb, of time without sertoue disruptions :ln the l3QJli\Um sectors 
ot· the eaoijOll\y'. ln. order to import more grs.1.n, :tJid1a.will have to 
quickly inveart in expandedport f'aeUS,t1~ ancl. dutr1butlon systems 
f:r0m tlle pc,rte to interior consumption centcn-s • 'l'bis is a erl.ticaJ. 
problem because they e.re nov· operating o.t l?BY~ ea.pa.city ud 'SfJ/J.Y' 
have to boGat ilnporto 1n the near future if further increases 1n out• 
put w:e l3Qt f-orti\COUlllD8,. 

It is ?!&: ;pos.s&bl.ethat within the next, few l!!::t:8 the geed for yg;,orta 
could be meh larger than indicated b,l the trand F9.jecttcna. In.die» 
sgrtculturtil output is h•VilY sub~ect to the ·~es ot tho monsoon.· 
»ad ~ condit#.oae<lu.r:blgthe next several ~ could recluce o\lt,,­
put suffle1entl.y- to ~use the need fo;r grain imports to $e drasatieolly 
$bove the c~ high 1eveleJ!~ If for Gmmpl.e, food sramproduction 
in 1967-68 vere 4 Jld.J11on metr.1c·tons bel.ov tr@d., !mports wma.d have 
to ~ 14 mill1on to ~t a .sha:rp nae in pr.ices !lnd. a "1J!dls,rly 
abN>pdecline iii per capita consumption_,;.Such a 1evel. of ~rte would 

mailto:dJ.yS:l.@z
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be nearly Etqua.1.to baJ.f of the current U.S,. l~ of wheat p,roclucttoa. 
I:£ these ;blq)orts are not available in the vorld or C&lUlOtl,le movecl. :tnto 
tbe country', severe ecoaomic dislocations rill occur. ~, th.e lncUa 
food situation ts a very- precarious one not o~ f:r<mthe 10ll8eJ:'6ate?a 
point of' vll.el1bat :from the po!nt of view of wheat could occur 1n the 
v<m, near i'Ut"1'(3. 

sm/umrown& MF.Abel/F.SA :ams 5-20-65 
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IMITIJ\LED: 

The Bechtel. Corporation fertilizer project in Indin 
(Ambassador Bowles• letter to you of Se~tember 21, 1964) 

, Bechtel tentatively estimates thnt the five plants would cost 
about :~500 million ( exclud.1.ng initial working capi ta.l. rcqUiremcnts), 
tibout balf in foreign exchange. The Bechtel idea is to consolidate the 
en.~ineerin8 and procurement for nll 1'ivc plo.nts. Bechtel believes that 
such;co..--isolidated engineering ruld bulk' procurement can result in 
cubstantinl cost savine;s. Accordi,ng to our best 1nfonont1on, Bechtel 
i1} thU$ considering the financing in tato tor the plants. No firm 
decisions have been reached on ·theo-wncrcilip of the plants but 
discuirnions have revolved a.round a possible 50-50 split betveen the 

4p;. ivnte U.S. investors and the GCI or a poosible 4o-4o-20 arrangement 
with: Indian private investors teking the 2~. 

·; (: About September 18, 1964, Bechtel reached agreement with the 
_GOI on·a ~easibility study far the project. The fin!ll neGotiations 
were conducted on.behalf of Bechtel by Stephen Bechtel, Jr., Ralph 
Dor:non; a. Bechtel Vice president nnd G<?nera.l Clay. The feasibility 
ztuey is·e,:pec-ted to coat about $4oo,OOO, about half' in foreign 
exch3nge and half in rupees. :Bechtel vill. poy the dollar costs and 
the. GOI the rupee costa. :-'}' 

https://exclud.1.ng
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':i:'11eeconomic oapects of feasibility otudy vill be underto.ken 
r.y Stnni'ord Reccm-ch Inctitute, "·ho, in turn, plo.n to 1·cly heo.vily on 
t~lc :roru :F'ounclo.t1on tco.ro 1n Inu.1e. und our 1'Jioaion. Ilechtel woulcl do 
,:,he cncinccriOG portion:-; of the ctudy. The stuuy is intended to c~ine 
uuch questions as the technicol proble:is relatine to the locution o1' the 
plu.nts end the ndcquncy o:f e:>.."i.stins r.icchani~i:i.o for distributing and 
ma.rketing fertilizer within India, inclucli~ tl1c adequc.cy of evo.ilable 
credit facilities. If, o.n ounpected, the cx1ctiue diotribution and 
rr.arkcting rnechaniccis are not ac1c;c1uate to eupport. a 1:iaJor increase in 
out.put,* the study is to reco::::i:nend proposed reforw;. 

Accordinc; to our El:ir,f'.:::cy,it ls hoped t.l-i.at the i'ensibility 
:.t:i&y '.,ill be completed by late Dece:ioe::- e.n'1i that Bechtel Qlld Clny-:-·· :.:·, 
canrct·.:....""Ilto India in Jc.nuor-.1 "to cc,r..plcte crrnngements." 

?;o f'irin ple.n :b..ns bec?1 e.nnou.':ccd for raising t.~c required 
forciL'"n exchange. E.xtena.ec. ::iG:: t:,;Uel'l.:ntcec s.rc bein3 conte;:iplntcd by 
F ,~chtd. e.::::one mca.11.s of rnisil':c !':Lnnncin,g f'ro:n pri vc.tc u.3. lending 
:'.n:;tit~tions. Clay has a.loo o.<1·,,1r.cd '.;!1c I~.1b:.0Gy and the HbGicn that 
~~i:G Group is plnr.Ilin$ on U.S. Govern.,r,."°:nt-i·iorldT'.-enk loena being pa..-rt of 
the f'.in?.ncial package. We have no report on how lllUCh Cloy is 
conter.iplating'in the wcy of such lounc tlthouih Anbc.ssador Bovlca~ 
letter '--Ould suegest that the ::n~,1 may be ::.ub:;tantial.. 

Clay al.so stated in fa.ill.a that ~50 million was the mnY..imum 
e.inount of equity which he "tl'-:.ou(;ht could be ruiccd :fl•om private U.S. 
sourcer,. Depend~~~1ri~He ownerohip l)llttern fino.11.y agreed upon, this 
would e.mo:.mt to $lt5Ct(;>l.l;b GOI and 50~ U.S. private inve.ctors) to 
$125 million (~ oo±, lt-0%U.S. pr~vnte investorG o.nd 201-i private 
•Ind1tU'l investoro) in equity. This l-i"oult1 mean a debt to cqui ty ratio of 
11-to 1 ($4oo ,:iillion eebt-$100 1:iill1on equity) or 3 to 1 ($375 million 
debt.-$J.25 mill.ion ec1U1ty), c,~clu,Ung t.'le funds vhich will have to be 
borroweu for vorking capital.. 

We are distm·bed at the prospf,?ct of such re.tioG. In most of 
the p?.·ojccts ve have flm...nccu in India (althcuc}l none have been as 
lcxee ~~!J the pac~-v.;e conte,aplc.tcd here), the debt to equity ratio has 
gc~crally been in the range of 1.5:1. Only in the case of the 
Coro1:iendel fertilizer project, the first fertilizer plo.nt in India to 
"ce sponsored by private American conip&niea, did we e.gree to a ratio in 
excess o'f 2:l. In the Coromandel. ca.Be, vc were forced to acquiesce 1n . 
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a ratio of 2:~5:1, lru."Gely due ~o O'llr failure to object early enough 
to the propo3ed fine.nc:i..ne plM..j 1i In contra.at, :l.n tho C/J.ooo-rthe 
fertilizer project in Indiu now ·bcin(:; !_)ut together by Allied Chemical, 
the ratio of' debt to equity wil.1,. be 2: 1. 'To.us, I believe there is a 
chance of improvins upcn Cla.y•~ 1:·tent~tive plo.n ii' Ye mo.ke our 
preference clee.rly known at a.'1 ··ilt.arly staze. I have spelled out my 
thinl.:ing on this point ( and. son,~ other concerns) in greater detail 1n 
th<)', enclosed letter which I e::.uisencling to John Lewis. 

Ac for Bechtel ond Cluy•~ disc1Wsionz with the CCI, our 
lnbassy seems pleased with the Government's respon!le. Apparently, 
Clc.y end Bechtel reported to the Emba.sn;r that in none of t.½eir 
dincusoiono with the GOI did they receive a negative response. 

https://contra.at
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~ .· Hr •. John P. Lewia 

Director 
UG AID to Indio 
c/o Amcricen EmbaGsy 
'i:ew Delhi, India 

It undoubtedly is scxncwho.t uni'nir to be writing you before 
you ho.ve hardly hacl a ch.."\llce to eet scttlcu in New Delhi. I do, 
hcwever, ,~t to exchcngc some idcuc with you about the Bechtel 
:-,:col.)ocn.lfor the cc.1.struction of five fertilizer planta in view of 
tha potential 1m9ortance of thi!l proposnl to our India pro 0rrnm. 

At tl1e outset, let 1:1e say th.$.t ve fully ~r.-ree 'With the 
~,rlority which the Hfosion c.nd t..'fJ.I:!Eqib:-1.szy nre obvioU3ly giving to the 
:)ropozal. \.le certainly nh::-.re the HiEoion' c ancl Em.ressy' s viewo as to 
t .. ic potentie.l impcrt:mcc e.nd value of the proposed project. IJlea:;e be 
ausure<i the. t ve are prepr...red to give the propooa.J. the h1Ghest priority 
und Wt: ,1.!.ll try to cooperate with the sponsors in ony reasonable wo.y. 

A. I.D. 15, however, c~llcd on to -plny e difficult role here. 
r. 1:m:.;t 'both e:::itl1u:.iastically :;1.:.pport Ecchtcl '~ cffortG to build 

.::.:.c:•.11ti.on8.lfertiliz.er plents in India und, a.t the r:ame time, maintain 
8nough independence to be able to assc~s rcnlisticully the merit~ of 
~-.ny£,pecific project :for which O'.ll:' :fir.,.c.nci.'c\l :::.szistonce, ei thcr 1n th-!:! 
for::i of loans or extenucd ri::;k c,1e:.r:mtc~:::, is sought. Given our 
n;).tural dc~ire to see the pro;~c:.::::.l irr.plcr.:c'.;nteu en quickly n:J pos!lible, 
c-:m~ider.:;.ble prc:3;:;are co...-ribe °t-l:i.l t up ~;hl.ch may mol,;.e it difficult to 
::-:.:bject the propo::ml which is :.:'i.,1n.lly ,ror~~ed out to thorough scru.tiny 
:_,.::-,.:, negotio.te properly with t~c U.S. spcrwor:-.:. But I om persuaded.,to 
r,,.>.:i.'tic-.1.l:::.i·lybecn-:.ise of the pcte:ititl iL'lJ:.,ortance of the proposed 
proj~ct. uncl the Juue:l:'ican identification with it, that the project aa . ··: \.'•. 

:,1.,,1 ••• 

I ~ : 
finc..l.l.;,,· evolved should meet our highest nto.ndards.

• ,. "; • 

• ') : ! 

Bcco.u:::c of the need to cupport the vrcmoters• efforto to 
work out a rn.·ojcct, I run elco conccrncci. that ve avoid giving the 
impression of' rw.king o...,y co1!Uli t:ncnt '\Ti th re:::pcct to rui.y acrpect of the 
pror,om:i.l until ,.,,e have thorouvuy exxiined the project. For cxa:nple, 
Dcchtelcapparently believes th:.:.t cubstant1al. cost savings can be 

https://negotio.te
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aciu.evs:d by engineering all five plants on n consolidnted baeis and 
vrocurine; ec1u1rira(.mton a bullt bo.c:l.o, 'l.'hio rJay \.tell. 'bo so. But nt 
the sU?ne time, we should e:ir.aminevha.t, if' My, advantages cnn be 
f:ld.ncd by necotie.tine the o.mcrnhip, m~o.zc:.-nent and financial 
arro.ngementa on a plo.nt by plant bnois. {Actually, we b.a.ve had some 
re::.:orts thut Bechtel may b~ willinR to -orokeed ln thic t'tt1J.1~1bw~a th
thin point in not cl~nr.) e also "want "'CO eep an open e 
proposals which may be developed by other groups. 

In my view, then, to avoid ·acy misunderstandings, we ehould 
e:-::,.;licitly o.dviac the Bechtel peo!)le that until we· have completed a 

.review of t...'leir feaGicillty ctuJy, we are not in a position to make 
e:ny commitments and that they should not nistoke our gencro.l. enthus1a6Ill 
for the bacic i<lea of establi!.':hin5 privately owned fertilizer pl.&nta 
tCJr approval of their proposal or cny oi' ito details. 

At the i:;ame time, it is also i.:o.poru.nt that, a.s ;;;oon as 
po~zible, ve eive the GOI and the proovective U.S. investors an idea 
of certain bnsic features which we ~ould clearly prefer to oee included 
in o.ny ~ertilizer project. Such preferences should be Ill.'.lde known • 
before the prospective investors• cxpectationo, or the GOV~ attitude, 
bc-co:nes too hardened to change. 

When it comes to delineating our preferences we ere somevhat 
hcn•.~icz.·.'.1~,ed our kno-wleuge of Bechtel Weby scanty the proposal. 
ce::tn.inJ..y share the Embassy's end the Miscion's preference for the 
mnximumpoosible private participation in the o,mership and financms 
ot the fertilizer plnnta end the minimu.~poosible S1nount of.direct . I 
loans from members of the India consortium. ·1 

" ' In the orunevein, ve would ctrongly· prefer thet U.S. operating 
co:npanies experienced in the fertilizer field have substantial. equity 
investments in the project P.nd be vested. with r.1anagementof the plo.nts., 
at least for a subotant:l.al period. of tll.':e. I e.m perGuaded that vesting 
:rr.ano.gement of the plants in operating cal'lpnniea who are dependent on 
the long run success of the venture to recoup a substantial each 
investment will provide us ~i.th the best asGuro.nce that the project is 
well conceived E>.ndwill be well run. Our attitude on this point 1G 
the same ns that expressed by Bill Gaud in his recent letter to Fred 
F'oY: of Koppers concerning the proposed private ateel consortium. For 
your convenience I enclose a copy of Bill's letter. ·_ 

We also feel strongly that the proposed o·wners -Of the plant 
n,ust fin~mce e. fair share of the capital costs through equity inves'bnent. 
Arid in this connection :wewould cl.early prefer that the equity consist 

,.'t _ ~ar~\:?~ of cash .fram inv~stors. end not the transfer. of knowb.how,ui.used , • . . . . j 
. . equipment from the shareholders' mm plants~. or invest1rient y ..eQ.: pnent:. : • • . ' . 

/. :· ~/· _;;·· ; ;;.:.~; )·:~liiJf~i,f};j//f,:~}}//~\~··. t;r-~):·· :·~::.:(i.~L.:i}{\;.::..:.·.(~:~?/.'.?.:~\/i~·~--t:!t::'.¾~1(t}.'... ...••....••.. • 
•,\·;·.·:.~•:-;!,. .... ,_ •• •·1 ~-1-·,n· ·,., .• '·, :· .. : . • . ;- {',. i: .~ .' .: '·., J:.i; ,._~.~;f.~!,!.'ii~:,n,::i.ef~·,:;:~~.TiOffooP\'-· .-,. .· ••• ·.::;.;·,,.:.'·' ·,';";°':t~~ 
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suppliers. I am concern,ed by come reports that the aponsors are 
thinking of $100 million\to $125 million 1n equity 'for o. schome 
which ccintemplaten n total capital investment o~ $500 million. In my 
view there 3hould be a higher ratio of equity to debt ror this project 
and we zhould let Bechtel know· our viewa on this score right e;wny. 

As for what ratio WO'-lld be o.cceptable, ve have no i'ixed rule 
on n ratio of eQuity to debt. The ratio for a.ny project must u.ltL~ately 
'ce deterruined in light or the nnture ot the industry end risks involved, 
t~e a~cunt of cnsh projected to be avs.ilable to service debt, the 
?.~.:i[:.-nitude of capi tul. req_uir ed end the practico.l limi ta tionr;, both in 
InJia and the U.S., on raising such cnpito..l through the saJ.e of equity, 
and t."le projected return to th~ investors. (Without regard to the 
macnitucle or debt "Which the project could service, there should be, 
I believe, a limit on the return ,,hich fill equity investor can achieve 
en hi~ invc3tment es a result of the leverage afforded by loans of 
;n:hl.ic i'und~ or government lo~..ns.) A final. judgment on th.is[::,1.l..'}.:Cv..ntecd 
iGnue COJl thun not be made until •.,·ekn0;; n great deal more about the 
project. In the case of most cf the projecto which }mSA has financed, 
however, the ratio or aebt to equity hac ccnerally been closer to 
1 to l. than 2 to 1. Perhaps the only project in which· ·we a.greed to a 
ratio in excess of 2 to l ves the Corc.T.andel fertilizer plant. In that 
case 'We ultimately bad to settle for only 2.9%of the *63 r.iillion total 
cnpits.l cost of t.½.e project (excluding workir.g cepit.sl) beiDg financed 
1;y eq_1.1i or a ratio o:f 2: 45 to 1. i-1hile the ce:pi talizatio."l of thety, 
Coromandel project went beyond ,ih!lt we would norma.lly conceive of as 
appropriate for such a project, our failure to object to such a 
financing plan during the 2½ ye::.rs the U.S. sponsors were negotiating 
the project "11th GOI made it i.ii:possible, c.s n practical matter, for 
A. I. D. and the Export Iz:rr,io:rt 'S-2:n.k, when :t'oros.lly o.p:9rcached for J.oans, 
to negotiate any increo.:.::•:!?in the U.S. eq_ui ty participation. 

In ccntrast, in the c~sa o~ the $37 million Koth~ude~ 
fertil.izer proJect, -which is being sponsored by Allied Che:ni~, the 
c.e:bt to equity rutio vill 'be 2: 1. I c.::i told the di:fference, at leo.ct 
:l.n pc.rt, iG due to the fir.::i line the P.Jm (who will supply the dollar 
:l':l:w.ncing) took in its earlie!:it. discussion:J with Allied. 

Accordingly, at this,point, in the absence of nore detailed 
econc::.1ic und :financial c1a.ta on ·the project and i"urther study, I v-ould 
r~.s.vc-:.ifficulty giving much encouragement to cny proposal -which called 
:for a hj_[:;her 1·atio of debt to eq.uity tr•..an 2 to l. It is my understar.ding, 
by the Yey, thc.t the 2 to l ratio acccrdl; -..nth the Goverm:lcnt of India's 
mm rule cf tb.u.'Ub on capitalization. I think it important that the GOI 
be reo.sona.bly satisfied with the amount o-r the proposed U.S. equity 

https://cepit.sl
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inver:trcent o.n the Government's reaction to the nmount of equity which 
the U.S. E:poneors propo:.1e to invcot •will undoubtecll.y have o.n 1:nporte.nt 
effoct on the GOI's ovc:.-o.J.l nttitudc:i tO\mrd tha p1·oject. In the 
Cc:.:.·o::.C?.:idelCf1$e the GOI ;:as npparcntly quite disturbed by the proponed 
l~_;,itc<:i. U.S. eq_uity investT.cnt. (Indeed ai'ter 2} years of negotiation, 
tl~r.! Government o.dviscc1. the sponi;oro in .:riting that it considered the 
t~::.-mc of its propocal. "oncrouB '' end, contro.ry to i to ucu.e.l procedures, 
re:fu:;cd to give 'formal approval to the project until the U.S . 
G'..>vern:-:1cnt 1'1rot oo;reed to fino....,cc 1t.) We certainly 11m1t to avoid_ 
t}1::: c:1ccnclei·i.r.le o-r a oiln1lar att!.tude on the pe.rt of the GOI \Tith . 
respect to this project. 

Ao we have not yet had. un o:iportunity to talk with the Bechtel 
people about their propoi::;ru. I era eoi.13 to inv1 te 'thc1:i to co1:ie in encl 
r!lcet with me. In this di::icu.ssion I pl::m to convey to them, ,,ithout,. 
I hope, oppc!).ring to be ne[!:c.ti·,e, the p1·eferences outlined above. 
Ce:..~t::tinly, ~,e ,,,i.ll o.L'.:;o inuice.te the p:-tority we attach to the ,l?.vclop­
l.'l::nt o-: fertilizer pro<luction in Indio.. Perhaps it mie;ht be uccful to 
c:.:i.~cun:; 1r.for,:mlly wit,,. tlie GOI it::: reaction to the Dcchtel r,ropo;;tl 
i:.nd c-...ichpoint::: enur..ars.tc:1 u.bove cs rnzy be e.p:propriate. In e:rzyevent, 
I \iOu.ld certo.1nly like to le::i.rn of your reaction to the Bechtel. proposal 
c.nd the point::; I have i·s.irled 1=i this lettei.·. 

In closine, I wish to :::tress l:.,_3:l.inour bo.:1ic interest in 
~~ei:::lg Inclia's utilization cf fe:::-tilizer :.l.ncrcu~ed as fsst a.s possible 
c.nd to a13sure you thet we will su!Jport :f\.tlly any reasonable efforto to 
e.cco,-::iplish this end. 

l-!o.r.::est be-st wishe::i, 

. -·-' r.n:f 

';•:iili.:.:.;.:",B. r-!o.com'ber,J'J..' • 

.t\s:.ist~nt Ad:.niniztr~tor 
Bu!"cau :fer t.rie '.E'~a.rEn3t end Sax.th A.~ia 

Clea.ranee: 
CHRees, NESA/SA(draft) 
RBWagner, NESA/CDF (draft) 

c.c. DEE.ell, AA 
WSGaud, AA 
Rf.l...i'ller RKom7r 
SMPeyser, AA DFPE 

PBFirste,by-g:cmr:NESA/CDF:10-7-64 
' 

••., ... ••• "1' • 
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llllTIALED: 

INF~MATrOR MfX(l!Wll)lJM FOR TKEADMirusrM~ 

'.l'RRO~: E~ 

A separate ::ie~on,,ndt:.·.1 ::.ctz out tl:c C".irrcnt situc..t1on ·.,"iti'l 
respect to the »echtel prc~c~:a ~or est~bli~hing five fertilizer plants 
in Inaia. Also encloaed i11 a copy o:f a. letter I ho.vc 1,ri ttcn to 
J"dm 1.ewis setting forth sc~e or our initial rc~ctiono to thic proposal. 

Ir. your note ::i.tt:::-.c~wclto Atfcnscc.do.i- Bowl.cs• letter to 
9ecr-etar-J H~ you have indicc.tcd your ccncern that the U.S. Gover.:nent's 
efforts her~ be coorclin::..t.:::da.::i:-:.h::ve e.~kcrl uh.cthe:.· ve should hire a sJecial 
oonsul.t..,nt to toJrn tb? lc~d. .... 

A$ indic~tcd in the ~~..nd:i:a,the st~tuo of the B~chtcl 
woposal., tile Connerce Department h:!s :;.lrcs.dy bee,un efforto to prC!l!ote 

11.nterest emc,ns :J. s. c01tpanies in inve~'ting :n fe1 t:!.lizcr cper-ationr: in 
India. OUr cui-c::m 21!:.s b!!en in close con~ct with the ar,proprfo.te 
0€.ficn of' the Cot.:::!~1-cc:Depe.rtlnent ccncerning thenc prcc::.cticn:u effort:;. 
Paul Firstenberg of N£SA/CDF ho.~1 'been cle!.ligna.tcd to coordinate cll 
fertiUzer .:inquirie::i on c::::1~:? c:£f the i-S.SA"bure~u, r.t lea.ct until s;.ich 
time as an it~e:ntiflo.ble p:cojcct :.::: nctu::uly ouh-nittc<l. Ile hao ect:::.blishcd 
oontaets with rctire:.:entc.tivc.:::. of tile Cc•::r;:crce end State l)cr,nrtncnts. 

I h~ve diocucced:~h~ idea of r~t~ining a r,pcc1rJ. ccnsulto.nt 
with the NtSA/CDF, Ni:'9.A/~c,nd. MESA/::nc;:i!:!cerc end it is our juu:;ncnt 
tt\at it would 't~ ~,=c~ture to do so :i.t thi:J t11;1e. At ri=c:::cnt '\iC are 
in the ea:C'ly 9r<YJ1oticncl iihc-~:::c::nu 1.1e bcve not yet rec:::?iv:?cl ro:-.y firm; 
identii'iu.blc p::rc:::io~QJ..s. Un·t;il zuch a prcpor.;o.l is received, I believe 
we chould continue to procccC. un:1.cr the 9rczent nrro.nge.-ncnts. 

Will.L..t~ ::3. Ms.comber, Jr. 
Aosistc.nt Ad:n.inistretcr 

Bureau fer the !lear East and South Asia 

c. c. \,rJG~~11d,!...;\ 
It Komer 
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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. 

4. 
HHS 

Att: New Delhi 228, 7 / 22 / 64 
To New Delhi 196, 7 / 25 / 64 

C0i~F IDEN'f~L 
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I Action 
Rec'd: 

AGR 
FROM: NE\-J DELHI 

Info 

ACTION, SECSTATE 228_.ss _l\IO ;DY 
_R~.EDYG 

SP OATE: JULY 22, 6 r.M. 

_SAYR:::::
L _SMITH, \"i·:\L Y. 
H 

AGR l CULTURE FOR FREEMAN AND A ID FOR BELL FROM AMBASSADCR. 
E 
IGA 

• I AM PLANNING TO HOLD PRESS CONFERENCE WITHIN NEXT FEWAID 
DAYS 1,✓ HICH BARRING UNEXPECTED DEVELOPMENTS WILL BE LAST ONE p 
~EFORE U.S. ELECTION THIS FALL. WITH FOOO AND AGRICULTURE IN 

; i.JSIA 
:,,,...:·..,/ HEADLINES All O'IER I ND I A I \40ULD LI KE EMPHASIZE WHAT U.S. HAS

NSC 
'• 

•,••· DONE AND AS FAR AS I PROPERLY CAN WHAT WE ARE PLANN H.JG TO DO IN • · : •,< .. ,,., '( 

INR 
FUTURE TO HELP INDIA SOLVE ITS FOOD PROBLEMS. AREA OF P/l.RTICULAR 

,(..' .,.\ ~- CIA 
-:>IGNIFIC:ANCE AT MOMENT IS FUTURE TITLE I, PL 48o AGREEMENTS

NSA 
\·/ITH I ND I A .. HERE I \✓ OULD LI KE TO MAKE AS STRONG A STATEMENT 

TRSY 
AS POSSlOLE WITHOUT, OF COURSE, CREATING PROBLEt':15 FQ~ YOU.

NF.A 
SOME SPECIFIC POINTS I WOULD LIKE TO BE ABLE DEAL WITH ARE:

R:1R 

l • ARE \,JE LIKELY TO CONCLUuE ONE OR T\-./0 TITLE I ARRANGEiv.ENTS 
WITH INDIA DURING NEXT FE\-J WEEKS? I UNDERSTAND WE MAY SIGN 
lrffER IM ARRANGEMENTS FOR l..'~C:FY l 965 FROM FUNDS NO,-./ AVAILABLE 
TO BE FOLLO,/ED BY MULTI -YEAR AGREEMENT AFTER CONGRESS ACTS ON 
NE\-J PL 48o LEGISLATION. 

2. vJHAT IS CURRENT TH INK I NG AS TO WHEN CONGRESS MAY ACT ON NEW 
PL 48o LEG I SLAT I Oin WHAT IS PRESENT STATUS OF LEG I SLAT I ON? 
SEEMS THE QUESTION OF GRANTS VERSUS LOANS OF SALES PROCEEDS TO 
RECIPIENT COUNTRIES IS PARTICULARLY PERTINENT QUESTION HERE IN 
INDIA. I WONDER WHAT COMMENTS, ii" ANY, I CAN SAFELY MAKE CN 
THIS POINT. 

ANY OTHER COMMENTS OR GUIDELINES YOU WISH TO OFFER WHICH 
MAY MAKE IN PRESS CONFERENCE WILL BE MOST WELCOME. 

REPRODUCTIONFROM THIS COPY IS 
_::;..L_I C---"IA....;L;a..._U"""'S....;E_ _,p~oHIBITED UNLESS "UNCLASSIFIED" M_IT;_E_D_O_F_F_I 
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-2- 228, JULY 22, G P.M. Ff~OM: NEW DELHI 

PL-.48o HAS LITERALLY BEEN A LIFE SAVER TO INDIA DURING PAST 
EIGHT YEARS. WHILE WE All THINK ~tJBRA~ANIANL,ls:·oFF. TO A GOO) 
START IN CORRECTING DEFICIENCIES WHICH ARE LIMITING AGRICULTURAL 
PROOUCTION,IT IS EVIDENT THAT INDIA WILL HAVE TO IMPORTLARGE 
QUANTITIES OF FOOD GRAINS DURING NEXT SEVERAL YEARS. 

APPRECIATEYOUR COMMENTS AS SOON AS POSSIBLE. 

BOtJLES 

HLL/27 

·:: .. - ... ,. i. ,-._:: ., 

I. 
I. 
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OUTGOING Department ofStateTELEGRAM -
INDICATE: 0 COLLECT 

~lRft.ro LIMI.TEo oPFTCw.. ::si~ 
1252900 Act 3 

PU ,5,1
Orlgln ACTION: Amembassy NEWDELHI J?i.lOB.XT'i 196 Jlll.25 23 ' •• 't 
AGR 
Info, FOR AMBASSADOR AND BELL FROM FREEMAN 

ss YOU&228 
SP 
1, Comments follow on 8pec1fic J;>Oiutso lo Sha.pc of possible Ti 1 i• ..J, ,1.r.i:-1.mge 

H 
ments uith lndiu should emerge within next few weeks as Congress mei.es 1?rogi::-t:ss

NEA 

E on extension law. Peel strongly however that it woulu be unwise to ma~~ 
AID 
NSC public statement at this time on new agreements,. &.ecognize fuUy that t-,e 

INR 
should move on new agreement at least for rice in time for early delivery endGIA 

NSA we are preparing ground for this action as soon as legislative situation 
TRSY­
WHM clarifies and in any event in time to be of assistance to India. Suggest w~ 

make this decision no later than fir-st week in Augusto 2o )iilti•year agreement. 

r T with India may be possible within next couple months depending upon fot'l:.. o( 

Congressional extension 480 lawo FYl Might ?,om.Net' not be in position for 

new mult1°year agreement until next calendar year sine~ annual program limita= 

t!ons still possible which would make it necessary negotiate annual program for 

.,{. {wheat, oil as well as rice in order preserve next year ceiling for urgent
h, ...:Y 

~ muiti ..year programs several countries including India. Should be understood 

~;~[ no commitment beyond currently available authorization can be ma.de at this 

~UK~""t-fme. PYX. 3o As indicated above hopeiul Congress may act to eubstantialInd 
SAYR- . 

•1" r M. •S,i extent within next couple of weekso Tempo of legislative action now rapid. 

l>rallodby, Tel.;raphlc lntnttni .. ion and 

T.K.Street IAS 7/24/64 /:/< clusificatlonapprovodby, AGJU.C:C&Donov. 

a..,.._, Cleared with: CBsktlda~~ 9 Agro tP(1//, D.Jacobson 9 OS 7 

Frank Ill!..,, EFP11 iD>( // c.Laise, SOA /VI✓ l;~J ! 
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iious'-' Agriculture Subco:1c1itt1:~ ,~-=Jl<l1..-~;uc:utive sessions this week and hope vill 

~·....1,ort out bill very shortly. s .... nate Ag Committee may wait for House action before 

! c.L,' ing hc~.rings. 

~estion of grants intimately bound up with Congressional action. Best course 
be 

would/not mention question of grants unt!l final Congressional action. 

Congreosional situation very :0.uid :..:..'3-.:we most enKious avoid any action \:!tich 

could adversely a~fect final outcome. 

Suggest you might \:ant emphasize keen auureness USGimportance food for 1100cc 

for Cuture development lndia. 
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DEPARTMENT OF AGRICULTURE 
OFFICE OF THE SECRETARY 

WASHINGTON 

April 27, 3964 "\ ' ; y 
To: The President 

The rlb.ite House jv-l~
From: Orville L. Freeman 

Secreter.r of .AgricuJ.ture 

Subject: Report on reviev oi' Indian Agricul.ture 

I. Concern 

Since 1961 vhen I last visited India l have tried to keep informed 
on progress of Indian Jlgr1.culture. I have been increasingJ..r con­
cemied the last year as it became clear that India vas falling 
behind in ber third 5-year plan targets and 1n my judgment not giv­
ing adequate emphasis to agricuJ.ture in the p]annin.g nov under TttfJ¥ 
for the fourth 5-year plan. 

The followi.xlg summary indicates the targets and the l.ack of achieve­
ment which has given me concern: 

Target for 1966 Achievement in early 1964 

Food grains Raise :from 80 to 100 Still at 80. For period 
Production .inillion tons since 1951, growth has 

been about 38'/,, or 2.€1,, 
(compound) annually. 

All agricultural 
~OJDtJIMities 

Baise from index 
140 to 176 

Still at index 14o 

Irrigation An additional. 
lion acres 

25 mil- Additional 
acres 

11.4 million 

Fertill.zer 
(N) 

use Raise from 230,000 tons 
to l million 

450,000 tons 

Cooperai,ive 
membership 

Raise from 3~ to 6CI/, 
of rural. population 

Further India. has been the No. 1 recipient of P .. L. 480, om- having 
shipped about a billion bushels of vheat (16 million metric tons), 
33 million bushels of feed grains, 31 million bags of rice, 1.6 mil­
lion bales of cotton, at a cost to the Commodity-Credit Corpc;,ration 
of $3.8 billion, all. for soft currency under Title I, P.L. 480. 

APR 2 B 
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In addition, we have given awey under Title III through the 
voluntary agencies 1.3 billion pounds of food at a cost of some 
$200 million, and presently we are feeding some 9.9 million 
people, including 8.1 million children under the school lunch 
program. 

Recently a Title II peyment in kind f'or work program has been 
successf'ul1y initiated in Rajasthan a crop failure disaster 
area. 

There has been considerable criticism ~n the Congress of' some 
of our P.L. 480 agreements 'W':l.thIndia. Extension of P.L. 480 is 
present:t_y-under consideration by ·both the House and Senate Agri­
cultural. Committees and the record of Indian 88riculture and its 
prospects is repeatedly reviewed. 

The Department of Agriculture is providing more and more personnel 
and services by WEJ3of technical assistance to the AID Agency and 
as our joint planning and cooperation goes forward the status of 
Indian 88l'iculture is increasingly important in our Joint 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 
agrtcul·l;ure was necessary- so I could personally eval.uate our 
programming and planning and also possibly assist the AID Agency 
in advising the Indian Government how to overcome the critical 
lag they are presently suffering in esnculture. 

II. Itinerary 

I left Washington as previouszy reported in my 1-1eekly report to you 
late Fri~, April 17, returning late Sa.turdf33',April 25. I flew 
to Neu Delhi direct, and directly from Nev l)?J.hi back to Washington. 
In New Delhi I conferred with 8@:icultural officers., including AID, 
USDA~iculture attaches, and people from private foundations, 
primarizy Ford and Rockefeller, from India, Pakistan, and Thailand. 
This gave me both an opportunity for a firsthand report on Pakistan 
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-~ intensive tour of' Indian agi•iculture, concentra­
ting on the so-caJ.led "Package Districts" where maximumefforts are 
being made. I drove to Ludhiana in the Punjab visiting an extension 
training center at NilokbID:i enroute. I also interviewed individual 
cultivators in the fields and 1;1topped at Villages along the uey, 
reviewing cultural practices, particularly inquiring about the avail­
ability of fertilizer, insecticides, improved seed, and credit. 
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I spent several hours with the faculty of the new Punjab .Agri­
cultUl'al University at Ludhiana and wa.s ver:, impressed with the 
caliber and drive and dedication of this group, most of whom had 
doctorate degress, aJ.l of whom had extensive training. Inci­
dentalzy, their salaries had been virtua.J.ly tripled in the pa.st 
2 years, bringing many back :f'rom foreign teaching assignments to 
India. After a brief stop in the new capitaJ. of the Punjab, 
Chandigarh, ,re f'lew (in e. DC-3) to Calcutta where I toured the 
slums and discussed the plans of the Ford Foundation group headed 
by Mr. John T. ·Robin who previously' worked with Dave Lawrence on 
the Pittsburgh urban renewal and slum clearance program to meet 
the almost overwhelming problems of Calcutta (slum clearance, 
transportation, se.nitation, and almost every need conceivable).
It is impossible to describe in words the poverty, misery and 
degradation of the some one million refugees in CaJ.outta. I 
believe we can by use of P.L. 480 Title I rupees accomplish in 
Calcutta a dramatic example which 'Will be noted ,mrld-wide of what 
can be done by determination and effective use of resources. One 
of the criticisms of Title l, P.L. 480, is that the currency which 
is granted or loaned to the developing country is 100rged into the 
overaJ.l development plan of the country in question with the 
result that the identificatio..n of its source is lost. I discussed 
with .Ambassador Boules, and he heartedly agreed, that ue could in 
India select some projecta which would be financed from Title I 
rupees (grants or loans) and clearly' identified as a United States 
financed and supported proJect. I repeat, Calcutta provides us 
with a dramatic opportunity to capture world attention and meet 
the burning needs of literall,y millions of people at no real cost 
to the United States (assuming ve extend our P.t. 480 agreement 
with India). 

Ai. Calcutta I also had an opportunity to review some of the storage 
facilities and to persona.l.ly investigate some of the tra.nsporta•
tion and handling problems under P.L. 480. • 

From Calcutta we flew South to the State of Orissa where I visited 
another intensive agricultural district (!)00ka8e plan), this time 
Sambalpur. I returned to New Delhi that night late and on Fridey 
held conferences with the Indian Planning Commissionand ,nth 
Ministers from the Food and AgriculturaJ. Ministry- and also Tl'e.ns­
porta.tion, Power., Irrigation, Extension, Conmunity Development, and 
related ministries in the eomplica.ted Indii.an a.dministre.ti Ye struc­
ture. These conferences were designed to impress upon the Indian 
officials the importance of a new emphasis on 98l"iculture, both 
administrative concentration and increased allocation of resources 
vTith special emphasis on fertilizer. 

https://a.dministre.ti
https://Indii.an
https://persona.l.ly
https://virtua.J.ly
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III. Evaluation of Trip 

India's agriculture 'Will move ahead 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 making the herd decision to 
in'l/est more of very limited resoUl'ces in agriculture. Fertilizer 
is particularly short and desperately important. It is estimated 
that one ton of t'ert:!-lizer is the equivalent of 20 acres of addi­
tionaJ. rice land. Correspondingl_y availability and use of insec­
ticides and pesticides and proper use of water all will max~ze 
output. Such an increase of "inputs" is the only possible iooans 
of ea.tisfying rapidly expanding needs. The Indian 5-yesr plan 
is very carefully prepared and once modified only 'ldth great dif­
ficulty. 

Success of this trip from the standpoint of affecting Indian agri­
cultural production must be Il')easured by the impact made upon the 
Indian Planning Commission and top Indian officials. I believe 
that rey visit made a very sharp impact and tha.t there is an excell­
ent prospect of a renewed emphasis administratively e.nd also of 
an inc;-ee.sed investment of inputs into agriculture. 

The fourth 5-yeer plan presently calls for 2 million tons of 
fertilizer a year. At the conclusion of our conference they vere 
seriously considering bmr it could be increased to , million tons. 
~ recommendation was to call in American industrial :firms and 
ask them h.ow it could be done. Furtl1er, I urged that they loosen 
up their e~onoin:Lcstructure and allow a wider latitude for the 
free enterprise sector. I pounded home to them that the farmer will 
use more fertilizer, insecticides, water and apply good practices 
if it means-that he will get an increased return. A farmer doesn't 
need much education to respond to this as has been proven again and 
again. Therefore, where the cooperative 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 ma.defor tree enterprise activity. I pointed 
out to them that private saJ.emoon, perhaps even more than exten­
sion agents, -were responsible for the quick expansion of use by 
.American farmers of both improved seed (partioular]..y hybrid corn), 
fertilizer, and other new inputs into agriculture and that the same 
could be done in India. Competition between cooperatives, private 
companies, and the government in both credit and the sale and dis­
tribution of inputs ought to be encouraaed rather than discouraged 
1ras rey repeated emphasis. I al.so urged stronger support prices 
announced before planting season and a cut in the price of fertili~ 
zer and seed. 

The Indian Government ·reacl).ing through the British trained career 
service hao a sort of Fabian Socia.list outlook with great suspicion 
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and resulting strict curtailment of the private sector in agri­
culture. This is understandable in light of the dominance of the 
money lender who still exploits millions of' Indian farmers. 
However, I think they are beginning to recognize the benefits of 
loosening up their economy and stimulating it by malting more 
competition from the private sector possible. A visit of a team 
of some 20 American businessDJ=n several. lteeks ~o had proved 
quite successful and I!\Y'emphasis on the private sector in the 
agriculture sector suppleme·nted this earlier visit very nicely. 

I am happy to report that f!W'recommendations were, I believe, 
lrell received. Careful follow up is now being organized. If 
they follow our recomnendations I am confident it \Till :iooan a 
significant upturn in Ind:1.a.n ~icultura.1. productivity. We are 
cooperating closely wlth Dave Bell and the AID people and will malte 
available technical personnel in both production, distribution, 
and also in pricing techniques. 

A new P.L. 480 agreeioont was also discussed with top Ind:1.an offi­
cials. It was agreed that some 2 1/2 million tons of wheat not 
yet delivered under the 4-year agreement now end:1.ng would be made 
available between now end January 1, 1965. In the meantime ,1e will 
begin negotiations for a 1-year agreement and revie-w together the 
feasibility and practicality of another lone; term agreement. 

I impressed up0n responsible Indian Government officia.ls that wlth 
P.L. 480 now pending before the Congress it would be our policy-
to move carefully and to avoid any- controversial decisions which 
might affect Congressione.J. approval of this critical. legisl.a.tion. \
This they seemed to understand and indicated their ·willingness 
to cooperate in every w03 possible, including the offer of the new 
Indian Minister of Agriculture, Swe.rin Singh, to come to Washington 
if he couJ.d in axzy-w03 be helpful. 

IV. Conclusion 

I returned to Wa.shington late Saturdey afternoon, ApriJ. 25, after 
another 28-hour plane flight about as exhausted as I can ever 
remember but satisfied that it had been an important, useful and 
productive week. 

https://officia.ls
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____ i:..ul c.i,1..._,t • -.c:,Dear Mac: 
1;J.t·-~ t .. ✓v 

1 
1l 

l am enciosing a cop of a memorandum to the Secretar~,,_ ,..,f -ti -r), 
on the PL480 situation which I discussed with you on my laai:: I ,,..,t ~ 
visn to Washington. y· 

The present situation which is wholly irrational is difficult 
to explain and impossible to defend. Here we are with $315 million 
worth of rupees specifically set up for United 5-:ates uses while 
we curtail our administrative operations, reduce our already small 
travel allowances within India, and forego opportunities for ima<;_ .• ative 
creative programs which involve no dollar expenditures whatsoever. 

I believe that the Bureau of the Budget will have a great c:ea. 
to say about this, and : will deeply apprecia-ce anything you can do 
to help me break it loose. 

Warmest regards. 

Sincerely, 

.. ~'­

Chester Bowles 

Mr. McGeorge Bundy, 
Special Assistant to the President, 

The White House, 
Washington, D. C. 
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