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INTRCDUCTION

International trade has played a very important
rcle in tne economic aevelopment of the now highly
industrielisea countries, considered as leader in develop-
ment in the foreign trade sector stood out as a leaaer

for growth.

In some others, which had a large resource base,
rapid increase of foreign trade became a concomitant of
growth, Some other countries, which came somewhat later
on the development scheme, found it feasible as also
economically desiraole to outaln accelerated growth based
on resources imported from relatively more advanced

countries,.

A major constraint to economic development of
developing countries is their capacity to export and pay
for essential imports. When the development process is
initiated, the pressyre an imports is unavoidable, Imports
of capital machinery and equipment for developing the
infrastrycture, as well as to obtain accelerated production
imports of intermediates and raw materials are needed.
Imports thus assume a critical role in the design of

development.

In a developing country like India, the impact of

indystrialisation on imports is significant., The primary



need of the country is to acquire larger volume of
capital equipment to augment its productive capacity. It
is necessary during tne course of economic transformation
that a larger quantuym of what 1s called the higher order
of goods increasingly required as an integral part of the
input in the preoductive structure of the economy is
secured through imports, But Professor Hiroshi Kitamura
has rightly emphasised that the size of the trade flow

as such does not necessarily determine the amount of
possible real capital formation, it is the structure of
imports which should be taken into account in this
respect. In oruer tc examine the relationship between
foreign traae ana economic development, it is essential
to examine the trends of imports - the magnitude, pattern

and even direction.

Foreign exchange constraint is an important factor
in stimulating development efforts, as it has a check on
the flow of imports. Hence a study of the structure of
imports of India is of vital importance for the successful
implementation of the plan. The purpose of the study is
diagnostic - to see what has been happening to the import

structure and why it has been happening.

The presént study has been divided into seven
chapters centering 1ts focys on various cayses and

determinants of structure of imports,



The period under study is of fifteen years i,e.
from 1361-62 to 1974-75., In the first chapter relationship
between foreizn trade and economic growth, specially with

imports has been analysea, Financing of imports have been

given mucn welgntage,

The second chapter deals with the analysis of

trends in imports and direction of imports.

In the third chapter structure of imports along
with impact of domestic capital formation on imports of

capital goods has been discussed.

Since 1971, oil price has increased at a faster
raete. This oil price hike has its own impact on the
Indian imports, which during thé seventies being more than
doublea in value, as compared to earlier years. So in the
fourth chapter, impact of o0il price on imports has been

studied.

Elasticity of demand plays i%s own role in
determining imports, Hence a need of measuring the elasticity
ol demadnd, both price elasticity and income elasticity,
was realisea, Hence this part of the thesis consists of

measyrement of elasticity of demand for imperts,

In the sixth chapter various factors determining

our imports have been discussed,

The final chapter gives the summary and conclusions

of all the chapt@rs along with certain policy suggestions



emanating from our study as & whole,

It way pe mentioned that the imports of services
are stuydied oy us only in the aggregate in so far as our
imports are valued inclysive of cost, insurance and
freight (i.¢. on a c¢,i.f, basis}. Imports of technology,
which is of growing importance, have not been studied in

our thesis. They deserve a separate study by themselves.
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CHAPTER I

INTERNATIONAL TRADE AND ECONOMIC GROWTH




CHAPTER 1

FOREIGN TRADE AND ECONOMIC GROWTH

Economic growth and foreign trade are intimately
connected, No one doubts the propulsive role of foreign
trade in economic growth, The classic example in which
foreign trade has played a leading role is that of
Britain, Up to 1513, its major exports were coal and
textiles. The expansion in textiles proceeded at a rate
which averaged 6,75% per annum from 1819 to 1940,
Thereafter, 1t slowed down to 4.3 per cent for the next
20 years and to 1,5 per cent from 1870 to 1913, Coal
exports increased from 12,7 million tons in 1872 to
44.1 million tons in 1900 and 73.4 million tons in
1913.1 Other examples are theé Swedish development
after 1880, the Danish one after 1880, Switzerland and
Canada from 1900 to 1913 and so on. More significant
for many ynderdeveloped countries today is the
experience of Asia after 1950 when the Korean war
touched off a scramble for raw materials, Asian export
values more then doubled between the first half of 1950

and the first half of 1951.2 Whether 1t was U.S.A, in

1. Kindleberger, C.P., (1958), Economic Development,
McGraw-Hill, New York, p. 2h5.

2, Ibid., p. 246,



19th century or Japan in 20th century or the industrial
revolution of Britain, exports gave a conspicuous
momentum to the economy. Oné exception is that of
U.S.S.R.3 Thus, there is causal relationship between
exports and economic growth. There is an inter-
connection between the two - exXxports and economic growth,
If exports are to be a key factor in promoting economic
growth, there myst pe capital formation, technical change
ana reallocation of resouyrces. The larger the gains
from trade, given these processes, the faster and more
certainly the growth will proceed. But potential gains
from trade without capacity or large capicities without
gains from trade will not promote economic growth. Trade
can stimulate growth, if exports are tending to increase
faster than imports, or be a brake to growth if imports are
tending to increase faster than exports, except in case of
higher proportion of capital goods imports., If a gap
emerges, it can be bridged by foreign aid. Aid, therefore,
arrests the brake on growth, But this aid is, generally a
repayable loan. While some aid is in the form of grants,
but this suybgroup is a small fraction of total aid, therefore
export performance on large scale is necessary for the

repayment of aid as well as to generate import capacity.

3. USSR which achieyed high growth rate under a
practically autarchic economy. USSR, however, was
aided by its large area and varied resources.



It may be useful to distinguish three broad
models by which cases may be classified: where trade is
a leading, a baléncing or a lagzing sector of the
economy.h If foreign aid is a 'leading sector' of the
economy, i.e. if the stimulus to economic development
comes from abroad, exports rise and provide an incentive
for the establishment and the expansion of other
activities, For example, if exports grow, this gives
rise to new demand in the exporting country both for
inputs to contribute to the physical expansion of
production and as a resylt of increase in factor
incomes, Pressuyre on domestic capacity may stimulate
technological change which, in turn, call the attention
of entrepreneurs to investment Opportunities. Thus
through stimulating investment and technical change,
the expansion of exports can léad to economic growth,
Therefore, as Rostow”’ has suggested the growth process
involves a leading sector which communicates its growth
to the rest of the economy. Thus, in the export-led
model, exports are a leading sector of the economy.
Similarly, the rapid expansion of a primary product
export can lead to economic develOpment, as North6 has

suggested,

k. Kindleberger, C.P, (1962), Foreign Trade and National
Leonomy - Chapter 12,

5. Rostow, W.W. (1956), "The take-off into self-.suystained
growth", kconomic Joyrnal, Vol. 60, f 254

6. North, D.C. (1955), "Location theory and Regional

Economic growth" K Jowrneal of Pol :
et . itical Economy,




If foreign trade is a 'balancing sector' of the
economy, i.e. adjustment of trade keeps pace with
domestic transformation. If one ignores changes in
stock, it can oe said that trade is filling the gap
oetween consumption and production. Finally, if foreign
trade is a 'lagging sector'! of the economy, the stimulus
to development is internal and trade may slow down
growth, In this case if there is any export, this would

be at the expense of domestic¢ requirements,

Indian growth can’t be identified properly, by
any of the three models stated above. It is not an
export-led growth becauyse India's exports constitute
only a small fraction of her grosSs national product, and
because her exports show an overall stagnation for a
considerably long period,7 Although Indian exports do
not resemble the 'balancing sector model', yet it is
more close to the system., In a pa8lancing sectoar model,
the surplus oi production oveér consumption is exported,
But in India, in recent years, exports of major
traditional products have until recently stagnated with
a declining trend, whereas the production of those

commodities showed a moderate rise,

There is widely held view that international trade

served as an engine of growth for the periphery countries

7. Except during the last three years since 1974-75 when
exports show & big jump, contributing to India's net
foreign exchange earnings.



in the nineteenth century but it cannot be counted upon
to serve a simlilar function for the developing countries
of the twentieth century. According to Nurkse "Trade
in the nineteenth century ... was above all an engine of
growth".8 Although Nurkse did not oppose trade in
principle as an engine of growth for today's developing
countries, he was pessimistic aoout its significance to

developing countries,

9

Kravis? in a recent study, has shown that any
Simple generalisation about the dominant role of trade
in the suyccess staries of nineteenth century is invalid.
Growth when it occurred was mainly the consequence of
favourable internai factors, exteérnal demand only
represented an added stimulus and this varied in
importance from country to country and period to period,
For 1nstance the 1,3.A, in 13th century owed the speed
of 1ts development mainly to internal factors. Other
countries, sych as India and Ceylon, enjoyed expansion
in eXports during the second half of the nineteenth
century that seems to have been of the same order of
magnitude as those of the United States and Canada.
Kravis concludes, "A more warranted metaphor that would

be more generally &applicaole would pe to describe trade

8. Nurkse, R. (13961), Equilibrium end Growth in World
Economy, G. Haberber and R.M. Stern, eds,

9. Kravis, Irving 3. (1970), "Trade as a handmaiden of
growth : Similarities between nineteenth and twentieth
century" - Economic Journal, pp. 850-872.




expansion as a handmaiden of successful growth rather

than as an autonomous engine of growth.

The classical and neo-classical view that foreign
trade serves as an 'engine of growth' has been modified

Ca

by some and denied by others. Gustav Ravis ' concludes

that ",.. the less developed economy should treat trade
not as é&n engine of growth but as an additional
efficient machine of production at its disposal trans-

foraing exports as inputs into imports as output."

Halder11 points oyt that Ravis' observation seems
to be the most scientific expl@nation of the role of
exports in economic growth. 4 review of the role of
exports in different stages of development would, probably,
justify the thesis of Gustav Ravis, The stages of
economic development can be classified ynder the fellowing
heads: A first Stage where exports are the engine of
growth; a second stage where import substitution sets the
pace; stage three where unbalanced growth may set off
structural inflation; stage four, where the propensity
to import is reduced by breaking bottle_necks; and the
stage five, where despite a low import propensity, a
ceiling is set to the growth rate of a mature economy by

the potential rate of growth of exports.

10. Ravis, G. (1984), "Irade, Aid and What?", Kyklos,
VOl. 17' p' 191"- -

11, Helder, A. (1976), India's Export Pattern, p. 10.




In the first stage, when the economy is at a
syosistence level, the export trade initiates the
growth process. An increase in per capita income
increases demand for everything including imports, At
this stage of economic development self sustaining
progress can continue only if tie increase in imports
is matched by an increase of exports, Initially, the
gap between exports and imports may be bridged by
foreign aid, But foreign aid is in the form of repayable

loan which has to be paid through export expansion.

At the second stage, import substitution becomes
prominent, The process of import substitution in the
early Stage requires import of capital equipment and
technical know-how. These may be paid from foreign aid
in the short run but only by increased exports in long
run. The essence of structwrdl inflation (in stage
three) is that a more rapid growth of the economy is
prevented by the low rate of e€xport and a too high
propensity to import, The propensity to import can be
reduced by breaking the bottle-necks which prevent
domestic sypplies from increasing in response to domestic
demand. But in the fifth stage, elasticity of supply
will be fairly high, but the country will still not be
able to produc€ €verything 1t consumes, In this final
stage the limiting factor on the rate of growth, given
the propensity to import and a high propensity to invest,

will again be the rate at which exports can be expanded,



This analysis indicates that exports act either
as an accelerator or as a promoter of the growth process,

but export growth is not economic growth itself,

While many economists have written on the subject
of exports and economic growth, only a few have under-
taken statistical studies. Haring's12 study suggests
thet "simple statistical models reveal that exports can
and do act as a leading sector in scme developing
countries", More specifically, the simple models deve-
loped in the study show that export econouies react
immediately (using annuyal data) to changes in exports,
Income is directly related to changes in exports, thus

verify the existing literary theories,

Emery‘s13 investigation Suggests that higher rates
of economic growth tend to be 8Ssociated with higher
rates of export growth, His investigation covered 50
countries, The findings of his investigation are:
firstly there is a most significant correlation (0.82)
betweéen the growth rate of exports and that of GNP;
seconaly, a country can increasé its per capita real GNP
apout 1 per cent for every <.5 per cent boost in its

exports. Thus he suggests that countries eager to

12, Haring, J.EBE. 8nd Humphery, J.F. (1964}, "Simple
models of trade expansion®, Western Economic Journal,

Spring.

13. Emery, R.F. (1961), "The reletion of exports and
economic growth", Kyklos, Vol. 20, pp. 470-48,



increase their growth rates should adopt the type of

policies that will stimulate exports,

Syron and Walshlh also sypport the hypothesis
followed oy Emery's, Although they criticise Emery's
paper and conclude "i{t may be possible for exports to
have as great stimulative effect on economic growth in
a less developed country as in a developed country,
provided the less developed country, is not specialised
in a pattern of exporting foodstuffs,” They contend that
becayse a large proportion of the exports of the less
developed counctries consists of agricultural products
wnich have weak backward linkage effects, the stimuylation
provided by exports to the economy will also be weak,
They present the hypothesis that & given percentage
increase in non-agricyltural €xports is more effective
in promoting economic growth than an identical percentage
increase in agricyltural exports. But the alleged weak
linkage effects of agricultural, as against manufacturing,

have & certain plausibility but not validity,

A mzjor constraint to economic development of
developing countries is thelir capacity to export and pay
for essential imports, Wwhen the development process is
initiated, the pressyre on imports is unavoidable,

Import oi capital machinery ana equipment for developing

14, Syron, H.F. and Walsh, B.M. (1968), "The relation
of exports and economic growth - a note", Kykios,
p. 51"‘1'



the infra structure as well as to ootain accelerated
production of intermediate and raw materials and even
oi essential consumer food betome necessary, while
imports thus assume a critical role in the design of
development. The capacity to export is a limiting
factor. Foreign aid mitigates the proolem, but in the

long run there is no alternative to expanding the export

sector.

As foreign trade is basically a two-way traffic
and the magnitudes of a country's export trade are for
most of the time, if not for all of it, determined by

1ts willingness and ability to ilmports,

Impact of Economic Growth on Imports

Economic growth in present era is believed, by
bulk of deVGlOping countries economists, toc be synonymous
with industrielisation, which in turn, involves applica-
tion of myltituyde of capital goods and other resources
that a country such as India does not possess. These
resources have to be acquired from the advanced countries
of the world, Thus during the early stages of growth,
imports in one form or othér are necessary. As
Prof, Xindleberger suggests, that a significant rise in

proportion of imports to national income is na.tural.15

8. Kindleberger, C.P, (1962), Foreign Trade an
Economy, Chepters 11 and 12, d _National




Due to demonstration effect and the rising level of
personal income, demand for consumer goods has to be
increased which necessitate the increase in volume of
imports for consumer goods.16 Durin_ the process of
growth new requirements of capital equipment and raw
materials emerge, the import capacity of which depends

on the country's ability to pay for that,

It is not true that the imports of all commodities
increase with the economic growth. The 'National
Development' objectives has its own impact. Nations will
tend to import only those commodlties needed to supplement
their own output so that total supply (domestic plus
imported goods) fits the prevalling requirements and they
willi import such commodities because an important condition
for growth is a reasonably long-run coincidence between
the comnodity composition of total supply and total
demand. Since no country can have an all encompassing
resource base not attainable complete productive
diversification, it follows that all countries must have

certain minimum import requirement,

With the economic progress, pattern of demand
changes with the various categories of goods - %o

satisfy or bring Coincidence between total demand and

16. If imports of consumer goods are officially restricted,
they tend to be smuggled in Bhagwati, J. (1374},
Illegal Transactions and International Trade : Theory
and_Measurement, North-Holland Publishing Co., Amsterdam,




supply pattern; pattern of imports of goods have also

to be changed.

If domestic productive activities are protected
and imports are undertaken because of unavoidable need
to supplement and fill gaps in domestic supply pattern,
import levels must in practice be mainly influenced by
two factors, viz. the degree of productive diversification
attained by the country and the characteristics and use
made of the resource base available to it. These factors
must operate in a complex fashion. Thus movement towards
greater productive diversification - known to be associated
with increasing income levels - should be expected to
influence imports both indirectly and directly, indirectly
because higher income levels (and greater productive
diversification will also tend to a more diversified
imports, directly, in two opposing ways, On the one hand
the new goods produced will reduce or eliminate dependence
on sSome categories of imports; on the other hand
dependence on other imports will increase. But whatever
influence economic diversification and higher income
levels may have on the level and composition of imports -
where domestic activities are protected, depends on
'other things being equal' the diversification of
country's physical resources, Import requirement will
tend to pe relatively lower the greater and more

diversified a countryt!s resource base is,

In a restrictive economy expansion of imports has

to be checked by ilmport control, import suybstitution



measures, etc.

Tempo of industrialis&tion also afiects the

pattern of imports. Duriug the perioa under review

the industrial complex of Indie has radically changed,
There has been a shift in the emphasis from consumer
goods industries to those of capital goods. The declared
economic policies of the new government, whifh came to
power in the beginning of 1977, appear to be in favour

of reversing this trend in favour of consumer goods

industries in preference to capital goods industries.

Irade and Economic Development in India

International trade has never played a significant
roire in the Indian economy, 80 far its quantitative
aspect is concerned, In relation to the value of total
world trade the valye of Indig's foreign trade is rather

insignificant,

Not only this, India's share in world trade, in
percentage terms, has been steadily declining. If we
take the twenty year period between 1950-51 and 1370-71,
we will find that during this period, India's imports and
exports rose at an average annual rate of 2,3 per cent
and 2.4 per cent respectively, During the same period,
the world exports rose st the annual average rate of 7.3
per cent., AS 2 result, the share of India in the tota]l
world exports has been falling more or less steadily.

This share fell from 2,2 per cent in 1950 to 0.5 per cent



TABLE I.1: India in World Imports, 1955 to 1976

(At post-devaluation rates)

Year World Imports India's Imports Percentage
Million US 2 Million US @ share of
India's
imports in
world
imports
1955 98,400 1,440 145
1960 1,35, 285 2,327 1.7
1961 1,40,941 2,277 1.6
1962 1,40,076 2,361 1.6
1963 1,62,265 2,477 1.5
1364 1,81,735 2,876 1.6
1965 1,96,959 2,840 1.4
1966 2,15,178 2,827 1.3
1967 2,25,983 2,72 1.2
1968 2,50,937 2,509 1.0
1969 2,83,471 2,201 0.8
1970 3,25,475 2,124 0.7
1971 3,31,500 2,420 0.7
1972 3, 88,200 2,242 0.6
1973 5, 34,900 3,210 0.6
i 7,85,400 5,046 0.6
1975 8, 10,300 6,135 0.7
1976 3, 27,700 4,860 0.5

———

Source: International Monetary Fund, International
Financial Stavistics, November 1945,
October 1371, July 1977,




TABLE I.2: India's Imports and Exports as percentage
of GNP, 1951 to 1377

(Rs. in crores)

¢
-~

Period Imports Exports as Imports as
% of GNP % of GNP
1951-52 1,379 11,0 13.7
1355256 1,224 8.9 11.8
1360-61 1,768 .3 7.5
1961-62 1,718 4.2 6.9
1962-63 1,783 k.0 6.6
1963-64 1,927 4.0 6.2
1964-65 2,126 a6 5.9
1965- 66 2,194 3.h 5.9
196667 2,078 lye? 7.6
1967-68 2,008 3.7 6.2
1968-69 1,909 bot 5.8
1969-70 1,582 b2 L.7
1970-71 1,634 L.2 Sl
1971-72 1,825 L1 4.7
1972-73 1,867 5.7 bok
1973-74 2,955 L.8 5,7
1974-75 b,519 5.3 7.1

(At post-devaluation rate)

Source: Based on Government of India, Economic Survey
vaerious 1issues for imports and exports, ’
GNP from C, L.8.0.




in 1976. Percentage share of India's imports in world
imports has fallen from 15 per cent in 1955 to 0.5 per
cent in 1976 (see Table I.1). India's share in world
trade, excluding the trade of centrally planned

countries, fell from 1,13 per cent in 1962 to 0.67 per

cent in 197%.

The value of foreign trade of India also bears a
low ratio to national income. During the last twenty
five years, 1950-51 to 1974-75 India's gross national
product at current market prices has been increasing at
the average annyal rate of 7.3 per cent., On the other
hand, the imports and exports have been increasing
relatively slowly at the annual rate of 2,3 per cent and
2.4 per cent respectively. As & resylt, imports
expressed as per cent of GNP fell from 13.1 per cent to
7.1 per cent ang exports fell from 11,0 per cent to 5.3
per ceént, The gignificance of these declining figures
is that the Indian economy is less dependent on the world
economy. By ana large, the smaller participation in world
trade generally holds true in c¢ase of larger countries

(Reier Table I.2).

Thuys, we note that there is an inverse relation-
ship between theé 8ize of a country and its participation
in world trade. "The lowWw percentage in respect of the
larger countries énly reflects the basically favourable
situation as regards the natural reésources endowment and

the diversity of the productive apparatuys of these



countries., These countries, therefore, generally
manége to produce well aoove 30 per cent of all the
goods which they need and absorb a corresponding
proportion of all the goods they produce. Hence the
low percentage level around about 4 to 7 per cent - of

their exports or imports, expreéssed as per cent of anpr, 17

To a great extent, this expleins the low percentage

figure for India,

In spite of the comparative insignificance of
income from trade and her declining share of international
trade, it has been recognised as a very powerful
instrument of economic development, For Inaia, inter-
national trade is not only for disposing of surplus raw
mateérials, it is an instrument of acquiring capital goods
and "know-how" for economic uplift. We may add that
the importance of foreign trade in a country's economy
can't be judged merely by taking percentage of foreign
trade to national income, world trade et€, In India's
case, three factors further a2dd to the significance of
international economic transactions to her. Firstly,
India is still not in a position to manufacture for
herself heavy machinery and capital goods which are
necessary for her economic development. She will have

to continue to import these for a long time to come.

—_—

17. Shah, Narottam (1972), "vide India's foreign trade;
1949-1371", Commerce, Vol. 123, No. 3165, p. 1z.



Secondly, in India both domestic savings and investment
constitute a small fraction of her national income., That
implies that even small capital imports or exports may
loom large in her industrial structure., Despite their
quantitetive smallness, India'’s imports are vital to the
operation of her economy, Lastly, being a country with a
large anc rising population, heér marginal propensity to
commerce is high. This means that theé multiplier effects
ol her enlarged or redyced exports are large on her

1
economy in either direction.

Attention paid to international trade in India is
quite insufficient, The result is almost continuous
foreign exchange difficulties since the beginning of the
Second Plan at the time when they took the shape of
crisis. Imports have been increasing with the progress
of the Plans, and despite severe restrictions, they are
running ahead or exports, The reésult has been increasing
dependence pp foreign aid. No other sector oi the economy
is afrected gas much by foreign aid as foreign trade,
Inflows of uid has direct as well as indirect impact on
foreign trage. Directly, availaole quantum of foreign
exchange determines the sizé of the import bill. More
aid increases propénsity to import. Indirectly, through
rational channelisation of foreign aid, export oriented

and export promotion are possible. Aid may also be

18. Dr. Gurtoo, DN, (1961), "India's
1920219607 po dx. 0] S2lence of Payments,




TABLE I.3 : India's Exports as percentage of Imports

1951-76

(At post-devaluyation rate)

(Rupees in crores)

4 g
Period Imports Exports Exports as %

of imports
1951-.52 1379 1106 80.2
1955-56 1224 922 75.3
1960-61 1768 997 564
1961-62 1718 1033 60. 1
196263 1783 1069 60.0
1963-64 1927 1244 64 .6
1964-65 2126 1282 60.3
196566 2194 1261 57.6
1966-67 2078 1153 5545
1967-68& 2008 1193 59. 4
1968-69 1309 1354 70.9
1569~ 70 1582 1413 89.3
1970-71 1634 1535 93.9
1971-72 1825 1608 88. 1
1972-73 1867 1971 105.6
1973-.74 2955 2523 85.4
197475 4519 3329 s
1975-76 5159 3942 76.4

Source: Government of India, Economic_ Survey (Various
issues).




beneficial to import substitution i.e. substitution of

home produced goods for imported goods,

Since the commencement of the planning era in
India, foreign aid has played a predominant role., 1Its
importance increased with the depletion of sterling
reserves which India accumulated during World War II.
setween 1951 and 1376 - country has imported more than
it has exported except in 147<-73. The balance has been
financed partly by exchange reserves and mostly by foreign
aid. Thus foreign aid accepted as a source of financing
imports &8s the country's exports are not paying for its

entire import bill (See Table I.3).

It is thus clear that the capacity of the country
to pay for its imports, through its own efforts is limited,
at least during the early stagés of economic development,
Foreign aid thys becomes a must and since the foreign
exchange c¢risis of the Second Plan dependence on external

assistance tg finance growing import requirement has

increaseq,

In the First Plen the external assistance secured
was only Rs,1%6 crores and accounted for about 5 per cent
of our imports. But during the Second &and the Third Plans
external assistance increased at a much faster rate and
finenced a larg®€r proportion oi our imports, 29 per cent

and 32 per cént respectively,

The balance of payments gap of Rs.927 crores and

Rs.2600 crores during the Second Plan and Third Plan



TABLE I.4 : Foreign Aid and Imports

(Value in million of Rs,)

External Percentage
Ferlod Imports assistance of aid to
utilised imports
First Plan ~
(1951-1956) 30170 2017 5.6
Second Plan ,
{1956-1961) 4L,8823 14302 29.3
Third Plan 5
(1961-1966) 62231 28077 ho,1
Annual Plans
( 1966-1969) 59946 31532 52.6
Fourth Plan
(1969-1974) 98635 37356 37.9
1974~ 1975 14681 8293 18.5

—

Source: Reserve Bank of Indla - Report on Currency
and Finance, various issyes (Annual)




respectively was to be covered by foreign aid. Foreign
aid financed a significant percentage o. our imports,

The Table I.4 indicates relationship between aid and

importS.

It shows that the inflow of assistance considerably
facilitated capital, maintenance and intermediate imports
and India's dependence on aid to finance imports increased
till 1966, but after devaluation-thinking about foreign
aid started changing, while the shock of the Chinese
agzression of 1362 shook the country into the realisation
of its dependence on foreign c¢ountries for the defence of
its borders and with 1965 Pakistani conflict, when all
aid was stoppea, that India became fully aware of her too

much dependence on ajd.

The temporary suspension of foreign aid in 1965
put further pressyre on the alreaay strained foreign
eéxchange position, Due to failure of agricultural crop
demand for fepg imports also increased, For all these
reasons, dependence on foreign aid further increased and
52k of tota] import bill during Annual Plans were
financed by external aid. But this percentage declined
during Fourth Plan and only 34% imports were financed

through foreign 2aid,

Till this time consequences of heavy dependence on
aid was realised in the form of devaluation of rupee in

1966, and also Severe strain on balance of payments. Dye



TAasuls I.5 @ Agsregate kxternal Assistance

(Rs, in crores)

Country ﬁ;‘“i‘ﬁrﬁi? h E;l%i ziigrc h
1975 1975

IBRD/IDA 3,493 2,416
U. S. A, 6,010 6,010
U.S.S.R. 1,033 732
West Germany 1,218 1,133
U.K, 1,439 1,303
Japan 554 471
Others 2,466 1, 967

Total 10,213 14,032

Source: Reserve Bank of India, Report on Currency
and Finance 1974-75.




to this attitude towards aid changed and more emphasis

was given in Indian Plans to export promotion.

Although foreign assistance has been used to a
great extent for financing imports, it has its own
impact on the €conomy of receiving country. The conditions
imposed by the donor country for her aid, sometimes
conflict with the national policy of the receiving country.
This conflict is basically associated with the project-
tied character of foreign aid. For instance, the major
donor nation, U.S.A. insists that her aid shall not be
used for financing activities in the public sector when
it is possible to establishing the steel plant in the
public sector at Bokaro. Further the project-tied
character of aid constitute a handicap in the utilization
of the aid. The shortfall between the amounts of aid
authorised and those actually utilised by India is given
in Table I.5,

Foreign aid normally finances the import of capital
goods, These, however, often have to be supplemented by
labour, technical and managerial personnel and semi-
produced inpyts and raw materials. 1If these resources do
not display adequate sypply elasticity, increasing
utilisation of foreign resources can be realised only by
inflationary consequences. In India, mere availability
of foreign resources has led to over-expansion of certain

industries like electric meters and glass induystries.



Most of the part of foreign aid is in the form of
loan which had to be repaid in future, Not only this the
deot service charges and amortization payments constitute
a heavy financial burden on the recipient country and
threaten its viability., In case of India this burden has
increased alarmingly from Rs.23.8 crores during First Plan

to Rs, 512 crores in 1975.76,

The main problem of foreign aid is that it is
uncertain as it depends on the economic conditions and

the mood of thelr sypplier. Further mostly aid is motivated
by political interest, suspension of aid in 1965 and 1971

by U.S.4. are examples of this.

There is anotner relationship also between aid and
import price, Aid has been helpful in enhancing unit
value of imports. Tpis is possible because most of aid
is in tied form, According to Dr. Rao, during the First

Plan, Second Plan and after, the percentages of tied to

total aid has been 53.3 and 78.9 respectively. '’ This
means that the countries recelving loans, etc,, should
spend the amouynt on the purchase of machinery, essential
intérmediagtes and raw materials from the lending countries, '
For a larger number of years, as will be seen, increased/
decreased gmount of aid (as compared to the immediately
preceding year) 1s associated with increased/decreased

unit value of imports,

19. Dr. Rao, V.K.R.V. and Narain, D. (19 "R
gnd India's Lconomic Development", p,B%' Fercigy Jid




Exports, by all means, are economically the best
wey of financing imports. If the imports are financed
by exports, the country is just like an ordinary consumer
in a perfect market without having any obligation to
purchase from a definite source, hence the purchaser has
the freedom to buy at the most competitive price,
Taole 1.5 indicates that export promotion has & cruycial

role to play to bridge the trade gap.

During the early independence period (1947-48 to
1951-52) Inaia imported Rs.4240 million worth of goods
more than the exported and her exports were sufficient
only for financing about 82.3» of the imports., But
during the First plan period about 83.4% of imports bill
was financed by exports. But this percentage declined
during Second ang Third Plan péeriod in which export was
stagnant ang imports increased due to industrialisation
programme, Taking the average of ten years from 1956-57
to 1965.66, about 61.8% of total import payment was
through exports. But this situation improved during
Fourth Plan, 1Indie took a lead in export front and her
import financing capacity was reised to 92». The order
of difference petWween exports and imports has been an
annual averages of Rs,1175 million, .- Rs.3072 million.
Rs.4829 million and Rs, 1625 million during the First,
Second, Third anad Fouyrth Plan period. In the subsequent
two years of 1974-75 and 1975-76, exports was higher as

compared to previous years, But import bill during



Exports, by all means, are economically the best
way of financing imports, If the imports are financed
by exports, the country is just like an ordin&ry consumer
in a perfect market without having any obligation %o
purchase from a definite source, hence the purchaseér has
the freedom to buy at the most Competitive price,
Table I.5 indicates that export promotion has & cruycial

role to play to bridge the trade gap.

During the early independence period (1947-48 to
1951-52) India imported Rs.4<40 million worth of goods
more than the exported and her exports were sufficient
only for financing about 82.3% of the imports. But
during the First plan period about 83.4% of imports bill
was financed by exports. But this percentsge declined
during Second and Third Plan peériod in which export was
stagnant ang imports increased due to induystrialisation
programme, Taking the average ol ten years from 1956-57
to 1965-66, about 61.8% of total import payment was
through exports, But this situation improved during
Fourth Plan, 1Indie took a lead in export front and her
import financing capacity was raised to 92». The order
of difference vetWeen exports and imports has been an
annyal averages of Rs,1175 million, - Rs.30672 million.
Rs.4829 million and Hs, 1625 million during the First,
Second, Third and Fourth Plan period. In the subsequent
two years of 1974-75 and 1975.76, exports was higher as

compared to previous years, But import bill during



1,74L,-7> and 1975-76 was unprecedently high. Consequently,
exports financed only 70% of imports during these two

years.

The need to expand exports was realised with the
commencement of the Third Five Year Plan where the Balance
of Payments problem became &cute. Since then Government
of India has adopted many measures to boost exports such
as cash assistance, tax rebates, setting-up of export
promotion councils, arrangements of required imports,

transport facilities etc.

The development of export trade affects the Indian
economy both directly and indirectly. In the first
instance, growing foreign dewand may involve an expansion
in the production process which leads economies of
Scale, which in tyrn induce an overall expansion of the
economy, Secondly, development in the export trade can
influence ghe growth of the economy by affecting the
volume ang rate of expansion of import capacity. Since
moOr'€ than hglf of India's total capital equipment
requirement pave to be imported, the slow expansion of
export proceeds and hence import capacity adversely
affect the import of capital goods and the rate of domestic

growth,

It may bé concluyded that even though our external
trade constitut®s just slightly over half a per cent of
the global exchenges in commodities and nor more than 20%

of our gross national products, yet it has a vital bearing



on ouwr economy. This is because we do not only are

still dependent to a considerable extent on the imports

of several critical inputs both for industry and
agriculture - crude oil, non-ferrous metals, sophisticated
mechinery and equipment, several industrial raw materials
and intermediates and fertilizers but also the smooth
functioning o1 several of our major industrial jute

textiles, tea - greatliy depends on exports,
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CHAPTER II

AN ANALYSIS OF THE TRENDS IN INDIA'S IMPORTS

INTRODUCTION

tImports’ has been accepted as a source of

economic development for the developing country like
India, which cannot produce all the needed goods and
sophisticated technology required for the production
process., Imports in India since her independence are
increasing steadily, Despite annual variation, some
years as 1951.52, 1957.58, 1960-61, 1973.74 and 197475

WEre years where imports shot up very high,

So in this chapter we have tried to analyse the

trend in Indiats imports along with its direction,

For this pyrpose, we have divided the whole periad
1.€. 196162 to 1974-75 into three phases,

First phase includes 1961-62 to 1965-66 period,
i.e. Third pjan period, where imports increased

moderately ang import policy remained restrictive,

Perjod of devaluyation era or declining trend
comes under second phase. This perioa is from 1366 to
1970, Though import policy was liberal throughout this
period yet the imports declined. We have stydied the
causes for thelr decline., After 1970, imports start

picking up again with a steep increase in 1973.74 ang



TABLE II.1 : Trends in India's Imports
(Value in Rs. crores)
Year Imports % Change over the
(Rs.) previous year
194748 L45.8
1950-51 651.2
1951-52 969. 3 +48.9
1952-53 664.7 -31.4
1953-54 569.6 -14.3
1954-55 05k . 2 +14.9
195556 675. 2 + 3.2
1956~57 846.0 +25.3
1957-58 1002,6 +18.5
1958-59 863.0 -13.9
1959-60 960. 8 +11.3
1960-61 1121.6 +16.7
1961-.62 1090. 1 « 248
1962-.63 1131.5 + 3.8
1963-64 1222.8 & 8,1
1964-65 1343.0 +10,3
1965-66 1408.5 + b
1966-67% 1931.5 +37.1
1967.68 2007.6 + 3.9
1968-69 1908.6 -
(contd,)

*In post-devalyation ratge



Table II.1 (contd.)

Year Imports % Change over the
(Rs.) previous year
1969-70 1582, 1 T T 1
1370-71 1634.2 + 3.3
1971-72 1824.6 +11.7
1972-73 1867 .4 + 2.3
1373-74 2955,k +58.3
1974-75 Li61.3 +52.9
1975-76 5159.0 +14. 2

Source; RBI, Report on Currency and Finance
(Various ennual issues)
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1974-75 (see graph). So this period we have kept under

third phase or period of increasing trend,

But to see the trend - more accuyrately one
needs to take their behaviour over a longer period.
For this purpose, we have taken the period since
jndependence (i,e, 1947) until 1960, a summary of the
trend of imports has jncluded years before the periocd of

out study.

Imports during 134,7-L8 to 1955-56

The merchandise imports in 1948-49 increased by
Rs.198.1 crore or 44, 4% over the level of imports attained
in 1947-48. But during 1947-50 and 1950-51 there was
slight increase jn jmport bill. This increase was mainly
vecause of four commodities, namely, raw jute, raw cotton,
food grains apg machinery. Imports of raw cotton after
remaining steady at around Rs.6k crores in 1948-49 and
1949-50 shot up to Rs.100 crores in 1950-51, following
the acute dpopestic shortage of raw cotton due in parg
to the faijyre of the monsoon. In contrast raw jute
imports which were heavy around Rs,71 crores in 1948-49
owing to lposs of land producing high quality jute as a
result of partition, were slashed down in the subsequent
years to Rs.21 crores and Rs,27 crores respectively, owing

to the trade deadlock between the twWwo countries,

In the 'capital goods' categories payments for

machinery fumports went up from Rs,82 crores in 1948-49 to



Rs.118 crores in 1949-50, partly because of increased

rupee cost of capital goods from dollar area following
the devaluation of rupee in September 1949, But the
operation of stricter controls over dollar imports,
however, resulted in a drop of Rs,27 crores to Rs.91
crores in machinery imports during 1950-51. But for

iron and steel and non-ferrous metals payments increased,

On consumer goods the variations in the payments
arose on accouynt of flyctuations in the expenditure as
food grains which rose from Rs.101 crores in 1948-49 to
Rs,. 134 crores 4in 1943-50 but fell to Rs,.80 crores in
1350-51. The fajlyre of domestic production to catch wp
with demand dye to floods in Uttar Pradesh, and Bihar and
drought conditions in parts of Gujrat, Saurashtra,
Rajasthan ang Kutch, as also partition which took away
the most important surplus areas, lead to a heavy

dependence on imported food.

The demand for industrial raw material and inter.
mediate goods was high due to rise in almost all sectors
of industrig} production, The imports of raw materials
and interpediate products inc¢reased from Rs.186.,9 crores
in 1947.48 vo Rs.322.1 crores in 194s-49. Significant
increaseswere in teéxtile fibres and yarn whose imports
increased by Rs.114.7 crores over preceding year, The
imports of chemical was less in 1950-51 but imports of
metal and metal manufacturers increased from Rs, 23.0

crores to Rs.34.3 crares and Rs.53.2 crores in 194748



19,8-49 and 1950-51 respectively.

In 1948-43 the heavy increase in import bill was
also dne to release of the pent up demand inherited from
war time controls. But later the imports were checked

by restrictive import policy.

After three years of independence in 1951-52
First Five Year Plan was launched for the economic
development of the couyntry. And as a result import bill
in the first year of the Plan was the highest as
comparea to others, Iwport bill during these five years,
except for the first year, increased steaaily. This
increase was dye to liperal import policy of government,
Increases in the import prices of & number of items
increased the ipgex of unit value of ilmports from 105
in 1950 {( 194,8-49 = 100) to 142 ia 1951,
Unfavourable weather conditions resylting in decreased
domestic produyction of food grains, raw cotton, raw jute

and othep agricyltural crops also led to additional
imports,

Import payment during 1951-52 was 48.1% higher
over the previous year. Imports of every category
increased guring this periocd. Imports of capital goods
increased py Rs.34.9 crores, raw meterials and intermediate
products by Rs.142.5 crores and consumer goods by Rs. 142, 6
crores, Aoout 4.5 million tons of cereals were imported

due to domestic sShortage,



Imports in 1952.53 were smaller in value than
1951-52 by Rs.113.7 crores on account of a small decline
in prices and a relatively lurger decline in volume, most
of tie declines taking place in the latter half of the
year , The quantum of food grains imported was actually
Smaller than in 1351-52 but the value was higher. The
lmports o1 industrial raw materials remained unchanged,
However, jts composition altered considerably, chiefly
due to increased imports of raw cotton, Imports of
minerg) oils also increased, But, on the other hand,
imports of raw jute fell as a result of increased
indigengys production and fall in demand from mills
fOllowing a decline in the exports of jute manufactures.
Imports of manufactures declined slightly, probably

becayse of increased domestic production,

Further the import bill during 1953-54 was again
lower thon 1952.53, of which the fall in Government
imPOPtSeione amounted to Rs.96 crores. This was due to
meeting jincreased requirements of raw material
assoCiateqy with the continued buoyancy in industrial

Productio, rrom indigenous sources of supply.

Import of raw jute fell despite fail in domestic

outpyut of raw jute, because of lower level of home

Maulacgyres, More than half of the fall of imports in

Private account was for raw cotton, and the balance was

Shareg by a variety of comwodities, among which chemicals,

Machinery and vehicles were the more important ones,



It is significant that fall in import bill
occurred in spite of a liberal import policy which
ailowed liberal imports of machinery, raw materials
such as silk yarn, cotton yarn and consumer goods like
spices and fruits. Ana quota for imports of certain
commodities like power-driven pumps, garage tools,

machinery and parts thereof increased,

The redyction in import bill was mainly due to
reduced purchases of food gralns, which was possible
because of gopd harvest in this year. Secondly the

decline in payments for imports was attributable more to

the fall ip Quantity rather than price,

In contrast, aggregate imports rose during 1954-55
bY RS.84.56 cprppes. The increase in imports was spread
OVEr many jtens, Amonz the principal items, raw cotton,
1mports were gpout Rs.11 crores higher than in preceding
year, oilg (mainly mineral oil) increased by Rs.2 cfores,
BUb the lapgesy increaseoccurred in machinery and vehicles
due to coypgryts developmentv needs, But the imports of
red jute again was lower during this period, Import
policy remagined liberal during this period and restrictions
were redyced on imports fron dollar areas, which led to
an incregse in imports of machinery and industrial raw
materiagls as raw cottcocn, woollen fabrics, razor blades
etc, for consvlmers increased., But quotas of some items
like table fans, jams and jellies, lead pencils, hand

knitting tools etc, were reduyced. Import‘.s of fond grains



also decreased., But the increase in capital goods off set

these reductions ana as & result import bill was high during

this period.

The rise in the tempo of India's developmental effort
under the First Five Year Plan reflected in the level and
pattern of external trade during the year 1955-56, Imports
reached a record level since the Korean boom especially
owing to heavy imports of mechinery and iron and steel

manuf actures,

Imports at Rrs, 751 crores were about 10 per cent
higher than in the previous year, partly due to rise in
import price, Imuorts of iron and steel rose from Rs.26
Crores %o Rs,54 crores while that of machinery from Rs. &1
Crores to Rs,110Q crores. Raw jute imports increased by
23%. Imports of vehicles, raw cotton and chemicals also
increaseq Slightly. But mineral oil imports declined by

1 per ceng, Imports on Government account fell by Rs.19

crores,

Trends in Impepts during 1956-57 to 1960-61

During the Second and Third Five Year Plan imports
increased by 128.2% - a compound groﬁth of 12.8 per cent
per annym, The very first two years 1956-57 and 1957.58
recorded a substantlal rise in imports., The foreign exehange
reserves declined in these two years by some 51'000 million,
This shearp shot-up W&S partly due to direct plan expendituyre,

The Second Five Year Plan was mainly oriented to industrial



devlopment. This catered to the setting up of the steel
plants, heavy expansion and renovation of railways and
initistion of many modern industries. Being foreign
resources-intensive these projects naturally made the

import bill heavier.

Although there was substantial increase in volume
but overall increase of 104% increase in import prices over
the preceding year also increased import bill in 1957-58.
This increase in jumport price was witn the effect of
international political situatiod, which due to Suez

¢risis increased shipping cost oy 15 to 20s..

Meoreover, the second Plan investments were not
worked out on an annual basis. There was scope for
lunping together the bulk of import requirements in the
early years of the Second Plan itself, As a result,
private lmporters utilized fully the existing licences in
anticipatjon of an import squeeze which alsoc boosted the

import bjij) in these years speclally in 1957-58,

These jncreases were distributed in almost all
catégories of imports, Impcrts of base metals and meta)l
manufactyres increased from R8.99.8 crores in 1955-56 to
ks.186.6 crores in 1956-57 and to Rs, 205.0 crores in
1957-55, petroléun anu petroleum products increased from
Rs. 54,9 crores in 1955.55 to Rs.75.8 crores in 1956-57
ana to Rs.107.71 crores in 1957-568. Imports of capital
goods increased from Rs,194.8 crores in 1955-56 to

Rs.253.5 crores in 1956.57 and to Rs.310.5 crores in



1957.58. Although imports of consumer goods during this
period was restricted, yet the imports of electrical
goods, woollen yarn and menufactures, rayon textiles,
cutlery and hardware, increased. Duye to failure of
agricultyral crop in 1957-58, food grains imports
increasea py Rs.47 crores. Sector-wise, Government
imports increased by 70 mainly on account of expanded
developmental activities in the economy. But private
imports were held down by means ol various controls in
non-essentigl items. The decline of Rs.1Z2 crores as
Compared to 1956-57 was spreed almost in all groups with

the €Xception of machinery.

But during 1958-59 and 1959-60 import declined.
Import bill was Rs.863 crores and Rs,361 crores in
1958-59 and 1959-60 respectively showing a fall of 13.8%

and 1‘170 as compar'ed to 1957-58°

The fall of imports was on almost all items of
imports, pq compared te 1957-58 there was a reduction of
Rs.192 crores in 1958-59. The greatest fall was in the
cas€ of jrgn and steel., Qther Commodity groups which
declined were metals, venicles, electrical goods, cuytlery
ana hardware, dyeS and colours and drugs and medicines,
Imports of raw mateérials in contrast were higher becayse
of liberal import policy followed for maintenance
imports, ©Due to Sévere strain on fareign exchange

reserves, efforts were made to limit Government imports

to the minimum. On Government account the main fall was



in food items by Rs.10 crores. But the import of capital
equipment for Government projects and railway stores

increased by Rs,76 crores.

Unlike the preceding year the fall of imports in
1359-60 was on Government account, The sharp fall of about
Rs, 108 crores was in non-food sector. But food imports
rose slightly due to larger purchase of rice from Burma

and higher P,L, 450 shipments.

In non-food sector, lower utilization of external
assistance was the cause of fall of imports of machinery
and railway store while the lower imports of iron and

steel was dye tg gheir increased domestic proaquction,

The reaspn for the decline of imports during this
Period was the restrictive import policy adopted in 1957-58,
But due tg fall in prices of imports the quantity of

iaports increased by 14% 3in 1359-60.

During 1960-61 last year of the Secomd Plan imports
were highest as compared to earlier periods, reaching the
level of Rg, 1122 crores - Rs.161 crsres more than the
imports during the previous year and Rs,113 crores higher
than 1957.58, The increase during this period was on
both Government &nd private accouynts. On Government
accoynt food import increased by Rs.87 crores entirely
unaer P.L, 480 programme, But there was a marked fall in
non-food mainténance categories. Imports of capital

equipments for Government projects rose by Rs,3 crores ang



of iron and steel and railway stores by Rs.5 crores each,
On private account imports of chemicals, met@ls, machinery
and vehicles were allowed on a large scale. higher
jmports of raw cotton was allowed on the expectation of
shortage in domestic production. This higher import bill
in 1960-61 was on account of liberal trade policy, which
was possible due to improved balance of payments position,
As against the balance of payments deficit of Rs.427.0
crores in 195?_58l Rs.326.1 crores in 1958-59, the gep in
1959.60 had narrowed down to only Rs.185,6 crores in
spite of incregsegd import prices. But the favourable
position did not continue for long. The liberal policy
adopted during 1960-61 adversely affected the balance of
payments sityation and the need for conserving foreign
exchange was reglised in 1961-62. Moreover the import
requirements of the Third Plan had been colossal and the
€xport €arnings had not been snowing any sign of significant
improvement, 7Tpdia's foreign exchange reserves declined
considerably and there wes slow utilization of external
assistance glready authorised by friendly countries.
Consequently imports in 1361-62, the first year of the

Third Plan gshowed a downward trend.

Import during 1961-66

During the period 1961-62 to 1965-66, imports
increased sharply. Military requirements and the develop-

mental projects Were the main cause of this incresse,



During 1961-62 imports fell down by 2.8% as
compared to 1960-61. The imports of food grains were
slashed due to good crop during the year, But the imports
of iron and steel, machinery maintained their upward trend,
as the industrial expansion in the public sector continued
to centre around heavy industries. On private account,
due to growing need of industrialisation imports of
machinery increased, 3yt raw cotton, non-ferrous metals,
mineral oils, rayon textiles and venicles imports declined

due to restrictive import policy applied to these goods.

In spite of restrictive import policy, due to
worsening balé&nce of payments and a fall in uynit value of
imports, the import bill rose by about 4k due to larger
receipts of externg] assistance to finance the developmental

programmne, The gggregate external assistance authorised
during 1962.63 was Rs.656 crores and was Rs,225 crores

higher than 1961.62.

The increase was in both development and non-
development imports., More than 90% of the increase in
non-development imports was in food articles specially

wheat and pice under P,.L. 480 agreements,

Deiand for maintenance imports increased due to

creation or aaditional capacity.

Further Chinese aggression in 1902 also increased
the demand for military equipments. This can be seen in

the sudaen increase in defence expendituyre from a normal



of Rs.34LO crores in 1962 to Rs.816,12 crores in 1963-64.

During 1963-64 and 1904-65 imports increased due to
higher imports of food-greains which were necessary due to
two consecutive bad harvests. Also imports of fertilizer
increased to stimylate agricultural products. Imports of

machinery and crude petroleum also increased,

But becayse of increesed domestic production of
basic chemicals, soda ash, machine tools, aluminium and

caustic soda, their imports declined.

Imports in 196%5-66, further increased by 4,3%.
Taking the fivye years period as & whole, imports increased
0y 29%. Althouygh Government introduced certain import
restrictions dyring this period, but they could not come
out to be more effective because the prices of imported

goods wepe Cheaper &s compared to the home produced goods,

The two conseécutive wars, one with China in 1962
and other witnp Pakistan in 1965, diverted the factors
of production towards military purposes, As a result
snortage of goods appeared which also boosted the demand
of imports during this period, However, imports of
transpory equipment including electrical and non-
electrical machinery apparatus and appliances, and railway
vehicles etc. fell from 35.6% of total imports bill in
1963-64 to 35.1% in 1965.66, Manufactured zoods,
including paper and paper boards, newsprints, silk yarn

and thread, iron and steel and metals, declined from 20 7%



TABLE IT.2 : India's Imports

(Rs. in crores)
jmeebs % DA OV
1960-61 1768
196162 1720 - 2.8
1962-63 1783 + 3.8
1963-64 1927 + 8.1
1364-65 2176 +10.3
1965-66 2218 + 4.3
1966-67 2078 - 6.3
1967-68 2008 - 3.4
1968.69 1909 - 1.4
1969-70 1582 -17.1
1970-71 1634 + 3.3
1971, 72 1825 +11,7
1972.73 1867 + 2.3
197375, 2955 +58.3
197475 545149 +52.9
1975-76 5159 +14,2

{In post-devaluation rupee)

Source: Government of India, Economic Survey,

1904-65, 1970-71, 1972-73, 1976-77,

{

{



in 1960-61 to only 15.5% in 1965-66., Imports of chemicals
declined from 8.8% in 1362-63 to 7% in 1965-66.

Imports during 1966-70

After June- 1360 devaluationi, imports, after
increasing in money value in 1966 and to a small extent
in 1967, declined in fiscal years 1968 and 1963. However,
in terms of post-devaluation rate, imports continually
declined duriag the four fiscal years 1366 to 1969 (see
Table I1.Z). 4s a matter of fact Indian economy is
agriculture-oriented, and the agricuiture mostly depended
on monsoon. In 1345-66 and 1966-67 India was badly hit
by severe drought conditions hence she had to increase
her food imports by 28.3/ during 1966-.67 ggainst the
lmports of 1965.44. After devaluation Indian Governaent
imposed import restrictions of various type. Apart from
it the prices of raw materials and intermediate goods were
having g risino trend, Hence immediately after devaluation
Indian €Conomy recorded a declining trend in imports of
raw materja)ls and intermediate products like raw cotton,
raw jute, petroleum and petroléum products, raw wool,
non-ferrg,s metzls, Cashew nuts etc, Due to poor harvest
of cotton the import of raw cotton increased in 1966-67,

The imports of Jute also increased due to low production.

iThe devaluation increased the import price of imports
by 57.5% which incressed the import bil. by 37. 1%,
which shows that imports in pre-devaluation rate
declined by 0.3%.



Byt in the later part noticed a sharp declining trend
oecause of improved availability of agricultural products
ana slower growth of demand for new industrial capacity.
Imports oi cotton declined sizeably due to lack of

demanca for textiles during the year from Rs.30 crores in
1968-69 to Rs,83 crores in 1969-70. Imports of jute
declined from Rs,9 crores in 1968-69 to Rs.1 crore in

1969-70.

On the other hand,imports of fertilizer and
fertilizer products increased in pursuance of the new
agricultural Strategy., Imports of fertilizers and
fertilizer materials increased by 64% from Rs.166 crores
in 196667 to Rs,273 crores in 1367-68, followed bY 2
declining trend duyring 1968-69 and 1963-70. This decline

was due to good agricultural production.

Moreover' the basic reason of increase in imports
of petroleuym ang petroleum products were the accelerated
refining capacity of Indian refineries., The Goverament
wanted tg develop its indigenous petroleum industry.
Imports of pegroleum, oils and lubricants increased from
Rs.75 crores in 1967-68 to Rs. 133 crores in 1969-70 almost
doubled, Exports of cashew kernels and finished precious
stones were sufficiently increased after 1966 devaluation.
Hence the import of unprocessed cashew kernels had also
recorded an 1lncreasing trend from Rs.23 crores in 1966-67
to Rs.31 crores in 1968.69 and the imports of uncut

precious and sémi-precious stones rose from Rs.12.3 crores
in 1967-68 to Rs.28 crores in 1368.69,



4s previously stated the harvest of agricultural
products was poor after devalustion hence in some years
India had to import more of agriculture products. Imports
of vegetable o0il was also increased in this period. The
trend in vegetable pils imports were as Rs,15 crores,
Ps.34 crores, Rs.13 crores and Rs.29 crores in 1966-67,
1367-68, 1968-69 and 1969-70, to meet the requirements of

vanaspatl and soap menufacturers,

The increase in industrial capacity in the country,
effected the flow of imports. For instance, the import
of aluminium declined due to increased domestic production,
The imports oi jron and steel also saowed a declining

trend uypto 1970~ 71 .

The valye of imported industrial machinery and
transport equipment declined by nearly 24j% owing to the
Slow growth of jnvestment outlays in the recent past and
a fairly rapiq rise in the output of machine-building

industries,

Import of food grains which was higher in 1966-47
and 1967.68, declined during 1968-69 and 1969-70 due to

good harvests in 1967 and 1968,

Imports during 1970-76

As a result of rising industrial output higher

levels of public investment, ana improved oytlosk for



‘} 0y

private investment the demand for imports picked up
again in 1970-71, Since then imports showed a rising
trend till 1972-73 on a moderate level but after 1972.73

there was a Steep rise in the import as shown by the

graph.

Total imports increased by 3.3%, 11.7% and 2,3%
in 1970-71, 1971.72 and 1972-73. The increase in impcrts
were mainly oy non-food items to meet growing needs of
the industries, Import of iron and steelfz}ertilizer
increased due to shortfall of domestic production and
higher demangd, Imports ot iron and steel increased from
RS.82 crores jin 1969-70 to Rs.226 crores in 1972-73, so
also with fertiliger which increased from Rs.117 crores
to Rs.146 crores, The programme of rural electrification
during 1970-71 increased the demand for copper and other
non-ferroys metals. Hence the imports of this article
increaseqg from Rs,75 crores in 1969-70 to Rs.109 crores
in 1972.73, 1pports of animal and vegetable oils were
taken higher in order to stabilize internal prices by
supplementing jnternal availability with adequate imports.
Import of gpemical and chemical products, professional
scientifje and controlling instruments were also higher,
Imports of raw materials were higher due to liberal import
policy foLlowed by the Government to increase industrial
production. During this period,import licences were
liberalised as in 1970-71, Rs.430 crores worth of more

licences were issued as compared to 1969-7Q, Moreover,



due to liheral import policy, imports of machinery and
transport equipment also increased substantielly. Poor
output of cash crops in 1970-71 boosted the import of

cotton and Jute.

Throughout this period i.e, 1970-71 to 1972.73
imports of food grains were showing a declining trend.
But this decline was offset by the increase of above

mentionea imports,

During 172.73, there was a slight increase in
import payments, The whole of the increase was due to
higher unit value of imports which increased from 149 in
1971-72 to 155 in 1972-73 (1958 = 100) though the quantity

of imports fell down.

After 1975 73, there was a steep rise in the
import bill, 1In 1973-74, 1974-75 and 1975-76, it was
higher by 58%, 565 and 1h% over the previous years
respectiVely_ This higher increase was on account of
higher imports of food grains and mineral oils, Imports
of food grains amounted to RS.473 crores during 1973-74 and
were higher by Rs.392 crores over the previous year,
while imports of mineral oils at Rs.561 crores were higher
by Rs.357 crores. Not only the guantity but the increase
in the import price oi both these commnodities boosted
their import bill by Rs,1054 crores during the year,
(The impact of oil price hike on imports has been

discussed separately in next chapter,) Imports of



fertilizers, animal and vegetable oil and fats, pearls,
precious and semi-precious stones, non-ferrous metals as
well as machinery other than electric also increased
marginally. On the other hand imports of raw cotton,
electrical macninery, transport equipment by Rs.39 crores,
Rs.10 crores and Rs.12 crores declined respectively over
the previous year, Fuyrther liberal import policy for

the raw material ajso helped in boosting the import bill.

The year 197,.75 witnessed a very sharp increase
in India's imports rising from Rs.2955.4 crores to
RS.4468.1 crares, pespite the marginal increase in the
Quantum of imports, the inflationary conditions prevalent
in world market and higher cost of oil and other essential
imports hag inflated the import bill to the extent of 51%
mere than the imports over the previous year. Petroleum
products, food grains and fertilizers have been the major
growth sectors which together accounted for almost three
fourth of tota; increase in India's overall imports,
Food grains constituted about 17% of import bill. Higher
quantum of imports of wheat and rice about 5.1 million
tonnes as ¢ompared to 3.1 million tonnes in 1973-74 were
also respeonsiocle for higher lmport bill. Due to inadeguate
indigenoys production the import of fertilizer continuously
increased., In terms of value, the imports had recorded
an increase of 156 per cent, even though quantitatively

the increase was only of the order of 32%,



The impact of o0il prices was more severe on
India's imports, The relative share of petroleum and
petroleun products which was aoout 104 of total imports
in 1972-73 increased to almost 26% during 1974-75. The
valuye of imports of petroleum crude increased from 13,9
million tonnes during 1973-74 to 14,5 million tonnes
during 1974-75. But entire increase for petroleum was
becayse of higher import price. Petroleum C¢rude which
was available a8t Rs,300.6 per tonne in 1973-74 became
Costlier by RsS.358,49 per tonné in 1974-75,

Further imports of chemical eleménts and compounds
increased by 69%, as a result of very high international
prices. The increase in the value of importswas mostly
due to import of organic chemicals which rose from Rs.83
L¥0res to R, 145 cyoveS. Imports of iron and steel
and non-ferroys metals increased partly due to high price
and partly dye to larger quantities. TImport of iron and
steel rose by 74 from Rs.250.0 crores in 1973-74 to
Rs.417.0 crores in 1974-75. In case of non-ferrour metals
the imports jncreased by 26k from Rs.140.0 crores to
Rs.178.0 crores. The main items which increased were
mgainly zinc, lead and nickel. Copper increased marginally

while import of tin declined,

The imports of machinery was lower by 2 per cent

while transport egquipment increased by 20%,

As a result of increased availability of indigenoys

cotton, the imports of raw cotton declined sharply during



t.
1974-75 almost ione fourth,from 57 thousand tonnes to
14 thousand tonnes, Vegetable olls and fats also

declined from Rs,60 crores to Rs.12 crores,

Iu 1475-70 value of imports was higher by 16.5%
than imports in 1974-75., The inCrease in value of
imports was principally on account of food grains, capital
goods, petroleum oils and lubricants, which together
accounted for 47,3 per cent of total imports. 7.9 million
of food grains against 5.6 million 1n 1974-75 were
imported to build yp adequate buffer stocks. At the same
time the increases of 23.2% in the unit value contributed
to the higher jmport bill on this account which was about
& quarter of ghe total value of imports, reaching at
RS.1338 crores, Imports of POL during the year declined
in volume by 6.5 per cent to 16.1 million tonnes,
However, dye to the unit value increase of 13.3% the
total valye of poL imports recorded a rise of 5.9% over
the previoys year. The imports of capital goods rose by

206% on accoynt of liberalised import policy.

Higher domestic production of certain goods, on
the other hand reduced their imports, The imports of
iron and steel declined by Rs,.118 crores. Though the
decline in quantity was by 52 per c¢ent but it was partly

of fset by the increase in unit value by 27 per cent,

Imports of non.ferrous metals also declined both

by quantity and by price, Fertilizer imports declined



partly due to higher domestic production but mainly due
to lower off take because of the high price of fertilizers,
Chemical elements and compounas recorded a small decline

for the first time in several years,

In 1970-77, the imports declined by 6.8% accounting
Rs.4408. 2 crores, over the previous year, The decline in
imports in this period was due tc a marked reduction in
tne imports of food and fertilizers., But imports of

animal and vegetaple oils and fats and raw cotton increased,

Direction of Trade

The geographical pettern of country's trade
depends at least to some extent, on her historiceal
evolytion. Therefore, India's imports have tended to be
from sterling market but between 1947 and 1977 this pattern
has changed tg 4 great extent. Now Japan, 1,S,S,R. and
some of the centrally planned economies along with U,S.4A,
and Canada gre increasing thelr share in India's imports
(Figure II1.2). To see why and how this pattern is changing
we have givided the countries into (1) developing market
economies,6 (2) developed economies, and (3) centrally
planned economies. This procedure is followed for these
reasons; (a) It 1s a common belief that trade among
developed countries is increasing while from developing
countries it 1s going down and this classification will
give an idea of Indila's trade with the two regions,

(b) Since Indi2 has established special bilateral trade
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and pzyments agreements with the Bast European countries
from 195¢, it woula be interesting to know how and in
what direction, India's trade with these countries has
changed since then, This is the justification of having
a third category, namely, that of centrally planned

economies,

India's Imports from Developing Market Econoamles

India's jmports from this region increased from
Rs.241.6 crores i{n 1961-62 to Rs.1590.5 crores in 1974-75,
This increase was more than the increase in India total
import payment from Rs.1090.1 crores in 1961-6Z to
Rs.4408.1 crores 4n 1974-75. This region as a whole
accounted g ]gwer part of our total import, The percentage
share varjes petween 15 to 33. Table II.3 gives an idea
of the percengage which reached its bottom in 1965-66 -
the year of Ingo-pakistan war. In 1367-08 it was 17.4%
and agajin picked up and got one third of the total in
1974-75, This sudden spurt in the seventies was the

result of o431 price hike which had to ve imported from the

Arabian coyntries.

In general, import from developing countries is not
increesing sufficliently. The reasons behind our low share
of imports from thils region are to be found mainly in
certain characteristic of our and their trade, Most of

our imports demand consists of manufactured goods and



minerals and food grains. Moreover, due to balance of
payments problem most of these imports are financed
through aid which is almost tied in nature and India has
to make her purchases from the countries which provide
these loans - which during most of our period of study
were developed countries, On the other hand,most

of the exports of the developing economles consist of
agricultuyral products and minerals and not only this,
these exports are highly concentrated in terms of their
range, For example - nine commodities (coffee, crude
Petroleuym, raw cotton, cocoa, wood and timber, iron ore,
&roundnyt and diasmoads) account for about four-fifths of
Africgrg Primary-commOdity exports. This situation exists
in evepn gmore acute form for most of the individual
Countries wnich depend on oné Or two commodities for their
€Xport earnings, as Libya on pétroleum, Mauritania on
iron ore, zambia on copper, and Gambia on groundnuts. As

8 resyly of this heavy concentration on one or two
commoditjes, our imports from many of them ere insigni-

ficant gng there is little scopeé for their expansion.

Another reason for their low share in India's
imports {s the high cost: including transportation costs,
Due to that it 1s difficult to compete with the developed
countries' exportS and sometime strained political relations

alsoc affect trade.



Imports from Developed Market Countries Economies

Developed market economies includes countries of

Western Europe, North America, Japan and Australia,

Trade with developed countries is most significant
as it accounted for more than fifty per cent of our total
imports. Though the share of this region has declined
from 74.6 per cent in 1960-61 to 52.3 per cent in 1374-75,
yet till now it is important area in India's trade. The
reasons for this decline are the suspension of aid by
U.S.4. since 1971, which reduced its share in India's
imports, 4s we know that the imports are dependent on the
availability of loans and grants from the countries,
Further dye to iperease in trade with U.S,S.R., which is
based gn bilateral payment the share of this region
declined. Another reason is the oil-price-hike which
changed tpe pattern of imports &8s a resuylt the share of
oil exporting countries increased in India's imports,
After 197, 95 1o0ans were also forthcoming from mainly

rich OPEC cgountries.

The jmportant countries of this region from
India's point of view are U.S.A., U.K. and Jepan. Due

to this a geparateé study haS been made with these countries.

Imports from U.S.4A.

Indiat's trade with U.S.4. is of considerable

importance sinc€ independence. The total valuye of imports



from United States has increased from Rs.120.2 crores in
1950-51 to Rs.255.5 crores in 1961-.62 and the increasing
trenc remained till 1967-68. But after this imports
declined from Rs.776.6 crores in 1967-68 to 8s,234.9
crores in 1972-73. A steep fall occurred during this

period (see Figure I1.2).

In relative terms imports from United States varied
between 207 to 40w in different years during the period
1961-73. There was a sharp decline from 38.6% in 1367-68
to 30.7% and 12,6% in 1968-69 and 1972-73, Table II.3

reveals the percentaze share of U.S.A's exports in India's

trade,

The steep fall during 1967-68 to 1372-73 were the
result of good acricultural ¢rops in India and also the
améndment of py, 4,80 Law in 1967, Where part of repayment
had now tgo be made in foreign exchange in place of rupee
and the syspension of aid in 1971 due to hostilities with

Pakistan

During the perioa which is known as period of green
revolution favouraole natural climate dropped the wheat
imports, from RS'2“1'b,cﬁ3f?? in 1965.65 to Rs.121,38
crores, almost to half: Wheat is the major item of imports
from U,s,4., and accounted for about 1/4 of the total

imports from thét country,

Further recession of 1366, reduced the demand for

machineries and raw materisls, which alsg affected the



imports of these articles from U, 5.4,

But after 13972-73, imports again picked up and in
1975-76 they reached their peak of Rs.1270 crores, This
steep increase was dye to the political relations to be
cemented in 1975, This new and cordial relatlonship
between U.S.A. and India was reflected ian the surge in
trade between the two countries. As an official said
"trade between India and the U.S. is growing like a

tidal wave",

Further tne nigher level of imports in the last
few years is dye to larger imports of food grains,
fertilizers, cpemicals, electrical machinery and transport

equipment dye pasically to increases in their prices,

Despite o fail of 1972-73, U.S,A, got the highest

Share in Ingiats imports since 1961.62. The only reason
behind thig highest share was the willingness of the
country to finance development plans in the country. Up
to 1971.72 y, g.A. authorised ald totalling Rs.5040.6
Crores against she total apthorisation of Rs,10,279 crores
from all ggources. Thus U.S.A. adlone contribuyted nearly
50% of the total aid. Further a sybstantial portion of
this aid was in the form of grants under PL 480 for
imports of wheéat 2ana cottomn, Thls commodity aid

was of great importance to India facing consecuytive

bad harvests froa time to time.



TABLL II.4 : Composition of Imports from 1.S, 4.

(Rs. in lakhs)

Commodities 1961-62 1965-66 1970-71" 1974-75 1975-76
Wheat 6509 24181 12138 LOT4L7 83095
Fertilizer manufactured 13 1833 1105 7597 7804
Machinery, other than 362 17 168 7226
electric 3831 5902 b5 b <
Raw cotton 2610 1818 2876 e . u
Petroleum and petroleym -

Rice 606 1437 - - 19

Transport equipment 1068 217 1778 L717 5003

Chemical elements ang

¢ ompounas 843 880 1817 1452 1445

Iron and steel 2214 2227 3385 678 L70

Professional, scientifi

and controlling 1ns€;£fc 147 N. A, 830 N. A. N. A,

ments

Animal oils, fatg

greases ! and Neg. 7 1507 723 470

Pulp and waste paper 212 395 1068 328 1089

Copper 620 2553 1302 57 82

Electrical machinery, 738 1836 1358 2220 2969

apparatus and appliances

Medicinal and pharms- <7 251 1075 L34

ceutical produycts 3z > 343

Chemical prodycts and

preparatiﬁns,“n_c,s. - N, A. 599 1744 1779
(contd, )

*In post-devaluation rate



Table II.4 (contd,)

Commodities 1961-62 1964-65 1970-71% 1974-75 1975.76
Fertilizer crude 17 79 729 613 1146
Tin Neg. 106 40O N.A. N. A,
Paper and paper board 109 28 197 69 167

Total 25554 53483 45300 73678 126992

~In post-devaluystion rate

Source: (1) Directorate of Researcn ana Statistics, 0ffice of
Chiei Controller of Imports and Exports, gSrochure
of Foreign Trade stetistics of India (Third Plan
feriod),

(2) Commerce, pnnyal Numoer, 1971.

(3) Government of India, Ministry of Commerce, Statistics
of Foreign Trade of India by Country and Economic

Regions, 1375.75.




The main items of imports from U.S.A. are wheat,
rice and raw cotton. Wheat, rice and raw cotton between
themselves accounted for aoout 40w of the total exports
from the 4.S. to India in 1961-62. In 1370-71, the share
of these items declined tc 33%. The imports of wheat had
considerably gone down, whereas the imports of rice was
stopped. But on account ol agricultural failure in
1974-75 and 1975.76, imports of wheat again picked up
and it declined in 1976-77 and is likely to decline in
coming two years, with the prospects of India becoming
self-reliant, Machinery, both electrical and non-
electrical, cryde petroleum till 1970-71, iron and steel,
transporg equipment, chenicals and fertilizers, have been
other important jtems of imports. Table II.4 gives the
detailea pictyre of their trend since 1991-62. Imports
from U.S,4. is also expected to increase in the future

because of improved relations between the two,

LmPOres from y, K.

U.K., was India's most important trading partner in
the pre.independence days and in the early post-independence
days. Till the Second Plan period, on an average it
accounteqd for 20% of our total imports and 28% of our total
exports, Huge reserves of sterling balances during the
World war II mede it easy for India to import goodsfrom

UK, for industrialisation,.



TABLE II.5 : Comgosition of India's Imports from U.KX.

(Rs. in lakhs)

Commodities 1961-62  1965-66  1970-71% 197475 1975.76
Machinery other than .
i sl 6973 5822 3683 6286 7502
Iron and steel 19 24 1243 1990 2725 3650
Llectrical machinery,
apparatus &nd 2051 1688 1143 2184 <733
appliances
Transport equipment 1998 1538 1595 2704 3087
Chemical elements P
comounds and g45 516 558 1308 787
Professional scientifjic
and controlling 394 N.A, _87 293 387
instruments
Copper 183 335 268 N.A. N.A.
Chemical materi
products, n.e.s?ls and A, N. A, 220 387 4531
Medicinal ang
ceytical produgzsrmaﬁ 223 216 118 320 392
Paper and paper pgard 197 335 174 311 399
Dyeing, tanning ang
colOuring mategiazs 388 168 4 N.A, N, A.

Total 20015 15009 12680 22010 26827

Source: game as of Table II.k.

*In post_devaluation rate.



U.K's share in India's imports declinea by 18.3%
in 1361.62 to 5.2% in 1975-76. The main reason behind
this downward trend was the entry o1 U,S,A. aad U.S5.5.R.
to India's help. U.S.A. started giving aid since 1950
and U,S,S.R. with bilateral trade agreement increased its
share, With the industrial recovery in Japan, its share
also increased in India's imports. Consequently the
relative share of U.K. declined, In absolute terms also
imports from y.K. declined till 1969-70, while the total

imports of India were on an 1increase (See Table II.3).

The main items o imports from U.K. are: non-
electrical and electrical machinery, organic chemicals,
iroa ang steel, copper, printed material, transport
equipment etc, muchineries and transport équipment
accounted more than 50% of the total imports from U,K., in
1961-62' which remained the séme in 1970-71 also. Though
1n absolyte quantity there was a declining trend from
Rs.69,7 crores to RS.36.8 crores in non-electrical machinery,
from Rs,19,y crores to Rs.15.9 crores in transport
equipment? a4 Rs.20.5 crores to Rs.11.4 crores in electrical
machinery 45 1961-62 and 1970-71 respectively. Imports of
organic chemical also declined but import of copper

increaseq,

————

e

@During this period it appears through direct British
investment in India by British firms, such as Ashok
Leyland, preduction of transport equipment by such
firms in India lncreased and replaced imports - thereby
avoiding tariff barriers,



The decline in imports was due to increase in
domestic production and also because of increase in
imports from other countries on account of increased
foreign aid and ruypee payment agreements, Table II.5
depicts the commodity-wise situation of imports during

the period i.e. 1961-76.

Imports from Japan

Japan is today the fourth leading exporter of
the world after the U,S.A., West Gérmany and U.K,
(excluding petroleun exporting countries, whoseé exports
in value have increased in recent past due to oil price.
hike). As present Japan constitutes the Second largest
followes by
trading partner of India after U.S.A, and,U.S,S.R. as far

as 1lmports are concerned.

India's imports from Japan increased steadily over
the perigg, Imports which accounted only 1,6% of India's
total imports in 1950-51 increased its share to 5.7% and
10.1% in 1945.66 and 1974-75. But its share declined in
1975-76 to 6.7%. In absolute terms imports increased
eight-folq during the period of our study from Rs.59.4
crores in 1961-62 to Rs.k53.5 crores in 137%-75. 1In
1969-70 and 1970-71, both in relative items and in
absglyte terms imports declined, accounted only Rs.67
crores and Rs.83 crores respectively (also see Table II,3).
This fall was mainly on account of increased price of

Japanese goods (1) on account of Indian rypee devaluyation
]



TABLE I1I1.6 : Composition of Imports from Japan 1961.76

(Rs, in lakhs)

Commodities 1361-62 1365-66 1970-717 1974-75 1975-76
Iron and steel 1956 N.A. 2767 20520 10598
Machinery other than ; 101 1411 87 22n
electric 1232 240 b 3873 2=
Fertilizer manufac- ~ 667
tured 173 473 341 6260 3
Chemical elements ) Y-
and compounds 192 “8e 706 5134 4000
Petroleym prodycts 1 6 21 Nil Nil
Electrical machinery
apparatus and ’ 894 ‘884 396 1322 1558
appliances
Transport equipment 318 753 584 630 1047
Specisl transaet 4
nat clessifing lons 3 304 301 N.A. N,A,
Textile yard and thread 190 184 113 713 498
Chemical mater
o gistron n.e.s?als and 2 2l 70 141 230
Rubber manufactyres 21 > <6 257 111
Pearls, precioys and 59 49 87 88 85
Semi-preclous stones
Professional, scjentific
and controliing instru- 50 71 110 189 254,
ments and photographic
goods
Paper and paper board 53 61 123 131 764
Yarn and thread ol
fynthetic ripres and 185 95 156 202 561
Spunglass

Total 5945 7333 8340 454 84 35481

Source: Same a3 of Table II.4.
*In post-devaliuation rate,



(ii) inflationary trend between 1963 and 1371, during

which consumer prices rose at an aversge annual rate of

O%.

Again, indystrial recession of fiscal year 136o,
forcea the cut of many imported articles including those

L

from Japan.

Further aid from Jap&n also declined from Rs.33.8
crores in 1968-69 to Rs.2h.3 crores in 1970-71 which
explains the fall of imports during this period. A4s it
is well-known that most of our lmports from developed
countries comes ynder tied-aid - so imports depend on
ald. By December end 1971, Japan's aid to India totalled
Rs.435 crores accounting for about 4% of total aid
received by Indis from all sources, ranking eighth among

ald givers to Indja.

Among the major items of India's imports from
Japan, specig] mention may be maae of iron and steel
manufactures' electrical and non-electrical machinery,
chemicals ang their compounds, maxufactured fertilizers,
which together accounted more than 604 of our imports from
Japan, Tgble II.6 deals with the commodity composition
of imports from Japan - since 1961-62, It is clear from
the table that imports of machinery. , transport equipment
and fertilizer manufactyres, chemicals almost doubled in
1965-.66 as compared to 1961-62, in the five year period.

Imports of synthetic fibres, rubber manufactures and



precious stones declined over the same period. But in
1970-71, imports of machines and transport equipment
declinea which accounted for the lower rate of investment,
and the increased domestic production of certain
machinéries, On the other hLand, imports of industrial
raw materials, like petroleum products, chemicals, paper

and paper board and textile yarn increased,

In 1974.75 a3y 1975-76, the situation was different
as value of imports under almnost all the categories
increased gye to inflationary trend in international

market,

In 1975.9% jmports declined. However, it is
€Xpected that jmports from Japan will increase in future

8 India required imports of machinery and equipment for

her growing jndystries.

Laports from Centrally Planned Economies

Indig's trade with the centrally planned economies
is limjtegq mainly to seven countries of Eastern Europe

(CzechOSlovakia, Yugoslavia, East Germany, Poland, Hungary,

Rumanis, pyjgaria) and !.35.3.R,

India's imports from this area increased at a rapid
rate from Rs.87.6 crores in 1960-61 to Rs.653,3 crores in
1974-75 (see Table II,3). while in (1950-51) immediately
after independence their share in India's total imports

was only 1.0 per cent, in 131-62 it stood at 8,0 per cent



and in 1970-71 and 1374-75, the share rose to 13.9 per

cent and 14,6 per cent respectively,

The most important factor responsible for such a
rapld growth in oyr trade with East European countries,
especlally after 1958, is the mechanism of trade and
payments agreement entered into with these countries,
The salient featyres or these agreements are (1) The
trade is pageq on trade and payments agreements signed
wWith each of tpese eight countries provided for all
bilaterg] transactions to be settled throu_h conmodity
€Xchanges, (1i) the exchange of goods between these
Couniries gng India is carried out by advance agreement
Ont the brgag pattern of commodity exchanges for a
particylar year: {iii) the long term projects financed
by these Countries, including those under the credits
Erantegqg by some of them, such as U.S.S.R,, Yugoslavia,
Czech°slovakia and Poland, are to be paid for by export

of India goods under the trade plan.

The most important trading pertner of India in
this apg, is U.S.S.R. which accounts about 60% of our

import fr.n the region under review. A detailed study is

Fe€Quireq wign this country.

Imports from U.S.S.R.

Prior to 1955 India's imports from the y.Ss.S.R.

was insignificant. 1In 1953-54 imports amounted to Rs,Q.4

¢rores and exports were of the order of Rs.1.1 Crores,



There was no definite trend, in imports or exports before
the pre-agreement period and even during the agreement
period from July 1353 (first agreement took place in

July 1953). But during 1955-56 and 1956-57, there was

an important increase in the value of imports from
U.S.S.,R, This increase was partially accounted for by
the changed import-content and requirements of the Indian
economy with the beginring of the industrialisation
Program.e, and more particularly, by the possibility of
obtaining capital goods from the Sovient Union since

her resort to a "new course" in 1954, (The "new course"
Was marked .,, by some relaiamion of political tension
inhibiting Kast.west trade and by a change of domestic
policies in the countries of Eastern Europe and the
Soviet Union which involved both a slackening of the
pressure to byiid up heavy industry at all costs -~ and
of the investpent drive and (paid a) gradually increasing

attention to consumers' needs.)

Growth of Indo-Soviet trade, particuylarly from

1954 onwards, took place under the stimulus provided by
the non.cgnyvertible rupee paymeént agreement concluded on
November 1,, 1958 for a period of five years from 1959,
After 1960, India's imports from U.S.S.R. increased from
HS.40 cpreres in 1901-6< to Rs.251 crores in 1974-75. 1In
other words U.S.3.R. share in India's total imports
increased from 3.7% in 1961-62 to 5,9% in 1965-66, 6. 5%
in 1970-71, 9.0# in 1974.75. But its share declined in



TABLE 1II1.7 : Composition of Imports from U.S.S.

R

-ve

nces

Z2inc

(Rs, in lakhs)
Commodities 1961-62 1965-66  1970-71" 1974-75 1975-76
Jachinery other
Bhan olestrds 1502 4290 5041 4,593 6695
Petroleuun products 221 906 562 N. A, N.A.
klectrical machinery
apparatys and applia- 189 863 628 1055 724
Iron and steel 755 813 YL 1812 1639
Paper and paper poard L2 214 520 1504 1053
bertilizer manuf gctyrea 130 97 L22 L251 3943
Chemical elements
compounds RaR 63 58 93 946 1120
Transport equipment 18 173 216 309 140
Medicinal and pp
ceutical produgtgrma’ 17 53 N. A. 131 138
82 137 bl 1576 799
IgagugaCtures of metals 117 153 N.4. 167 185
Total 3994 8317 10610 L0892 29575

——— B s

Soyrce: Same as ol Table IIl.4.

*In post-devaluation rate,



1975.76, Table II.3 gives the total value of imports
from U.S.5.R. during the period. U,3.S.R, became India's
mest important trading partner, but it lost its position

to U.S.A, in 1975.76 where its lmports fell down by 26%.

India's imports from Soviet Union are mostly
composea of machinery, iron and steel, fertilizers,
organic chemicals, paper, medicines and pharmaceutical

Products and petroleum products (lable II.7).

ElectricalL and non-electrical machinery, transport
equipment, fertilizers and iron and steel manufactures
together accounted for about 55% of the total imports in
recent years, whereas in the early 60's their contribution
WaS more than 60%. Among these commodities, the share of
electrica] machinery , transport equipment and fertilizers
increased while that of non-electrical machinery and iron
and stee] manufactures declined over the same period.

With the growth in indigenous production there have been
changeg in the structure of imports of capital goods and
equibment Tpe place of ordinery non-electrical

machinery has been taken by Such items as special steel
and stee] products, oil prospecting equipment, petroleum

products etc. Non-ferrous and raw materials are other

important items ©of imports,

India's trade with U,S.S.R. is conducted on the
basis of annual trade plans which are prepared within the

framework of & long term trade agreement, valid for five



years. The current trade a8greement was signed on

April 15, 1376 and is valid upto December 1380. The
policy underlying this and previous trade agreement has
been that the trade is bilateral and balanced in principle.
All the commercig]l and non-commercial transactions between
the two are undertaken in non-convertible Indian rupee.
Under this system fynds have tao be generated through
exports to the credit of eitheér country, and these funds
are liquidated tnroygh mutual purchases, Even credit
repayments by India are made in the form of exports.

These agreements provide the facilities for expanding
eXports both traditiona. and non-traditional and at the
same time, imports do not put any pressure on the foreign
exchange resepyes as already mentioned payment will be

made throygh exports. #AS a result the trade with U,S.S.R.

is €Xpanding steadily.

To be symmarised, despite certain variatibns imports
showed an inepeasing trend throughout the period of our
study and jn the later years & steep increase occurred due

Lo price pike in international market,

Not only this, food greins have been the main items
of importg which is responsible for bringing this trend.
Whenever gthere was a fall of food grains imports, the total
import bill also declined, but when the import under this
category increased import bill also boosted, So to check
this trend, increase ia food grains production is necessary,

imports of which otherwise can't be checked duye to



increasing population and life saving character of
these imports., Although recently, we have good crops
and a good amount of buffer stOCk which pointed out
that till two or three yearskif any calamity occurred,
there will be no need for imports. But Indian
agriculture is still dependent on the uncontrollable

factors such as rajnfall etc.

Further, most of our imports are from developed
market economies, Except for few years (1963-73) U,S.A,
got the highest ghare. Though the share of developing
countries is glso increasing since 13973; but, due to
increased imports of oil in value from OPEC countries,
which are pet expected to be steady. On the other hand,

U.S.5.R's share is increasing steadily.

P
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CHAPTER III

STRUCTURE QF IMPORTS

Introduction

During our period of study India's balance of
trade, except in 1972.73, was a deficit one, i,e.,
there were excesses of imports over exports. Imports
at the same time were increasing. Whether this increasing
trend of imports helped the growth process or not is the
question, Whether Government should curtail the imports
tarough import control depends on the commodity composition
of trade, 1f the imports of consumer goods or non-
€ssentials are on a higher scale than it must adversely
affect the growth or vice-veérsa, 3o to analyse whether
Indian fmporys are really helpful to growth or not,
Study of gpe pattern of imports is required., In this
chaptepr we, therefore, analyse the structure of imports

OvVer the period (1961-75).

The structure and pattern of imports is
theoretically considered to be determined by comparative
adV&ntage of production between the importing country and
the sypplying countries, But in developing economies,
especially in thos guided by planning, such as India, the
choice of growth rate and of investment pattern appears

to play a significant role.



The term "Structure'" can be interpreted variously,
as structure which implies the classification of goods
into (1) Food, drink, tobacco, (2) Industrial materials,
(3) Finished manufactures, or in terms of Primary,
Secondary and Tertiary sectors. This classification can
also teke the form of Consumer goods, Raw materials and
Capital goods. Finaglly, Standard International Trade
Classification clagssifies goods into nine categories,
This is another form of structure adopted by all the

countries,

For my stydy I have taken two forms of classifi-
cation. One 15 STTC classification, and the other economic
classification where zoods have been classified into
consumer ang cgpital goods.

3.'.'1 J -
2:2.1,0. Clagsificavion

Table IT1.1 is designed to bring to light the
Structyre of Indian imports and the changes that were

brought inte it over the period 1961-62 to 1975.76.

Imports under all the nine categories increased as
the import pi1l rose. Food grains, mineral fuels and
lubricants’ and chemicals rose at a faster rate than the
total import bill, while the other categories rose slightly.
As mgy pe deduced from these rates of growth, the structyre

of imports has altered significently.

While in 1961-62 machiner'y and tran3p0rt equipment

accounted 1/3 of total i.,e. 33.7% followed by manufactyreg
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goods including iron and steel, non-ferrous metals,

paper ana paper board etc. (SITCo). Import ol food grains
were 13,5% of the total import bill. But till the end of
Third Plan period, i.e., 1965-66, food grains replaced
manuf actured goods and got the second place, Machiaery
and transport equipment occupy the first place. This

trend remains till 1969-70.

After 1970, SITC6 again comes on the second place,
while chemicals got the third place, Due to increased
production of wheat and rice and other food grains import

declined and was tgo the extent of 10.7% of the total bill.

(SITC7) Machinery and transport equipment though
reduced 1ts share from 33.7% in 1960-61 to 22.0% in 1973-74,
¥yet in the toga) import bill its share was the highest,

But after 1373_74’ this trend was altered and mineral fyel
anc lubricants etc. became the major import items accounted
25.9% or 1/L of the total import bill, followed by food
grains dye to bad harvests in 1972-73 and 1973-74. Import
of meChine ry and equipment were of the order of 15% and 17%

in 1971,...?5 and 1975-76.

The increased share of (SITC1), (SITC3) and (SITCS)
were on account of higher import prices in international
market gs well as of higher volume of imports, Details are

given in the later part,

Figure I1I.7 also throws light on the main items of

imports under all these categories,



beonomic Classification

It is more significant to view the structural
changes in the bill of imports in terms oi economic
categcries, For this purpose lupaorts during the period
of our study have geeir clussified into: (1) consumer jsooas
ana {2) capital gocas, A sup division of secona category
has becn made into fixed and circulatin, capital. The
item which Changes its identity in the production
process within a year has been included in circulating
capltal,while others have been included in fixed capital.
Ideally, the annyal imports in each category should be
medsureéd in censtant prices if the stryctural shifts are
to be 8Ccurately presenged. Howcver, since unit value
indices gp this basis are not availladble, we have taken the
current prices, The figures have been given in percentage
form to seec tpe relative changes. The results of this

cla381ficgt1°“ are sumnarised in Taoble III.Z,

Imports of consumer goods are {luctuating between
154 %0 4(,. ung as such haveno definite trena., But 1f we
3ee the plan.wise, there was an upward trend auring the
Thirc Plen period and even in 1560-07 siso, 3ut from
1967-68 ¢41) 1972-73 there was declinin; trena, which
picked yp in 1973-74, capturing again 23.5% of the total
import piil. These wide fluctuations in the import of
this category wereé because of imports of food greins which
accounted for more than 50% of the totel payments. If we

exclude the imports of cereal and cereal preparations from



. . :
—oppeal Gyed0d oMl J0 §573573935 ATHIUOW "BTPUT JO 2USWUIBACH UO DITeH 22Jnog
‘¢ puw 15 @wul Jo °F S
T B . . . ‘a0t 0°004
e BAgOx EPODL Brupy OFOCE ‘grORL ORCL GRS WRGbL RORL HE IT + T 18301
000} 0°00) 0'004 0°001 0700 _—
/
g . €0y L°62 RLZ  6°%C MSE L°SE 6°€E LUEE epoo?
b'uv gy 0%2z §'sz 8'sE VW g . T2Ardes payrs
L Ll 5 | agow
; : . ‘e 6°C : z" o'z% D*Ch Z'EW T237deo
%8 sige oo pwr e 9 ¥R P VEE @ TE 2k Bulaemnaars
O°04  y+gs  gogu gowg utze €°S4 §TO04 4704 9°€9  4°L9 9°CL 9°2z4 £'8L  €°RL E°LR SPO0Y Teqtdey ‘17
— —_——
$ME 0°% $°4 L6 9 9°¢ 8t grgp 46 0°4 6°S 6°5 £°9 94 £°9 813Y3)
. . T®dTNasewaeud
& a o . B . . . . . -Nwﬂ
T R Y 0°€L  $°9F 9°4, 8°SZ  Y0E  6°2z  6°02 4t LtZL 47O SUTeaE pooy
U S Y €°€Z  4°51 €°4L LM 6§°6Z €6z S°9E  €£°RC wtéZ WLz L2 LTIZ 1°RL SPOOD J3wnguoy 7
O&m—. mbmuw #bm— Mbm,—. ZLEL wbm— Obm.— m@m._. mmumlw LOF | O@\— wﬁm— ou@m— MOMP Nom— mmﬂpﬁboaou
TGLEL N6 -€LEL  -2LbL  -LLfL "OLEL  —6OFL TBQAL  TLOFL  TOOF|  —GOfL  -hafL Q€| “ZCFL  TLOfE|
(a88qUadJdad) SoTJ0Faqy) SOTWOUODdY AQ s3IOAWT : Z°III TIEVI



the total we will find a different trend. As is clear from
the Table itself, the percentage of other consumer goods
throughout the period was stagnant except during 1967-68 to
1972-73, when it accounted more than 10 per cént share, This
increasing share was because of imports of oil seedsl, whose
production was 6.43 and 6,85 million tonnes in the years
1965-66 and 1968-69 respectively. Though production of oil
seeds was 8,30 million tonnes in 1967-68, yet 1its imports
increased during this perioc also because of increased domestic
demand. Imports of fruits and vegetables and dairy products
were also on an inereasing scale during these years as compared
to the previgys years. Imports of fruits and vegetables were
ol the order of Rs,.39.Z crores, Rs.40.4 Crores, Rs.53.2 crores
in 1367-68, 1965-69 ana 1972-73 respectively while in 1965-66
they were only of Rs,30.2 crores. Some of the increase was
because of higher import prices due to devaluation of rupee in

1966, yet it js gifficult to measure precisely the share of

increase dye to gevaluation.

Among non-food items, the imports of medicinal and
pharmaceutjcgs] products end other miscellaneous consumer goods
were higher, 1In absolute term imports of medicinal and
pharmaceutica] products increased from Rs.11.3 crores in 1961,62
to Rs.17.4, crores in 1966-67 and Rs.34.2 crores in 1974.75,
Although in relative terms its share declined from 1.7% tn
1972.73 tc 0.9 per cent, 0.8 per cent and 0.7 per cent in 1973.7,

1974,-75 and 1975-76, respectively. Imports for miscellaneous

1. Government ©0f India, Economic Survey : 1972.73.




TABLE III.3 : Domestic¢c Production and Imports

of Cereals
Period Popul ation Net Net Change in
Production  Imports Government
Stocks

ey pige RN RN
1961 Le2.4 60. 89 .43 -0.17
1962 k52.2 61.85 3.64 -0.36
1963 4L62,0 60.19 4.55 0102
1904 4L72. 1 61.79 0.26 -1.24
1965 48245 67.33 7.45 +1.06
1966 4L93.2 54 .60 10.34 +0. 14
1967 504, 2 57.65 8.60 -0,26
1968 515,14 72.58 5.69 +2.04
1969 527,0 73.14 3.85 +0.46
1970 538.9 76.83 3.58 +1.12
1974 550. 8 84,53 2,03 +2.57
1972 562. 5 82.31 -0.49 -4.69
1973 574 . 2 76,23 3.59 -0.31
1974, 582, 1 82.82 L.83 -0.40
1975 597.9 78.59 7.30 %525
1976% 609. 3 92. 24 6.52%% 410,59

*Provisional

**Gross imports

Source: Government of India, Economic Survey, 1976-77




consumer items increased from Rs.17.4 crores in 1961-62 to
Rs.45.4 crores in 1974-75, but in relative terms it fluctusted
around 1 to 2 per cent. The only consumer product whose imports

declined both in absolute and relative terms was tobacco.

Food grains

The structural change in the consumer goods can be seen
with the food grains imports. The trend of consumer goods is
directly related to the share of food grains. From Taole
ITII.2 it is clear that during the period of Third Five Year
Plan foud grains jmports increased from 10.7% in 1961-62 to
30.47% in 1960-87 a year after Third Plan, This increasing
Share was largely pecause of the failure of rains ano inadequate
attention given tg the amgricultwe in the Second and Third
Plans. But with the change in policy towards agriculture since
1966, anc with fayourable rains, the production of food grains
in the years of 1967 and 1968 increased, This trend remained
until 1972.73 3, with the failwe of rain in 1972-73
production again fell, and increased the imports of food grains
from 4.3% in 1g972mto 15.1% in 1973-74. This shows that imports
of food grajns depend on the indigenous production. But
the year_to_year fluctuations in imports are determined not
only by the jevel of domestic¢ output, but also by the
position regarding stocks, population pressure and to a
certain extent world market supplies (Being an essential
commodity, it is outside control and not affected by
price)., It is clear from Table III.3, of imports and domestic

output figures that our agricultural development



O’d

programmes have not reduced the country's reliance on
imports, As the production of food grains still depends

on the monscon ana other natural phenomenon whenever there
was & fall in the production of cereals such as in 1966,
1967 and 1973, the iwmports had to be increased to save the
life of the masses, So due to fluctuations in agricultural

production imports uynder this category fluctuated.

As we have mentioned above that population is
another element which influence the pattern of imports
specially of food grains. As seen from the table itself
population increased from 442.4 million in 1961 to 609.3
millions in 1976 at an average rate of 2,8% per ennum
and cereal production till 1974 increased at a rate of
2.2 per cent per annum, which was less than the population
growth, 3o o reduce the need for imports, it is necessary

that the growth of population should be controlled through

family Planning.

Another factor is the stocks oi cereals with the
Government, 7f there is sufficient stock then a temporary
fall-down of production will not affect imports but when
there ape jnadequate stocks then in case of increased
demangd we have to g0 far imports, As is clear from the

table except in 1975 and 1976, the stock was not sufficient.

The world market supplies have also its influence

on the inflow of imports. As it is well-known from 1956

to 1971, India's cereal imports were coming ynder PL 480



grants. The one reason of increasing dependence on
imports was the easy availability of foreiga aid but with
the suspension of aid, this category has increased the
burden on the scarce foreign exchange reserves of the
country. Not only this, the improvement in the standards
of food grains consumption resulted in increased
dependence of the country on external food assistance,
Thanks to the receat change in policy towards agriculture,
the situation can pe saved and the Government is expecting
the country to become, if not surplus, at least self.

suf ficient in food grains in the for seeable future,

As far as imports of circulating capital goods are
concerned, the trena is reverse that of consumer goods,
LMPOrts of these items had amounted to 43.2, of the total
import ojlj in 1401-62 which declined to Rs.33.9s in
1366-67 g year after the Third Plan and they increased in
the yeapr of 1967-68 to 38.5% end vill 1974.75 showed an
increaSing trend. This trend gives some interesting
results, 7411 tke end of Third Plan, the pclicy of
Government was to set up industries which needed capital
goods, put with the set up of Industrial base, the raw
matérials requirement to use the capacity increased, which
incregsedq the imports of produycer goods such as chemicals,
fertiligers, petroleum et¢, which were needed for the
domestic production. Not only this, import suybstitution
policy of Government alsc helped in increasing these

imports. Under this policy ban on imports of some of

finished articles was put, while raw materisls were allowed



so that demand need could be met by indigenous productions,
In the present context it would be interesting to examine
in detail some of the main items under this category and
to see how they have behaved during the last few years,
For this purpose, we shall study the trends in the imports
of such items as non-ferrous metals, fertilizers,
chemicals, Petroleym in the seventies has disturbed the
life pattérn of not only of developing countries as India
but also the developed countries because of huge increase
in the price of cryde oil by OPEC countries. We will study

the impact of o0il price hike in the next chapter,

Non-ferrous Metals

These inclyde copper, lead, zinc and minor metals
Such as antimony, nickel, manganese, chromium, tungsten

and molybdenum,

At present almost all industries use non-ferrous
metals 1in one shape or another as raw material or
components, (Qut of these the main items of imports ere
copper, zinc, lead and tin. Till 1970-71, imports of
non-ferroys metals was around 5% to 7% of the total import
bill, but after that it declined and absorbed only 3 to

4 per cent of total import bill,

Due to increase in domestic production, import of
aluminium is declining since 1960-61. It declined from
25,400 tonnes in 1360-61 to 21,200 tonnes 1in 197172



and 700 tonnes in 1972-73. But again in 1974-75 imports
increased to 3100 tonnes followed by a fall to 1400

tonnes which again followed by au increase reaching

7300 tonnes in 1975-76. In 1373-74, aluminium imporsts
increesed due to fall in domestic production. But 1975.76,
despite & substantial increase in indigenous production,
imports also increased, As the demand for aluminium is
increasing due to replacement of copper in low ang

medium voltage cables, and increased production of

electrical accessories and gppliances, where aluminium

is widely used.

India is almost self-sufficient in aluminium ore
(bauxite), deposits of which are widely distributed in

the coyntry, consequently imports are declining.

Indiz is deficient in copper, lead and zinc. OQut
©X total jmport payments under this category copper accounts

for half ol the import bill.

At present there is only one producer of copper in
the Country i,e¢. Hindustan Copper Limived, The smelter
Capacity jo much more than the mines capucity as a resylt
COpper concentrateé has to be imported to match the smelting
capacity, 1Imports of copper during 1964-65 ranged between
62 thoysand end 75 thousand tonnes per year. In 1966-67
import declined to 35 thousand tonnes and followed by an
increasing trend till 1971.72, In 1971.72, it reached g

peak of 56,200 tonnes, but since then it nhas been declining

Endl weas ‘!1;,800 tonnes in 1975-76 (See Table TIT kY. Copper
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imports accountea for aoout 807 share of the total
avel laoility (domestic production + imports), out in 1374-75

and 1975-76, its share was only 72.5% and 38.2% respectively.

As far valye of imported copper, the steep rise was
felt in 1973-74 and 1974-75, when international prices of
copper increased costing India Rs,70.8 crores and 73,0
crores in 1973.7L4 and 1974-75 respectively, while in

1961-62 it was only Rs,23,4 crores,

Further demand for copper increased, due to
increased prodyction of electrical industry, The

productiaon of electrical industry increased from 105.4

in 1971, 129.3 4n 1974 and 126.6 in 1976 (1970 = 100),
WhEX'® Copper and its alloys are used for electrical
transmjissig, caples, wires, contacts, electrical switches,
etC., (Qther uses of copper are in telephone cables,
batteries' chenicals, refrigeérators, air-conditioning etc.
The imporgance of copper is mainly due to its unique
Combinatjon of different properties., Its characteristics
include high conductivity, good tensile strength and

resistance o corrosion.

Further, implementation of the Khetri Pro ject was

not in time, which also affected imports of copper.

Lead is another important industrial raw material
specially for storage battery industry. Other industries
using lead are cables, paints and pigments and non-ferroys

alloys.



The imports of lead was between 30 thousand tonnes
to 50 thousand tonnes, and accounted for more than 80 per
cent share of the total avallability, Despite an increase
in indigenous production of lead, imports accounted for
the major share. 1In 1975-70, a steep fall occurred and

only 2400 tonnes of lead was imported.

The production of lead also fluctued; it declined
during 1968-69, 1969-70 and 1970-71 to 1852 tonnes, 1860
toennes and 1850 tonnes respectively. But again picked up

and till 1975.76 showed an increasing trena.

Demand for leaa went up with the increased
production of aytomobile industry. But due to technological
changes which redyced the consumption of lead in storage
batteéries ang other itemss &S well as with increased
indigengys availability with the development of Sargipali,
Rajpura, paripa and zawar,demand for imports declined

till 1975-76.

Zinc production in India commenced only about ten
years sgo, pefore 1967, all the demand was met through
imports, fThough the exploitation of Zawar Mines in
Rajasthan pegan nearly 30 years ago, it was realised that
the mine capacity &t Zawar area might not be sufficient
to systain & large smelting capacity. Consequently, its

production startved from 1967,

Though 1indigenoys production of zinc is increasing

(except in 1972-73 and 1973-74, where it was only 27 thousang



tonnes) yet it is not sufficient to meet the demand,
Imports are also on an increase, Imports which were

90 thousand tonnes in 1968-63, declined to 36.6 thousand
tonnes in 1963-70, but again increased to 69.6 and 77,2
thousand tonnes in 1971.72 and 1972-73 respectively. 1In
1975-76, a steel fall came and imports were of the order
of 31.5 thousand tonnes. The demand for zinc declined
because of decreased industrial activity in 1974-75, which
af fected demand in 1975-76. Technological changes also

af fected zinc demand. Now zinc has been replaced by

plastics in sone uses.

As far as foreign exchange cost of zinc is concerned
it Was less in early part or only 3.79 crores in 1961.62
which increased to Rs.19.9 crores in 1368-69. Both
quantity apgq price accounted for the increase.. In 1969.70,
it fel] to Rs,8.2 crores, due to steep fall in quanuity,
But in 197475, Rs,55.4 crores of foreign exchange was
used up for the jmport of zin¢. This higher import payment

was the regy,1t of steep rise in international price of

this artjcje,

The other items like tin, tungsten etc. were imported
dué to their non-availability from indigenous sources,
Thejir imports were of the value of Rs.11 crores in 1961-62
which increased to Rs,17.3 crores in 1374.75, Tne
importance of tin increased because of expansion of
packaging and automobile industry. The indystries using

tin are tin solders, bronze, gum metal etc,
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Fertilizers

India is second largest purchaser of fertilizers,

next only to the Peoples Republic of China,

The demand of fertilizers requirement keep on
changing fromn time to time depending upon the Changing
agronomic requirement, Table III.5, bring to light the
production and imports ot fertilizer auring the peéeriod
1961-70. For fertilizer K20 we are fully dependent on
imports and in quantity ivs import increased from 32
thousand tonnes in 1961-62 to 270 thousand tonnes in
1967-68. But in 1968-69, 1969-70 and 1970-71, it declined
to 213 thousand tonnes, 120 thousand tonnes and 120
thousand tonnes respectively. This was due tc lower
demand, which again picked up and showed an increasing
trend ti]) 1974-75, which was followed by a decline in

1975-76, accounted 267 thousand tonnes,

The sityation for nitrogenous and phosphatic
fertilizers are different. For these we are not only
dependent on imports. Domestic production is also on an
increase, [pomestic production of nitrogenous fertilizer
increased from 145 thousand tonnes in 1961-62 to 1535
thousand tonnes in 1975-76 a ten times increase, so also
in phosphetic fertilizers, when production went uyp from

66 thousand tonnes in 1961-62 to 327 thousand tonnes in

1975.76,



As has been mentioned earlier that demand for
fertilizer is associated with the agriculture, With the
increase utilisation to get more production demand for

fertilizers also boopsted.

Fertilizer imports accounted about 9% of the total
import billi in 1975-76 for Rs.48o.Z crores. There is no
definite trenq in the value of fertilizers, Both in
absolute verms ang reiative terms, till 1968-032, import
payment under this category increased from Rs.ZZ.8 crores
in 1961-62 to Rs.134.1 crores in 1967-68., This increase
was du€ to increased price of crude fertilizers in the
international market; price index in 1961-6Z was 92 which
increased to 242 jn 1967-68 (1958 = 100), But for
manufactyred fergilizers, there was small increase from
58 in 1961.62 to 71 in 1967-68 (1958 = 100). A steep fall
Came in 1969.70 and 1970-71 when imports payments were of
the order or Rg.105.5 crores and Rs.96.5 crores
FeSpectively, This was because of reduction in demand
a5 well as f.1]1 down of international price for both crude
and manyfectyred fertilizers. The price index for crude
fertilizer in 1969-70 and 1970-71 was 156 and 155 respec.
tively,

Tiil 1973-74, there was a steady increase in the
fertilizer imports which mostly accounted by increased
quantity and a sudden increase of price in 1974.75 and
increased the import bill from Rs.213.17 crores in 1973.7,
to Rs.550.0 crores in 1974.75, which was more than the

e



double of the previous year, The price index increased
from 198 in 1973-74 to 383 in 1974-.75 for crude fertilizers
and from 66 in 1373-74 to 135 in 1974.75 for manufactured

fertilizers respectively (1958 = 100),

Now in 1376-77 due to increased production of
indigenous fertilizer imports declined. But still now
some of the important raw materials as sulphur, potash
etc. have ¢g pe imported because of less domestic

availability.

Further for fertilizer India is in a position to
affect international price for being the major importer,
For this the thing which accounted more is the timely
purchese, or, in other words, purchase at a right time,
Since 1975 MyTc has been assigned the responsibility for

dealing i imports of fertilizers.

Chemi(:g! s

The other major items under this category are
chemical fepyilizers, medicinal and pharmaceutical
products, plastic materials and organic and inorganic
chemicals etc. Import of medicinal and pharmaceutical
products over the period has increased. Further,
government has glven concessions in the form of lower
import duty on these products. 4s these are of life
saving nature and needed from health point of view,. Ameng

chemicals as such, the broad changes are the relative



increase in organic chemicals and fall in inorganic chemicals,
more particularly in caustic soda and soda ash; imports of
which declined from Rs.39.8 crores in 1965-66 to Rs, 2 crores
and from Rs.7.9 crores to Rs.2.6 crores in 1974-75, The
other major changes are the decline in coal-tar dye-stuffs,

In absolute terms imports of chemical elements and Compounds
increased from Rs,35.5 crores in 1961.62 to Rs.186.%2 crores

in 1974-75.

A basic factor contributing to maintenance imports in
India is the shortfall in production of certein vital items
within the Country. In addition, the planned targets in
case of many items could not b€ achieved in right time
which increased imports. The increased share of raw materials

has meant the movement towards greater self-reliance and

a Smaller share of fixed capital goods.

The share of fixed capital goods declined over the
period. In rejative terms, during Third Plan period,
imports of tpese items were 1/3 of the totel import bill,
which decjined to 1/h of total import bill (around 25%) till
1973-74, pgut in 1974-75 and 1975.76 it further declined to
15% and 174 respectively. However, in absolute terms
the valye of imported articles increased from Rs.367.5
crores in 1961-62 to Rs.609.8 crores in 1974-75.  This
means that the imports of capital goods increased with the

inerease in gvotal import bill, though on a declining rate,
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In a developing economy such as India capital
goods imports are directly related to industrialisation.
The higher share of Third Plan period speaks itself for
this. As it is well-known that industrialisation was the
main objective of the Setond as well as Third Plans, As
a fact imports of machinery ana transport equipment
increased Wwith the set-up of industries and many industries
started working duyring or after Third Plan period
resulting in an jnerease in indigencus production. Under
the import sybstitytion policy, imports of those items
were banned which have sufficient domestic supply. Due
o this imports of many items such as cement, sugar,
textiles ang tea processing machineries declined. But
lmports of ggher items increased like those of machine
Lools and spare parts for the already imported machines as
well as for the production of new ones, In seventies
imports of petroleym and gas-well drilling equipment also
increaseq witn the beginning of search for oil within the
Country which was intensified with the oil price hike,
The detaj)ls for some of the items uynder this categary is
given in 7Taple III.5, wihich shows the import position of
those items, From the Table it is clear that imports of
spare pargs have increased while machinery as such has
declined, Imports of diesel engines, machine tools,
telecommunication apparatus have increased. Imports of
agricyltural machinery declined du¢ to Indigenous production
of tractors, power tillers, pumps, machinery for earth.

moving and land reclamation etf,



Further imports of cepital goods as stated earlier
iz related to industrial activity which is based on
investment behaviour of the economy. Tnis means that
imports of capital goods and capital formation are linked
to each other, Fuyrther there are certain trends in the
field of international trade and economic developnment

{see Chapter 1), which also throw direct light as the

relstion of imports to capital formation,

There has been increasing rate of growth of world
trade in capital goods category in the last two decades.
The fact that imports of capital goods have a special role
to play in the capital formation of the developing
countries g easily understandable., The developing
countries cannot produce all types of capital goods, nor
do they have the technology for their production. There
i3, therefore’ need to import capital goods, although the
degree of neeq and the type of goods needed will depend
On tne stege of development. As the U,N, observed® there
is a fairly close relationship between domestic fixed
capital foprmation and imports of capital goods and investment
decisions are influenced by the availability of foreign
exchange and as such it was found that the capacity to
import capital goods sets the pace for fixed capital

formation in the less developed countries, [ess easily

2, U.N. Department of Economic and Social Aff :
Econcmic Survey, 1963-70 (New York, o, 1931?3 phOPld
’ g;




TaBLk III.7 : Kelationship between Capital Formation
ana lLaports of Capltal Goods

Period Gross % Change Imports of # Change
capital over capital over
formation previous goods previous

year year

1961..62 <438 =" 368 +10.5

1962-63 2316 +19.5 387 + 5.2

1363-64 3265 +12.0 437 +12.9

1964-65 3735 +14.3 478 + 9.4

1965-66 4390 +12.5 492 + 2.9

1966-67 5437 +23.8 536 + 8.9

1967-68 5411, = ek 503 - 6.1

1968-63 5238 - 3.2 514 + 2,3

1969-70 6162 1 396 -22.9

1970-71 7000 +13.6 395 nil

1971-72 7429 + Ouk 471 +19.2

1972-73 8653 +16.5 532 +12,8

197374 9851 +13.8 652 +22.5

Source: (1) For Capital Formation, Centre for Monitoring
Indian Economy, Bombay,

2) For Imports, Government of India, Monthly
k%l stetistics 6f the Forelgn Trade of India,
DCI and S.
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perceivad is the role of imports of other categories in

promoting investment domestically as their effect is

more indirect.

The importance of this subject (imports and capital
formation) to economic theory and policy of less developed
countries cannot be ogveremphasised as it is important for
policy formulation and in planning and development, This
relationship is important in yeét another sense, The
influence of imports on capital formation in LDC's is
different from that in DCS. International trade for DCS
is based more or less on the theory of comparative advantage
Lo improve the g])ocative efficiency due to market
imperfections, inadequacies of the price mechanism ang
rigidities in ghe responsiveness of factors of produyction

Co rewards .

ésgact of Capita]l Formation_on Imports of Fixed Capital
200ds

In this portion we have anadlysed the impact of
capital goads formation on imports of capital goods. For
this purpose data on gross capital formation at current
prices has peen taken and imports of capital goods are

also in cyrrent prices (see Table III,7),

Capital formation and imports of capital goods, both
are on the one hand showing an increasing trend from Rs, 2438
crores in 1961-62 to Rs.9851 crores in 1973-74, and Rs.368
crores in 1961-62 to Rs.670 crores in 1974.75, But, there

is wide fluctuation in both. The increase in capital



formation was 19,5% in 1362-63 over 1361-62, followed by

a less increase of 12,3% in 1963-64. The year 1966-67,
recorded the higher increase of 23,8% and was followed by

a decline of Q.4% (1967-68) and 3.2% (1368-63). The

fall down in the capital formation was due to the industrial
recession of early sixties. The evidence of recession can
be found in many reports. Says the August 1967 issue of
Bank of India Buylletin "Several capital and intermediate
goods industries are faced with a serious decline in demand
and consequently accymulation of stocks, fall in production,
and under ytilisagion of capacity. There are fears that
recession wil) spread to other sectors of industry ...",

In 1966 production declined in 133 out of 400 industries

and that jid)e capacity ranged from 14 to 76 per cent of

3

total instaj leq capacity in many industries.

Again in 1969-70 there was a remarkable increase of
17.7% which wgs again followed by an increase of only 13,6%
@nd 6.4%. pyring the years of 1970-71 and 1371-72, the
capital formation increesed but at a slower rate; the
hostilities with Pakistan in 1971, affected adversely the
investment programmne during these years, But during 1972-73
and 1973.7,, it again picked up. Graph III.1 also shows,

ups and downs in the capital formation and capital goods

imports.

So also with the. imports of capital goods, which also
fluctuated throughout the perlod (wé have studied in the

3. Dr. Gurtoo, D.N. {(1968), "Industrial Recession
and cures", AICC ECQnomic.Review. March 15, pp cggsgf




earlier part of the chapter).

Qur hypothesis states, "A certain increase in the
capital formation will give rise to more than proportionate

rise in the rate of import of capital goods",

The data presented in the Table III.7 are in
consistent with the hypothesis except in 1963-64, 1971.72
and 1973-74, AlL the times, increase in imports was either
less than the proportion of capital formation or the
relationship was inverse., In four years, viz. 1361-62,
1968-69, 1969-70 and 1970-71, there was inverse relation-
ship i.e, increase in capital formmation was related to a
decrease in imports of capital goods (1961-62 and 1968-69)
Or vice verss, Tt means decline in the rate of investment

Was associated with the increase in the rate of imports

(1969-70 ang 1970-71).

Only in 1967-68, there was & decline in both,
where capjta] formation declined by 0.4%, and imports

deéclined by ¢,1 per cent, i.€. more than proportionate.

Out of the thirteen years studied, only in nine
years did gross capital formation and capital goods imports
moved together in the same direction; and of these nine
Czses, only in three years, capital goods lmports increaseq
more than proportionately to the increase in gress capital

formation as envisaged in the hypothesis,

The inconsistency appears to have aeccurred due to

import substitution policies towards imports ang industria]
a



recession of early sixties,

In developing countries, such as India, capital
formation not only affects imports but is also affected
by imports with a time lag. Imports help in co-ordinating
and utilising better the hidden and inactive resources
at home and provide an inducément to invest through what
Hirschman, Streeten and Mahalanobis call the comple-
mentarity effect, thus the imports of capital goods in
one sector may lead to capital formation in another
relatec field and it is the development of a few industries

and sectors that would provide the fillip to further

. 1
deVGLOpment of the economY-‘

Further, low level of domestic saving in relation
to Pequirement, js a cause of low level of capital
formation, But the imports of capital goods, due to
then increaseq productivity, on the one hand, increased
directly investment, and, on theé other, by increasing

in coyrse of time, increase domestic saving thus

indirectly jnvestment.

Increase in the rate of capital formation increased
the demand for capital goods., If domestic production is
not suffjcient to meet the demand (as was the case in
India), the country has to go for imports. Thus imports

of capital goods items are encouraged. In India, after

b, Avadhabl, V.A. (1976), "Imports and capital formation
in the less developed countries", The Indian Economic
Journal, July-Sep., p. 84.




Third Five Year Plan due to indigenous production of

many items viz,, textile machlnery, tea processing

machinery, sugar machinery, cement machinery, railway
Seal ba

locomotives, road motor vehicles .as trucks etc., imports

declined.

But due to low domestic savinzgs and inaobility to
produce all the capital goods, India has to go for imports
and imports will increase with the increase in capital
formation. In other words, imports of capital goods ang

capital formation are inter-connected both directly and

indirectly,
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CHAPTER IV
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CT OF QIL PRICE HIKE ON INDIA'S IMPORTS



CHAPTER IV

IMPACT OF OIL PRICE HIKE ON INDIA'S IMPORTS.

Introduction

01l plays a very vital role in the economy of
underdeveloped coyntries of the world., In the same way
to the countries which are blessed by nature, having
pountiful o0il suycih as Venezula, part of middle east and
north Africa, oil is economic life. 0il is the only
source of their national income and foreign exchange.
0il, thus represents a great &sset which could potentially
Provide al| the capital necessary for economic development

through 'ynpbalanced growth' which has been advocated by

influentia] economistS.1

The energy fuels are indispensable for modern
industry and agriculture and have been considered as
fourth goyrce of factor of production in addition to land,
labour and capital. For just as capital wjthout labour is
useless, go too is sophisticated capital without energy.
Energy is also & necessity for Indian industrial process
which involves chemical transformation. The manufacturing

of cement or steel (which are very necessary for a

1. Hirchmen, Albert Q, (1958), 'IThe Strategy of Economic
Development', New Haven, Yale University Press, p. g



TABLE IV,1 : India's Petroleum Sector - Extent of
dependence on Iports

(Percentage)
Period* Ratio ol imports Ratio of imports
of cryde oil to of crude and
refinery throughput*®* products to total
2 availabilitywss
1961 90 98
1965 69 81
1968 64 75
1969 61 68
1970 63 69
1971 64 72
1972 62 72
1973 65 77
1974 65 78
1975 63 73
1976 62 69

“-—_
Note: x pjseal years.

*% Refinery throughout 1s egual to import of
crude + domestic production of crude.

%%% Total avallability is domestic products +
imports of petroleum products.

Source: Based on C.S,0,, Monthly Abstract of Statistics
(Various issues),
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developing country like India) both require great
quantities of heat, In addition, for certain leading
industries, energy 1s necessary as a basic 'feedback'

i.e, where the energy source itself becomes part of

final product.

The history of India's recent economic development,
reveals numerous examples of 1dle production capacity owing
solely to lack of available energy. So energy is

indispensable element in the production process,

Cost of 1mporting energy is a major burden as the
scarce foreign exchange resources of underdeveloped
countries specially India. Now we will analyse the impact

of price hike on India's imports,

cil Price Hike ang Inaia's Imports

In the first ten years of OPLC operations it coylg
not succeed in raising the price of oil. Another reascn
wes the entrance of large number of independent oil
companies which had been operating for oil exploration
{n the Middle East. The cost of production of oil was
very low end the supply happened to be abundant. Due to
competition of various oil companies the oil prices could
not increase., These companies were giving large discount
on oil. The Iranian light crude, for example, was

of fering a discount from 25 to 50 cents a barrel.



The excess supply of oil provoked people to
switch over from cocal to petroleum which happened te be
a cheap source of energy. Secondly due to abundant

supply of oil search ot oil fields was discouraged.

The aosolute dependence of the west on OPEC oil
was the major reason of transfer of power from companies
to tne host governments, These host governments became
aware of the importance of the energy source-o0il., West
Germany, Japan and U.S.A's oil consumption was conti-
nuously increasing and these countries were ready to pay

any amount for this oil.

The 'Suez Canal Crisis' 1967, the sudden loss of
iManamoth tankers' in early 1370, the tanker tonnage was
short of supply. The Trans-Arablan pipeline with a
cepacity of taking nearly half a million barrels per day
was also damaged and the Syrian government refysed to
allow any repairs to be made. Hence all these factors

resulted in snort supply of oil crippling the western

refineries,

Libya and Algeria took advantage of this critical
period in terms of demanding higher prices for their oil.
The low sulphur oil of these countries had a great demand
in the market. Moreover, if the oil is transported from
Libya znd Algeria the cost of transportation to companies
also tends to be reduced, The Liﬁ;an government curtailed

the supply of oil to pursue these Companies to pay higher



prices, At the same time Venezuela which is one of the
major oil exportersraised its box rate from 52% to 60w

ana gave rights to the goveérnment to raise unilaterally

the posted price,

In February 1971, with mutual consent of OPEC
Members the price of oil was increased by 35 cents per
barrel, readjustment on gravity differentials and annual
increase of 5 cents per barrel, besides 2.5 per cent of
the posted price over a period of five years. The oil
companies were assured of no further hike foil prices by

the host government of the Gulf countries,

Algeria and Libya decided to secure larger shares
from the oil companies which would outshadow the success
of Gulf countries (CPEC Members). In 1971, Algeria took
over 517 ol tne French oil industries' assets and in
April Libya raised posted prices by §0 cents. The oil
companies were not bothered bY this act of host companies
as the increasea burden finally fell on consumer only.

The devaluation of Dollar in 1371, provoked host countries

to seek readjustment in posted prices to take into

consideration the erosion in their oil revenyes,

The bargaining power of QPEC countries was
increasing with all the foresaid happenings., The Saudi
Arabian 0il Minister Sheikh Yamini gave the idea of
participation in oll industry. In October 1972, this ideg
was implementeéd and as per the agreement the government

ownership was to start with 25% in 1973, remaining constant



throuzh 1978, rising 30% in 1979 and 5% more in each
year until 1982 ana then by 6% in 1983.

In 1973, the posted price of the standard type
rose from $1.80 in Decemoer 1970 to $3.01 per barrel,
in October 13973 - a sharp rise of 67%. During the same

period, the host government takeé-up price climbed from

$0.31 to $1.77.

Due to 'commodity boom-1972' the oil producing
nations also thought of 'oil boom' in terms of higher
prices for the oil. The QOPEC held a meeting with the oil
companies in October 1973 to increase 13% prices of the
oil. The oil companies refused to do so. The Yon Kippur
war of 1973, gave an opportunity to OPEC c0untrie$ to
force the world to pay higher prices. They curtailled oil
production during this period, On QOctober 16, 1973, the
postea price of oil was increased from g3.01 tc 5. 12.
Again on January 1, 1974 the posted price of oil further
rose to £11.65 from g5.12, In other words the world
witnessed a 287% increase in oil prices from QOctober 1973
to January 1974. The host government could get on contract
0il sold to oil companies in 1974?;bout #7 per barrel ang
sold at auction at about £11 per barrel., Between
January 1, 1973 and January 1, 1974, the world witnessed

a price rise of nearly 350% in oil.

According to the World Bank study the average

f.o.b. price charged by the three private companies taken



TABLE IV.2 : Imports by Commodity - Mineral
Fuels and Lubricants etc,

(Monthly averages or calendar month)

(in billion rupees)

Mineral Fuels and Lubricants etc,

Period Total Petroleum and petro-
leum products

1961 79.9 79.9
1965
1971 162, 1 161.8
1972 170.2 170.0
1973 L67,2 466.9
1974 964, 2 946 1
1975 1021,7 1021.4
1975 November 1182.8 1182.8
December 1116, 2 1115,7
1976 January 801.8 801.8
February 1145.8 1145, 7
March 1196.7 1196.6
April 1112.7 1112.7
May 1167, 1 1167. 1
June 607.5 607.5
July 896.3 896.3
August 593.3 593.3
September 670, 2 670,2

{contd,)




Table IV.2 (contd.)

Mineral Fuels and Lubricants etc.

Period
Total Petroleum and petro-
leum products
1976 QOctober 817.5 817 .5
Novemoer 761.3 761.3
December 776.3 776, 3
1977 January 869.3 869.3

Source: C.S8.0., Monthly Abstract of Statistics,
July 1977,




together, for their sales to India in eacn of the four

quarters of 1974Aés follows: -

Quarters of 1974 » per barrel \
(1) January to March 1974 8. 70
(2) April to June 1374 9.60
(3) July to September 1974 3.75
(4) October to December 1374 10.25

We find a continuous increase in price of each
barrel of oil from the first quarter of 1974 to the last
quarter of 1974. Table IV.2 depicts the imports of
mineral fuels and lubricants. The price rise of oil has
increased the payments purden of India as it has been

importing the petroleum from the OPEC countries, The

It is clear from Table IV.2 that the value of
jmport of petroleum &nd petroleum products has been
continuously increasing. In 1971 the imports of petroleum
and petroleum products amounted to 161.8 million rupees,
which rose to 170 million rupees in 1972, 1In 1373, there
was sharp increase which resulted in more than doubled
import of petrolevm and petroleum products, It rose to
a,6 wmillion rupees in early 1374 agains 466.9 million
rupees in 1973. This was the effect of sharp increase in
the oil prices by OPEC countries, In December 1974,
again there was a peak incresse in imports of the petroleym

and petroleum products which amounted to 1016 million



rypees. But during 1974 total imports accounted for
Rs.846.1 million and it further rose in 1975 reaching

a peak of 10<1.4 million rupees,

In the early part of 1976 till May, imports were
on large scale and rose to 1167.1 million rupees in May,
1976. But with the increase in domestic availability
from Bombay High and also reduced gquantity in the later

part of 1976 total import bill for this article declined

as compared to earlier one.

Apart from this, if we examine India's imports
with oil producing countries, we find that the import
bill of India has been continuously increasing since

1970 with the OPEC members.

The major oil producinhg companies like - Saydi
Arabia, Iran, Iraq end Kuwait are the main source of oil
supply to India. The main source of imported crude in
1973 was Iran, Iran supplied almost 70% of the total
imported oil to India. In 1971-72 India's import bill
from Iran was worth 1263.6 million rupees. But 1972-73
brought a decline in imports from Iran by 3%. A substantia)l
jincrease in imports was recorded in 1373.74 from Iran.

The tremendous increase In import bill was due to oil price
hike. A 119% increase (Rs,2675.& million) in imports was
recorded in 1973-74, as compared to year 1972.73, The
basic reason of this increase of import bill was again the

oil price hike by OPEC Members. A4s previously mentioneg
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Iran was supplying about 70% of India's total imports
of o0il in 1973. 1In 1974-75 there was again an increase
of 77% in import bill with Iran. India's imports from
Iran were recorded at an amount of Rs,4720 million in
the year 1974-75 which was followed by a slight decline
in 1975-76 (See Table IV.3).

The second major oil supplying source to India
is Saudi Arabia, which accounted for approximately 25%
of India's imports of oil in the year 1973, As Saudi
Arabia owned 60#% of 'ARAMCO', the Iran and Irag also
nationalised the oil industry's operations within their
territories, and as the share of imports oi crude oil
on a government to government basis 1s increasing in all
probabilities, prices gaid for cryude oil imports wouyld
stabilise at 93% of the posted price of respective cryde
jmports. So we find a tremendous increase in value of
imports from Saudi Arapbia alsc from the year 1372-73, At
the same time there is continuous increase in imports
from Iraq and Kuwait also. In 1971.72 India's imports
from Saudi Arabia accounted for Rs.283.4 million. It
snereased in 1972-73 by 58% (Rs.448.2 million) as compared
to previous year. The year 1373.7, brought a substantial
increase in imports of 193% from Saudi Arabie. The imports
in 1973-74 were of the order of Rs,1313.5 million against
the imports of 448.2 million in 1972-73. The imports from
Saudi Araoia further rose by 127% in 1974-75 against the
previous year. It accounted for Rs.2976.5 million in

197475, In 1975-76 only a slight decline was recorded
which was again followed by sharp rise in 1974_77



Kuwait having the highest per-.capita income did

not grant more discount to India for oil imports. But
despite the fact, there had been an increasing tendency

in imports from Kuwait to India since 1970-71, 1In 1971.72
India's imports from Kuwait accounted for Rs.130.4 million.
It rose by 96% in 1972-73 and accounted for Rs.255,2
million. The increase in import was at the rate of 179%
after the price hike in the year 1973.74 against previous
year. In the year 1973-74 India imported petroleum and
petroleum products from Kuwait worth Rs.711,3 million,
But in 1974-75 ana 1975-7o, a decline of 11% and 2% was
recorded in imports from XKuwait which amounted to be

Rs.637 million and Rs.625 million respectively. But the

year 1976-77 recorded the ever highest value viz. Rs,?773

million {See Figure IV.1).

From the above analysis it is clear that during
1971-75 period the payments burden of India "was
continuously increasing. The money value of imports from
the oil exporting countries had gone up substantially.
This sharp increase in import blll wis responsible for

jncreasing the import payment$ in India's trade,

The share of value of crude oil and product imports
in total imports to Inaia rose substantielly from 8,3%
in 1970 to 27.5% in 1974, Between 1972 and 1973, the
quantity of import of cryde oil rose by 9% as compared

to an increase of about 6% between 1370 and 1972, In



the year 1374, the oraer of the increase was relatively
smaller i,e. at the rate of 4w, But in terms of value,
imports of crude oil registerea a phenomeénal increase

of 268% during the year 1974 as &gainst an increase of

69.5% in 1973 and 41% increase between 1970 and 1372,

Further imports of petroleum products increased
by 236% between 1970 and 1972, though in terms of value
they rose by only 86% during the same period. Again
during 1973, the quantity of product imported rose by
22%,in terms of valne they increased by double. 1In the
year 1974, product imported actually declined by 26%

in quantum,but foreign exchange paild for it was incCreased

by 120%.

In the year 1375, the oil consumption in India
was 23 million tonnes against the total warld's oil
consumption of 2700 million tonnes. Although our per
capita consumption of oil is practically the lowest, we
are still dependent far two thirds of our crude oil

requirements on imports. In the year 1975, India had to
pay Re. 1147 crores for the import of the crude oil and
petroleum products. 1In 1976 the total import bill
amounted to over Rs.1200 crores, The OPEC has decided
to push up the prices further from beginning of 1977
and this will result in an addition of anywhere between
Rs.100 crores to Rs,120 crores to our import bill for

the same valuée of imports.2

2. Economic Times, March 30, 1977,




According to the estimates of the Petroleum
Ministry, the estimated demand of petroleum products in
the year 1977 would be 24.5 million tonnes, The increase
in the indigenous production of crude is expected to
come primarily from Bombay High, As against the five
lakhs tonnes of crude in 1376 Bombay High would yield
about two million tonnes in 1977. On the basis of
progress made in the production wells in Bombay, experts
believe that production from this area may not exceed

two million tonnes as anticipated in certain quarters.3

For 1977, the Government has decided to import
around 13.5 million tonnes of crude. Although availability
of crude from indigenous sources will improveﬁgbout two
miliion tonnes, the import of 13.5 million tonnes is

considered as minimum to meet the growing; demand of

petroleus products.

In spite of the fact that planners had envisaged
a growth rate of 4% in the demand for petroleum products,
ghe latest consumption figures have revealed that during
the year 1976 the cummulative growth is not less than 5%,

We have stepped up our search for gll.

To meet the challenges in this crisis, the country
has embarked upon a comprehensive plan to maximise the

production of indigenous crude from all known sedimentary

3, Economic Times, December 22, 1976.




basins, both off-shore and on-shore, This has brought

about excellent resuylts and in fact 1976 was a year of

great performance by this industry, Two highly promising

of f-shore oil fields were discovered in Bombay High in
fFebruary 1974. Equally impressive has been the commencement

of commercial production at Bombay High on 21st May 1975,

The total production of indigenous crude oil during
1978-79, is expected to be of the order of about 12 million

tonnes as against the estimated demand of 32 to 35 million

tonnes,

By the end of Fifth Plan, the total domestic demand
for crude oil is expected to reach a level of 32 to 34
million tonnes per year even assuming maximum utilization
of alternative sources of energy. If India intends to
achieve self-sufficiency by that time, the rate of

gndigenous production should be enhanced to that level,
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CHAPTER V

ELASTICITY OF DEMAND FOR INDIAN IMPORTS

In this chapter an attempt is made to estimate
elasticities of demand for Indian imports. The estimates
made are (a) price elasticities (b) income elasticities,
The products for which estimates are made are: cereals
and cereal preparations, raw cotton, crude fertilizers,
petroleum cruyde, animal and vegetable oils and fats,
fertilizers manufactured, paper and paper board, textile

yarn, iron &nd steel, copper, zinc, manufactures of metals,

machineries and transport equipment,
Fundamentally, the selection of commodities in this
study is based on the importance of their trade in India's

import pattern.

The elasticities have been estimated at two levels
(1) in terms of aggregate imports, {(2) in terms of

individual imports.

The investigation covers the 14 years period from

1961-62 to 1974-75,

The Source of Data

The quantity and price data are obtained from the

Reserve gank of India's publicatlon., Report on CurrenCy



and Finance Income data are obtained from the monthly

aostract of statistics published by C.S,0.

In the absence of import prices, uynit value of

imports have been ysed, Gross National Product has been

used for the income data.

Methode relating to Measurement of Price Elasticity
and Income klasticity of Demand

To measure elasticity the multiple linear regression

of the following type has been used,

where Y is the import quantity {(dependent variable),

Xy is the import price and Xn real incomey these are the

independent or explanatory variables. 1In the simple
linear form the average pricé elasticity and income
elasticity can be obtained by differentiating the function
with respect to X, and x, and multiplying it by the
averages of the two variables expressed as a ratio. To
prove it, differentiating the function with respect to

x; we get 31— - b,. But we know that price elasticity =

3? : ;; (where x, is price and y is quantity). Hence
X
1
sybstituting the value of 5*—: we get price elasticity =

x
b; . =1 The point that should be mentionea here is
Y
that the elasticity ontained is the elasticity for the

period as a whole. As we are concernea qith the average
X

elasticity, the price elasticity = b; . h:i), where b;
y



is the estimated value of co-efficient b1.

Similarly, differentiating the fuynction with

respect to x.,, we getg, -3%-5— = b?_' and therefore, the
-
elasticity of income = by . (-§£).

Alternatively, when the function is considered
linear in logarithus the co-efficients of the independent
variables represent the elasticity of price and elasticity

of income. Following this method the regression equation

is
log y - log a + by log x4 + by log x,

pifferentiating this function with respect to x, we get

A
g

i
-*:b
§x1 Y 1
That is b (estimated value of the co-efficient b,) is

the elasticity of price,

Similarly, differentiating the function with

respect to x,, ana proceeding one step further we get

X
%%%" . E; = bs. Therefore b£ (estimated value of

co-efficient by) is the elasticity of income. The second

technique (function is considered linear in logerithms)

has been uysed in this chapter.

The estimated value of the parameters on commodity

basis are stated in the Table V.1, with the valuye of



TASLE V.1 ¢ Lblesticity

of Demana for Imports

s Price Standard Income Standard
Commodities elasticity error elasticity error
Food grains 4,6119 22,402 3.2018 15.835
Raw cotton 2.6439 3.967 1.5328 3.367
Crude fertilizer 0.0364 0.58 0. 7459 0.399
Crude oil 0.0062 0.291 0.8535 0. 434
Animal ana vegerenle o L7g7 0.312  1.3063  0.532
Fertilizer manufac-
tured 0. 1064 8.452 1.4314 1.817
Paper and p&l.per board Q. 9025 0.782 0-1591 0.506
Textile yarn 0.7262 2.324 0.4682 0.298
Iron and steel 0.1197 0,682 0.0010 0. 392
Copper 0.6695 1.231 0.4619 1.846
Manuf actures of metals 2.0465 1.488 Q. 4027 2.457
Machinery noi- 1.170 2,712 A 172
i tacel 5 0.417< 1.131
Transport edquipment O.b341 0.154 0.0237 0.456
zinc 0.1782 1.026 0.1186 0.106
Electrical machinery 1.1739 3,722 0.5005 3.895
0.0808 1.476 0.0002 0,849

General




standard error,

The average elLasticity of demand for imports with
respect to import price was founa to be +0.08 and with
respect to income +0,0002, The standard error of the
co-ef ficients are +1,47 and +0.84 respectively. OQur
findings are different with those of the Wadhwa {price
elasticity ~0.11 and income +1,305); whose findings are
baseda on 1954.70 data with & time lag of nine months for
income.1 The lower value of both prices as well as
jncome elasticity (which is almost zere) indicate that in
India poth the factors are insignificant. Price has to
play its role as far as imports &s a whole is concerned,
In India imports are based ou the foreign exchange
reserves pesition., And with & certain awount a certain
guantity can oe imported as & certain price, But the
jncrease or decrease in the pricée will auytomatically
influenceé the purchasing power to some extent. But not
prgportionately due to characteristics of our imports,

gut income does not have any influence on the imports,

primarily becayse of controls.

The results are different for individual items,

4ll the 15 items show positive elasticity for income as

1. wadhwa, D.C. (1974), "Elasticities of demand for
India's exports and imports and the question of
devaluyation of rupee", Foreign Trade Review,
Jan,-March, pp. 364-377.




well as price. The higher value of price shows that
price is not an explanatory variaole for Indian imports.
Ana tne positive income elasticities show that the
foreign goods are syperior in Inadian markets as well as

craze of Indians for imported goods,

The price and income elasticities for food.grains
are both positive and amount to +4.61 and +3.% respectively,
indicaving that price is not a significant variable.
Though the results look misleading showing higher elasticity
for food grains which is a life saving article. But the
higher value of standard error shows that imports of food
grains is not af fected by price but by the domestic
production and population growth., If domestic production
is good enough to meet the demand, then imports will
aytomatically be curtailed despite a substantial fall of

prices in international market.

The higher income elasticity is an important
explanatory variable. This means that with the increase
in income imports willL increase more than proportionately,
Risinzg income is accompanied with not only more than
groportionate increase in demand for food but also with a
shift in demand to better quality food. For example
from 'bajera' and maize to wheat and rice. This explains,
by itself, the increase in imports with increase in income,

as food grains imports consist mainly of wheat and rice,

The higher value of standard error for income indicates



that imports are dependent on the will of exporting
country and alsc the availability of easy aid, which was

in the form of PL 480 in the past,

Like food grains, raw cotton is also an agricyltuyral
product. Here also both prices as well as income
elasticities are positive and more than unity, 2.64 and
1,53 respectively. Income seems a powerfyl variable in
this article also. With the increase in price imports
should decline, But actually, 1ts imports are alsqo
af fected by the indigenous production and growth of the
industries, which is explained by the higher value of

standard error for the parameters,

The other consumer goods items for which
elasticities have peen measured is animal and vegetable
oils. The co-efricient for price as well as income are
positive and income seems more important than price,

Fuyrther this article 1s also an agricultural one and

its imports are again connected with agricultural production,

Crude fertilizers, crude oil, paper and paper
board, textile yarn, iron and steel, copper, zinc and
manuf actures of metals, all are industrial raw materials,
The price as well as income elasticities for all these
products are less than unity except manvfactyres of metals,
but are positive. All values are in inelastic ranges;
indicating that increased price will not check the imports,

with a certain increase in price import will be Curtailed
)



but to & minor extent or less than proportionately, But
a higher price will effectively check imports as happened
in case of crude oil in recent years, when people will
either start substituting home-made gooas, or will cut
down imports. This also throws light on the fact that
indigenous production of raw materials is less than
demandéd; therefore to use the installed capacity imports
have to be allowed in spite of higher prices. Another
explanation for this is the modern technology which has

made Indians dependent on the imported raw materials for

their products,

3ut in & developing country like India, positive
elzsticity of demana indicates that growth of national
income has an influence on industrialisation, though it is

not very significant. In other words rising income means

expansion of consumption,

But the higher value of standard error for textile
yarn {price - 2.32), copper (price - 1,23 and income . 1,85),
paper and paper board (price - 0.78), and iron and steel
are an indication that control on imports and the import

substitution policy are influencing their imports as well

as price end income,

For capital goods such as electrical machinery,
non-electrical machinery and transport equipment elasticities
are+1,17 (price)+0.50 (income),+1.17 (price}+0.41 (income),

+0.43 (price)+0.02 (income) respectively, The higher valye



of price co-efficient speaks that price is not a
significant varianle. Being unable to produce all the
sophisticated equipment at home (due to technical difficulty
ang capital shortage) ana with the drive for industriali-

sation, price becomes an insignificant variaole.

On the other hang, iacome elasticity is less than
unity, which shows that with increase in income iavestment
wili take place but less than the increase, 4s has been

stated earlier this is becausé of increasing tendency

towards consumption.

One more item which is neither a raw material for
industries nor a consumption item is manufactured fertilizer,
Its demand depends on the habits of people for its use and
also the agricultural policy of the Government. The
positive yet less than unitary price elasticity, explains
that the incresse in price to a more than certain level

will definitely affect the lmports, by substituting it with

P,
others or by stoping ils use.

The higher value of standard error for all the items,
in general, speaks that market behaviour is not working to
its full extent; becguse the major markets for our imports
are developea countries which heve greater bargaining power
than ours., And due to severe strain on balance of payments
as regards foreign exchange and reserves throughout the

period of our study, imports were under control which dig

not allow market behaviour to function,



Limitations of the Study

For individuyal articles we have taken the group as
a whole for such items as machinery, transport eguipment
due to non-availapility of data on import price for single
items. Had the items been taken separately, results
would have been different. Further we are assuming that
price and income are the only two variables affecting
imports. The influence on imports of all other factors,
such as, level and pattern of investment, foreign aid
and price level has be n assumed away. Obviously only
gbout 50% of variations in demand for Indian imports, which

are suybject to strict control, are explained by using price

and income as the explanatory variables,
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CHAPTER VI

DETERMINANTS OF IMPORTS

Introductory

Despite controls and restraints, India's imports

have increased substantislly during the last fifteen
years. Significant changes have occurred in India's

pattern of imports as well. The proportion of consumer

durables as well as capital goods like machinery and
transport equipment declined, while imports of raw

materials and intermediste goods increased,

Many factors contributed to this change. Some of
these are, the rate of growth of economy, the tempo of
industrialisation, industrial structure of the country,
the level of technelogy, the pattern of domestic
consumption, the availability of natural resources and
the various controls and restrictive measures imposed on
the national economy may be considered endogenous causes;
whereas, other factors, such as Changes in international
prices of various items whicin the cowntry has been
importing and the loans and the grants proffered by
friendly countriés to assist the developing nations may

be considered eXogeénous, There are other cayses of
psychogenetical type which breed animosity and hatreq
petween nations by incuicating prejudices against certain



articles of consumption and by producing various types of
responses to different stimuli-economic or otherwise
provided by the Government and other organisations which

also influence the changes in the magnitude compositioen

and pattern of import trade,

We have seen in Chapter III that the level of food
imports is related to the yield of agricultural crops. 1In
the same way general level of imports excluding food items,

are related to the net output of the industrial sector

of the economy. Examining the problem from this view point,

we f£ind that the industrial production has increased and
it is natural to expect that the quantum of imports would

significantly rise under the impact of industrial
development programaes,

The effect of industrialisation on the magnituyce
of varicus categories of imports, such as consumer goods,

jintermediates, induystrial raw materials as well as machinery

and transport equipment has been significent., The pattern

of Indisn imports is considerably inflyenced by the

programne of her industrialisation, Increasing emphasis

on heavy and light engineering goods as well as on the
expansion of domestic production of locomotives, automobiles,
transport equipument etc, increased the need of imports of
netals and metal manyfactures, During the last 18 years
imports of non-ferroys metals, steel huve increased, while

imports of locomotives etc, have declined,



Cryae petroleum imports increased with the rising

tempo of inaustrialisation as well as with the rise in

level of personal income.

Similar changes were registered in the case of
chemical industries also. Increases in domestic production

of chemical industry and diversification in the pattern of

chemical production increased the import of sulphur etc,

due to short supply at home.

The "New industries" sét up to turn out specialised

products required modern machinery which have to be

acquired from abroad. Such machines were required both

for establishing new fabrication plants as well as for
substantial additions to existing capacity. Moreover,
during the process of induystrialisation, the maintenance

requirements of the economy also went on increasing. This
necessitated not only larger imports for setting up of new
industries and for substantial expansion in the existing

ones, but also for meeting the increasing requirements of

rew materials, intermediates, components and parts for

utilising capacity already built in., It 1is, cherefore, byt

natural to expect the level of imports to increase along

development, and level of technology.

availability of natural resources has its own impact

on the inflow of imports. As it is well-known that though

for some natural resources like bauxite, iron ore, coal

ctc. we 8re self-sufficient and also €xporting some of the
m'



éUt fo# nEe metals, crude o1l €tC. our economy

is deficient. iost of the industries use natuyral resoyre
&5 raw materials so as to uhh those qgn existing c&paci;1 )
as well as to mect the demand for imports of those ’

resouyrces, which are not available indigenously —
’ ome

necessary.
Above all, those factors which can influence the
pattern as well as inflow of imports during this period

are, namely, relative prices, rate of exChange, grpss
]

national product, foreign exchange reserves, foreion ajg

and varioys trade control measures.

Relative Prices and Imports

Over all, as imports are fluctuating in India over

the period, the average propensity to import is falling

between 1370 and 1972. In 1973-74, imports increaseq

primarily because of three-fold increase in the valye of

imported crude oil as a result of QPEC action. The

structure of industrial output has also undergone Perceptibhle

Items such as chemical goods, basic metals,

change.
electrical engineering products, transport equipment and

machinery have increased their share in total industriay

Also import availability ratio has fallep for

production.
steel ingotS: copper, zinc, nitro-fertilizer, amaoniym

newsprint paper and paper board and machine tools

sulphate,
and many other items,



I&F{-/'

Relative prices in a planned import Substituting
economy play an important role in defining ang determining
imports by working as indicators of pull and push between

domestic ana forelign markets, Relative prices, appear as

a significant explanatory variables in Indian import

function., In other words relative prices indicate the

relative strength of domestic goods to compete with foreign

goods in domestic market.

Quite a few studies have been made to measure the

role of relative prices in Indian import demand. In earlier

studies of the Indian economy, the relative prices of
domestically produced goods and imported goods were either
ignored or found statistically non-significant in the

sg -regative import functions. Narasimhan' (1950) ignored
relative prices in studying India's foreign trade flows

mpecayse of the predominance in imports or consumer goods

which could not be produced at home". dggarwala® (1970)

used relative prices in import function but found them

statistically insignificant. He ignored price variable in
the import function for investmént goods as "most of capita]

goods were not substitutable with home goods"”. An

interestingz study of relative price is made in Kanta
b=

—

N. (1956), A Short Term Planning Model
orth Hollana Co.

1, Narasimhé ,
for India, N
n. (1970), An Econometric Model of India

s Agsaryﬁl.Frank Cass end Co., Ltd.

12#5-61.




Marwah® (1970) and elaborated in Marwah (1972). However,
she also fails to note the impact of the relative strength
of domestic and import prices on the import of important
categories of goods such as transport and equipment,

mineral - fuels and crude materials,

But the recent study made by 0,P, Sharmab and

S.K. Patels, on the other hand, showed that variable based
on the ratio of domestic and import prices is an important

and highly significant explanatory variable in India's

import functions., Both have disag:.regated the total
imports into various comuodity classes according to
standard International Trade Classification. 0.P. Sharma's

study is based on annual ooservation while S.K, Patel has

taken quarterly import functions,

Marwah viewed that the relative price variaple
based on the ratio of domestic and Import prices, entered
into import relationship showing import suybstitution,

conforming to Marwah's views, Sharma and Patel, also

concluded that their results indicate the relative Strength

of the domestic goods to compete with foreign goods in

the domestic market. But, if we closely watch the working

3. sarwan, K. (1972), "An Econometric Model of India ;
" Estimating Prices, Their Role and Sources of Change"
Indian_kconomic Review, April, pp. 53-85. v
sharma, .P- (1975). "Foreign Trade and Relative Pprs
i fsaan Imgort Substitution Economy",. Indian kconomic rees
Journal, January-March, pp. 201-214, — —_—
. 5,K. (1976), "Relative Prices in Indian

5. ?ﬁ;giion". The Indian kconomic Journal, April_Jiﬁgort
’

p. 381.




TASLi VI.1 : Relative Price ang Imports: 1961.74

(1970 = 100)
iod | Jmi, g /M imors
price (P) (PM)
1961 57.9 66 86 67
1962 57.9 63 93 69
1963 60.2 65 92 75
1964 66.5 66 100 82
1965 71.9 &9 104 86
1966 80.5 87 93 118
1967 92.6 103 90 123
1768 2.2 97 95 117
1969 .2 101 93 37
1970 100.0 100 100 100
1971 103.9 99 105 112
1972 112.0 101 111 114
1973 133.1 132 101 188
1974 169.8 206 8z 273
1975 172, 5 253 68 316

source: International Monetary Fund, International
Financial Statistics, Voluyme XXX, No. 35,

flay 1977.
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of the Indian economy, suCh ¢casyal observation lack
insight. Table VI.1 shows the import price as well as

domestic wholesale prices since 1961.75,

From the table it is clear that import price
general index was all the time higher than the domestic
wholesale price general index exceot in 1971 and 1972,
when it was lower than the later. In 1871 and 1972
domestic wholesale price was higher because of Bangladesh
wWar and inflow of crores of people who took shelter in
India. In 1973 tne iwport price index almost caught up
with the wholesale price index. dub iawports (quantity
index), despite higher import prices regative to domestic

price, increased continuously. Unly in 1968 and 1963

tney were 117 and 97 respectively (1970 = 100}. Again
this fall was due to 'green revolution of 1367-69', which

reduced imports of food grains. A steady increase of

{mport quantum, along With import prices over wholesale

prices, indicates that in India imports are price
inelastic and price as 2 causal variable, is not
significant,

1f we closely watch the working of the Indien

economy, then significance of relative prices will become

clearer,
In India, it seems that actual lmports are primarily
rminea not by propensity to import, but by the capacity

dete

to import which is determined by the foreign €xchange



position, Out of the necessity to keep the imports

within the limit of foreign exchange availabilities
]
Indian imports were directly regulated through import and

exchange restrictions. Moreover, import controls ang

licensing procedures in India were such that substituytion
between imported goods and domestically produced goods

due to price and quality differences became quite

irrelevant. Foreign competition was ruyled out becayse of

the principle of 'iundigenous availability': every item of
indigenous production, no mattér how much its cost of
production exceeded the landed ¢.i.1, price, was automati-

caliy prohipited froam imports. Such policies necessarily

interfered with the inflow of competitive imports.

Further most imports were price-inelastic.v This

was so because major imports included food, machinery, ang

jntermediary goods. No operational freedom on price

variable is availadle on these 'maintenance and life

saving imports', which are essential and non-substitutable

by home production,.

Moreover, 20 to 25 per cent of total imports were

ef fected under tied foreign loans and grants.

However, despite all these facts, it would be wrong

to c.u.clude that Indian imports were acsolutely independent

J.N. and Desai, P. (1970), Planning for

. o i
0. ?233:€ﬁié;;§ation. London, pp. 325-26.

R i

7. As per our estimates, elascicitlies of demand for
. impgrts were during the period +0.08, (See Table sl
Chgp‘ber V) .



of import prices. The direct effect of import licensing
and the import quotas is on the levels and commodity
composition of imports, and firmwise allocation of imports;
wnile the indirect effects of this policy are found on

the scarcity conditions and the market imperfections

crratea by these controls, permit premium element in the
aomesticC prices.

Once the allocators and committees hnand out licences
and guotas theBe are redistributed in 'bazzars' at will.

So that whatever 'rationality' they have been avble to
impose 0. the aliocation is soon Suvamped by the pressures

of the market oplace. The shifts in the relative price

structure so introduced would in turn influence the

allocation of resources and heénce the level and pattern of

jmports along with those of domestic production and exports.

The divergence between the domestic market price

and international price consists of tariffs, transport cost

and premie. Higher the domestic price relative to import

price inclusive of tarif{f duties, higher would be the

premium rates, waich would induce the industrialists and
traders to manage higher amount of imports. Along with

the limitations of allocational principles and procedyre,

corruption and malpractices in the administration made jt

—

——'—-—'——/
(1973}, "Controls and the current situation .

A. . .
8. sShourl, & % i e hounds run", Economic and Political

' ot le
:2gkgy. Auzust, p. 1477,




possible for them to secure higher amounts of imports
ana earn handsome and quick pr'ofits.9 Lower the
domestic price relative to import price, inclusive of
tariff lower the imports would be effected and the use

of domestic goods is encouraged, because of lower premium

rates,

Higner unit vaiues ol imports would also decrease
the relative prices, If the import prices, either as a
resuit ot faulty marketing policy or owing to inter-
national developments. are higher, only lower level of
imports would be possible with the available foreign
exchange., On the other hand lower unit values of imports
will increase imports via increased puyrchasing power,

GNP and Imports

By GNP or national income, we mean the income
received by the different factors of production from the

production and sale of goods and services that these

factor produce. Thus in a closed economy national income

is
Y::C-fI-i-Cl

where Y is netional income, C is private consumption

expenditure, I is gross-private-investment expendityre

9. shouri, #. (1373), "Controls and the current situat -
Why not let the houwnds run", Economic and Politicalion

weekly, August, p. 1469.




and G 1s Government expenditure on goods and services,
Thus, for any given time period, the total national income

end expenditure should be identical.

3ut 1in real sense not a single economy is closed,
All the econpomies are open as exports and imports of goods
and services take place, Since, in an open econcmy,

national income (GNP) are equal

Y = C+I+G+ X~ M

where C, I ana G now include expenditure on both domesti-

cally produced and imported goods and services ana 'X!

and 'M! refer to exports and imports respectively,

According to this equation higher the imports, lower will

or vice versa, ceteris paribus.

be the GNP,

But in actysl sense lmports as an input into our

economy affect directly the capital formation and

indirectly income., In addition to their direct effect on

investment, imports can influence surplus labour utili.

sation, improvement in the domestic technologies,

activation of idle components of factor endowments in the

form of natural resources and produycing an "international

demonstration effect! on entEeépreneurship and management

at home., Thus imports by influencing directly investment

af fect the nationsal income, on the one hand, and are being

af fected by the rate of change of GNP on the other, If

other things remain unchanged (such as ilmport price,

Gomestic price, tastes, commercial policy, transportation



TiadLk VI.2 : Relationship between Import and GNP
Period Imports# 7 Change GNP % change
(Rs. over (Rs. over
crores) previous crores) previous
year year
1961-62 1720 - 2.8 14799 + 5.7
1962-63 1783 + 3.8 15727 + 6.28
1963-64 1927 + 8.1 17928 +14.3
1964-65 2126 +10.3 21113 + 124
1965-66 2218 v b3 21866 + 3.4
1966-67 2078 - 543 25250 +15,5
1967-68 2008 - 3ok 29612 +17.2
1968-69 1909 - 4.9 30293 + 2,1
1969-70 1582 -17.1 33521 +10.8
1970-71 1034 ¥ 3wl 36568 + 9.1
1971-72 1825 +11,7 38620 + 5.6
1972-73 1867 + 2.3 42136 + 9.1
1973-74 2955 +58.3 52195 +23.8
197475 4519 +52.9 61551 +17.9
197576 5159 +14.3 64168 + 4.3

+ Increase

- Decrease
* In post-devaluation rate

Source:

Import data from Government of India, Economic

Survey.

Data on GNP

from C.S.0., Monthly Abstract of

Statistics , July 1977.
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cost ete.), imports will increase with the increase in

national income or vice versa if the marginal Propensity

to import will pe above average Propensity. Here we alLsop

rule out the possibility of inferior go0ds, where

expenditure on imports will fall with increase in income

assuming that all imported goods are Superior,

The marginal propensity to import will depend -

the nature of goods demanded and their relative prices:

and the average propensity to import will depengd on the

economic size of the country and the degree to which its

overall needs can be satisfied domestically,

Another way of looking at the relation between

imports ana income is in terms of the income elasticity

of demand for imports., The higher the elasticity, the

greater will be the demand for imports with a certajip

rise in income,

To see the relation between GNP and imports in

Indis during the period 1961-75, Table VI,2 has been
From the Table it is clear that national incope

prepared,
over the period has increased by 339% and imports payments

On this basis 1t can be said that nationa)

by about 155%.
income and imports are related to each other,

of marginal propénsity to import over this period {s 0. 55

Averagesg

i.e. for 1% increase in income there was 0.55 per cent

jncrease in imports,



Since economic development is in {initial Stages
dependent on imports, the rate and pattern of development
must have its effect upon the pattern of imports and vice

versa, The process of development involves structyral

changes in the economy (that is, differences in the rates
of growtn of ditferent sectors o the economy), and this
ngturally inf'luences the pattérn of imports, while there
is consideraple variation in the plans of development

adoptea by different countries, there is a broad yniform

pattern in the relative rates of growth of various sectors

associatea with development. This will be clear from an

analysis of the relative shares of economic sectars viz,,

primary, industrial and tertiary activities of different

national economies,

An analysis of the data for 62 countries 0 Shows

that as income increases the share of primary production

in the gross product falls while that of the remaining

sectors increases, Of the latter, the increase in

manuf acturing is the highest, followed by construction,
The rise in manufacturing,

transport, and other services.
increases from aboutv 12% of national product in the

cuse of countries with & per cupita income oi $100 to
about 33 per cent where the level of per capité income

is $1000. It is a long standing observation that as

H.3. (1960), "Pattern of Industrial Growth",
Septo ] ppa 635-011'1".

10. Chenesy,
American kconomist Reserves,



income increases the demand for manufactyred 20ods

increases more than proportionally. Consequently the

imports of maChinery ana equipment will also increase but
if these requirements are met by indigenous supply then
the demand for raw materials will increase which will be

met by imports. BSut in the restricted trade economy, if
’

the imports will not be allowed, this situation either

curtails the exports or will create inflationary conditions

which will further restrict the growth of the economy in

real sense,
A closer examination of the data shows that though

there is positive relationship between GNP and imports
it does not vary in the same proportion, the proportion
of imports to GNP was between 5 to 6% during Third Five

Year Plan, while during the Fourth Five Year Plan it was

slightly less at petween 4.5 to Op.

There have been occasions when the rise in national

income has been accompanied by a decline in the level of

imports as heppened during the annual plans i,e. 1960-67,
1967-66 and 1968-69 and in 1961-62 and 1969-70. This can

be explained by the characteristics of imports which

included aoout 1/4 of food.

There 1s a special feature of the relationship
taken into

between imports and national income which may be

assessing the significance of imports to

account while
India is primarily an agricultural

national income,



I ib

country ana the agricultural output accounts for about

half the national income of India. Moreover, the population

in India has been growing fast, and in spite of the great
emphasis laid on agricultural development in the country
self-sufficiency in food has not yet been achieved, Apart
from this, the yield in agricultural sector is considerably
dependent upon the monsoon and other natural circumstances,
On occasions, the monsgon ha$ failed, and drought conditions
have prevailed in different parts of the country. These

have adversely afrected the level of national income and

have accentuated the need for food imports. As will be

seen from Table III.3 the level of food imports declined
in the years 1961-62, 1968-69, 1369-70, due to satisfactory

production of food grains, which was also responsible for

the increase in national income in those years. Whenever
L]

as in 1965, 1906, 1370, 1471, the mensoon failed and the

agriCultul"al crops were damaged due to one or other I‘BaSQn,
there was a decline in national income and increase in

food imports.
But in 1965-67, in spiteé of increase in food imports
which were about 10.4 million tornes and 8.7 million tonnes

in 1966 and 1267 respectively there was an increase in
GNP and fall in overall imports, This adverse relationship

ue to industrial recession in India which reduced

was d
n and non-ferroys metals, machinery and

imports of ire
uels, lubricants and related

transport equipment, mineral £

materials and raw cotton.



Rate of Exchange ana Imports

Basic of all foreign transactions is the rate of

exchange which is price of one currency in terms of anorher

currency. It can be defined as the number of units of

one currency that will oe exchanged for one ynit or a given

number of units of another currency,

The recent past has witnessed a succession of

convylsions in the forelgn exchange market., The System

of fixed parities evolved at Bretton Woods which was held

sacrosanct for over two decades, began to fall apart, J¢

was ultimately given a goodbye in the Smithsonisn agreement

of 1971 which itself proved 1lnadequate to tackle the basic

causes of the exchange crisis. The major countries of the

world adopted floating exchange rates,

EBxchanze Rate of the Rupee

During the period of the operation of Bretton Woods

system of exchange rates, the par value of the rupee was

declarea in terms of gold. The Reserve Bank or India

maintainea the par value of the rupee within the permitteq

margin of 1 per cent above ana oelow the pegged rate
The

using pound sterling as the intervention currency.
value of rupee was fixed at 0.268601 grains of fine gold,
30.225 U.S. cents or KS.4.76 = 1 in terms of American

dollar and 1s.6d in terms of pound sterling or f1 = Rs, 13.33.

The Indian rupee was devalued in 3eptember 1949 not

becayse there was any inherent weekness in the value of the



rupee or because the Reserve Bank was finding it impossible
to maintain its exchange value but beczuse the British
Government decided to devalue the £ sterlinz by 30.5% so
did India. Since the devaluation of rupee on 18th
September, 1949 the par value of rupee was fixed at
0.186021 grawns of fine gold and 21,00 U.S. cents,

After a lapse of about 17 years, the rupee was

agaln devalued on 6th June, 1966. Tne defaluation done

was of the substantial order of 36.5 per cent, The new

exchange value of the rupee in terms of gold was fixed at

0.118ih07 grainms as against 0, 186021 grdins. In terms of

the U.S. doliar, revised parity was Rs.1 = 13% cents or

Rs.7.50 = 1 U.S. dollar, Similarly the parity for sterling

was revised to £1 = Rs.21,00 (against Rs.13.33).

But with the devaluyation of pound sterling on
November 18, 1967 by 14.3 per cent, the new exchange rate,

one pound became equal to Rs.18 instead of Rs.21 as

hitherto,
With the breakdown of the Bretton Woods system in

August 1971 and the subsequent floating of the major

currencies, the rupee was pegged to the U.S5. dollar, at

of the re-alignment of the currencies in December, 1971
the rupee was de-linked from the y,S. dollar ana linked
with pound sterling. The exchange rate of sterling was

fixed in terms of the U.S. dollar, so also indirectly with

other currencies.
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With the devaluation of U.S. dollar in terms of
gold by 1.9 per cent on the 18th December, 1971, the n
3 ew
rupee-dollar exchange rate was fixed at Rs,7.279 against
. - nS

the earlier rate of Rs.7.50 per dollar., The Indian r
up ee

thus appreciated by 3.03 per cent. In addition, as a
¥

resylt of devaluation the Union Government fixed on

Decemoer 20, 1971, the rupee-sterling rate at Rs, 18 9677

per pound sterling making revaluation of pound sterlin
&

in terme of the rupee by about 5 pér cent. As Indian

rupee continued to be pegged to pound sterling until

Septemper 1975, During the period June 1972 to september
’

1975, rupee fluctusted along with pound sterling and aboyt

2%% depreci&ation took place in pound sterling due to its

weak position, so also happened with Indian ruypee. The

effective trade weighted depreciation of the rupee was as

much as 18 per cent by September, 1975 from Smithsonian

level,

on September 25, 1975, therefore, the rupee was

linked with a basket of currencies, The external value of

the rupee is now determined by the market value of the

units of the various currencies included in the Sasket.

The over-valuation or under-valuation of currency

ootn have their effect on the inflow of imports.

Theoretically over-valuation of currency will LRETRane

the inflow of imports. But in view of severe restrictive
tyoes-tariff regulations, import quotas,

measyres of all
internal levies etc. - it is difficult

exchange rationing,



to expand the imports to any appreciable extent. However
?

it can't be denied that over-valuation of currency led t
0

various unauthorised practices for obtaining banned good
oods

through smuggling, under-invoicing of exports and over

invoicing of imports. The backdoor effects of price

differentials and exchange rate over.valustion on fHnort
s

can be found to be reflected in high prices of import

licences,
Moreover, the medium of import through unauthorised

channels, provides another incentives to the importers 1
n
the form of saving of import duty.

Over-valuation of currency makes e€xports costly

All the licences are not traded, even those not traded

carry a premium and the cost of such premiums are ref)]ected
back in high prices of goods to uSers both as final

consumption or as intermediate inputs.

According to an estimate made by Prof. Shenoy at

the overall rate of 75% of sych imports in pri¥ate trade

the windfall gains on private sector imports for the year

which are cahsed in parts

1963-64 comes to Rs.400 crores,
sales of imported goods and the

through sales of licences,
profit of the unit

rest being absorbed in the general

1
importing.1

Indian Planning and Eggnomic
140.

11. Shenoy, 3.R. (1963},
pevelopment, sombay, p-



The Santhanam Committee has also confirmed the

same view regarding over valustion of currency

Un the other hand uynder-valuation of ¢urrency making

import costlier will check the illegal practices and the
inflow of imp rts, But the inflow of imports primarily

depends on the elasticity of demand for the goods imported

To see tne impact of variation in rate of exchange

in Indian context, imports figures of U.S5.A., U.s.s R

Japan end U.K. have been teken., (To check the hypothesis

the higher the uynits of our currency we have to exchange

for one unit o. othér currency, the lower will be the

imports.)

U.S.A. 1s one of the most important trading partners

In 1948-49, India's trade deficit with y,s, 4, was

of India.
of the order of Rs.48 crores with imports at Rs. 109 crores

and exports at Rs.71 crores, As a result of the
depreciation of rupee in terms of dollar in September 1943,

India exports became cheaper to U.S.A. while imports from
U.S.A., became costlier., To some extent this policy proved
helpful and reduced trade deficit in 1949-50 to Rs.16 crores
and later to Rs.5 crores (1950-51)., wooth €xports and imports

increased during the supbsequent years of devaluation.

Export poosted not only because of becoming cheaper but dye
(Here it is difficult to find out the

to Korean war boom,
On the other

poom in exports dué to Korean war boom. )
hand, in spite of increasing the cost of imported goods



Cotal imports from U, S, A, increased from Rs 98 ¢
_ | . rores
in 1949-50 to Rs.120 crores and Rs.295 crores in 1
| n 1950-51
and 1951-52. This increase was due to imports of r
2od

grains which was necessitated d

u€ to slump in i

agricultyral

production despite restrictive import policy towarg a
yards
ca. ollar

Tne depreciation of rupee valye by 36.5% in 1946
again made Indian goods cheaper by 67.5% ang imports
costly by the same extent in terms of foreign currencies
But this again could not check the imports, India's |
imports payments increased by 33% and 9% in 1966-67 and

1967-65. Thougn in 196469 there was a reduction of 25. 84
- G7

which was followed by another reduction ot 1970-71 by 18
70,
But this decline was not to theé extent of devaluation

(which was 57.5/% and this was only half of that), ang in

1967-68 there was boom in import bill. Imports mainly
are

in commodities and comprise food grains, raw cotton
P

fertilizers, machinery and equipment, Dye to their

development and life saving cheracter, imports could not

be reduced, The fall of imports in 1968-69 and following
account of reducéd quantity of food grains

years were oi
s in 1965 and 1967, which also

because oi good harvest
o imports of raw cotton etc. and not because of

redyced th
ollar in terms of rupee.

higher value of d
as & result of devaluation of dollar in 1971 ang
upee in teras of dollar was appreciateq, |,

1973, the T

1970-71, 1ndi
with imports at

a's trade deficit was of wne order of Rs 205
RS.453 Crores and exports at Rs 207

crores,



TASLe VI.3

India's Trade with U, S. 4.

196175

{Rupees in crores)

(Various issues).

Years Export Imports Percentage
variation in
imports over
previous year

1961-62 116 265

1962-63 114 347 +36. 1

1963-64 130 L50 +29.7

1964-65 147 510 «13.3

1965-66 148 935 + 4.9

196667 205 712 +33.1

1367-68 207 777 + 9.1

1968-69 234 575 _25.8

1969-70 233 467 _18.7

1970-71 207 453 - 3.0

1971-72 263 419 - 7.5

1972-73 276 234 “hho

1973-74 3L6 498 +112.8

1974-75 375 729 +6b o4

1975-76 508 1270 +74.,2

- + Increase
. Decrease
souyrce; Reserve Bank of India, Monthly Bulletin



crores. Due to appreciation of rupee, the Indian exports

bécame dearer while its imports from U.S,4. became Cheaper,
But from Table VI.3 it is clear that in 1971-72 the
situation was different as was expected, The eXport
increased from Rs. 207 crores in 1970-71 to Rs. 263 crores
in 13971-.72, while imports fell down from Rs.453 crores in
1970-71 to Rs.419 crores in 1971.72y a fall of 7.5%. The

causes for this fall were the improvement in food greins

production and the suspension of U.S. aid in 1971
following the Bangladesh war. As we know that most of our
imports were based on the extent of foreign aid which was
oi' tied character either sourceé-tied or project-tied, The
suspension of aid did not aitlow India to import more fron

U.S.4., aespite their competitive position or cneaper
goods for Indians,

The other important country is Japan, which increaseq

its share in India's trade from Rs.17 crores {imports and

exports) in 1948-49 to Rs.136 crores in 1965-66. This time

Japan occypied the second place. Since 1966 devaluation

of rupee, till 1977, Indian rupee is going on depreciategq

in terms of yen. This happened as yen is appreciated in
terms of dollar, pound sterling in 1971 and 1973, also dye

to dollar devaluation and floating of pound sterling. As

Indian rupee was linked to pound-sterling, yen also

appreciated in terams of rupee. Yen, since 196o has been

upvéalued - continuously making Japanese imports costlier
in Indian market. But this increase in cost could not



TABLE VI.7 : India's Trade with Japan 1961.76

( Rupees in crores)

Tears Export Imports Percentage
variation of
imports over
previous year

196162 b1 59

1962-63 33 65 #1042

1963-64 59 66 + 1.5

1964-65 61 78 +18,2

1965-66 57 79 + 1,2

1966-67 101 99 +25,1

1967-68 136 108 + 3.1

1368-69 158 115 + 6.5

1969-70 179 67 ~41.8
1970-71 203 83 +23.9
1971-72 182 162 +35.3
1972-73 217 179 +10.5
1973-74 359 260 +45.2
197475 285 453 +74,2
1975-76 L27 355 «-21.6

+ lngcrease

- pDecrease

Source: Reserve Bank of India, Monthly Bulletin
(Various issuyes).




affect the flow of goods from Janap, Table VI.4 gives

the clear picture of the flow of imports since 1961 411
time imports from Japan have increased except in 19;9 ;o
From 1961-.75 iwmports increased oy 67%. Thus statisti;s |
showea a reverse relation between import and eéxchange rate
The main items from Japan are m&Chinery ang €quipment , raw'
waterial like steel which are price inelastic in nature,

AS a result of economic need and their thuracteryatys

imports coula not be checked by changing rate o exch
ange,

U.K. was the important trading partner of India in

the past, But today itself it accounted fourth place .
. 3

Indian rupee was linked to pound Sterling until 1975 3¢
is interesting to see the affect of rate of exchange on
Since 1966, there was ngo change in

imports fram U.K.
But with 1984

exchange rate of pound sterling and ruypee.

devaluation the pound sterling was appreciated in terms of

rupee by 57.5% but with 1967 devaluation of pound sterling

oy 14.3%, the new exchange rate appreciated rupee and was

35.18 in spite of £1 = R5¢13. 33 before 1960 devaluation.

£1 =
Imports after this new parity declined by 2%1.4% and 1,9,

in 1968-69, 1969-70. But again picked up in 1970-71 by
23.3%. So there was a temporary effect of this change,

In 1971 also pound sterling was appreciated by 5.7%,

as not effective as in spite of an expected fall

But this W
7% - & high rise

in imports, they increased at a rate of

was witnessed in the year 1971-72,

Indian currency was linked to sterling since
was

independence (except for few months of 1971) but it



TABLL VI.5 : India's Trade with U.K. 1961-76

{ Rupees in crores)

Years Expor
port Imports Sziigﬂgggg B
imports over
previous year
196 1-62 161 200
1962-63 163 186 - 7.0
1963-64 164 171 - 8.0
1964-65 167 164 - 41
1965-66 140 149 - 9.1
1966467 132 154 + 3.3
1967-68 229 163 + 5.8
1968-69 201 128 ~21.4
1969- 70 165 103 - 1.9
1970-71 170 127 £23.3
1971-72 169 221 +7h .0
1972-73 173 237 + 7.9
1973-74 263 252 + 6,3
1974-75 307 213 ~-15.8
1975-76 LOAL 268 +25.8
+ Increase
- Decrease
y Buylletin

Source:

Reserve Ban of Indig, Monthl

[Various issues)




delinked in September 1975. Since then Indian rupee has
appreciated to a quite remarkable extent and in the month

of February rate was about Rs.15 to pound-sterlings
[~

Again in case of U.K. also, like Japan and U.S. A,
rate of exchange does not prove a factor which can affect
the imports, due to nature of aid and inelastic nature of
imported goods (Table VI.5). Further, Government through
its tariff pclicy can eliminate the effect, As after
1966 devaluation, import duty on some items was reduced

and export duty increased to €liminate fyll effect

Rupee-Roudble Zxchange Rate

The exchange rate between the Indian rypee and the

Russian rouble is officially determined by the golg content

of the two currencies, 1In legal terms gold content of

these currencies has remained constant for the past several

years, With the breakdown of the Bretton Woods system

in 1971, and with major world currencies floeting, the
of ficial gola ccntent of all the world currencies has become

a fiction, This is true of the rouble also and particularly
so becayse the exchange rate of the Russian currency vis.p.

vis other major world currencies is determined by the

Soviet authorities to sult the exigencies of thélr foreign

trade.

The Soviet Union is not & member of the IMF nor jis

the exchange rate of its currency governed by tne market
on the other

forces in world currency market. The rupee,



hand is a member of th  floating international Currency

So the rate of exchange of rupee with rogble is decided

in an arbitrary menner according to the requirement of

the Soviet trade,

As long as rupee was on the fixed exchange rate
System the Soviet Union dia not raise any question aboyt

the rupee roublec exchange rate waich was fixed at

12 roubles to 100 ruypees or a rouble was worth Rs.8.33

But with the advent of the floating rate system in

December 1971, tne Soviet Undon raised the rate to 11.39

roubles per 100 rupees or 1 rouble = 8.78 rupees, The

Soviet authorities have explained that the devaluation

of rupee vis-a-vis the rouble relatéd to only non-commercia]

transactions and that this should not adversely affect

Indo-Soviet trede.

Indian rupee has been devalued against rouble to

the extent of 27.8 per cent. The rouble revaluation has

been more frequent since October 1974 when the State Bank

of Russia started fixing unilaterally new parity rates

Thus tne exchange rate which was Rs. 100 to

every month.
12

12 roubles in Decemoer is now (1975) Rs.100 to 8.60 roubles,

12. Commerce, March 22, 1975, p. 401,



TABLE VI.6 : India's Trade with U.S.S.R. 1961-76
(Rupees in crores)
Years Export Imports Percentage
YRDAFEE DNEE
previous year
1961-62 32 40
1962-63 38 57 b7.5
196 3-64 52 68 +15.2
1964-65 76 79 +16.2
1965-66 93 83 + 541
1966-67 116 106 +27.7
1967-68 122 111 * Bi'?
1968-69 148 185 +66.6
1969~ 70 176 171 = a5
1970-71 210 106 «=38.0
1971-72 209 87 -17.9
1972-73 305 114 +30.8
1373-74 286 255 +123,7
1374-75 418 402 +57.6
1975~ 76 413 296 -2.3
+Increase
- pecrease

Source: Reserve Bank of India, Monthly Bulletin

yarious issu€es)




Impact on Imports

Though rouvie is revaluyed against Indian Tupee
since 1371, yet our imports from U.S.8.R. increaseg
Steaally from Rs.106 crores in 1970-71 to Rs.402 crores
in 1374-75, which was followed by a decline of Rs,. 236
crores in 1975-76. Our imports from y, s, s, R, increased
due to rupee payment agreement where we nave to pay
throygh exports (which increased ouyr €Xports also),
Further, U.S,A.'s withdrawal of aid on politica] reasons

helped in boosting U.S.S.R's import-exports in oyr hresds

Rate of exchange as far as rouble is concerneg
again proved ineffective due to its payments sgreement ang

our dependence on imports which is price inelastic,

Foreign Exchange Reserves and Imports

Reserve position of a country concerns to the

international liquidity of a currency. It is not only 4

predominantly liquid means of payments but also represent

a steore of value. It is an index of a country's solvancy

in the world market,

In a developing country such as India, where dye to

industrialisation process imports remains higher than

foreign exchange reserves position plays a key

exports,
role in determining the pattern and level of imports. An

adeguate stock of foreign exchange enable a country to
jmport whatever she needed and wanted. But if there is
the country has to decide on

shaortage of foreign exchange,



priority basis what to import or what not to import
Now tne question arises, what is the adequate level of

reserves. Let uys first consider the criteria of reserve

adequacy for a single country. The "need" for reserves

depends upon the magnitude, duration, ang distribution

of expected futyre deficits in the balance of payments.

These imbalances are dependent, in turn, on the underlying

forces affecting
the speed and effectiveness with which the ad justment

With pegeed

the current and capital accounts and

mechanism functions in correcting imbalances,
exchange rates that are meant to be changed at only
infrequent intervals when theére exist a "fundament 1
disequilibrium”, the dispersion of expected deficit is
especially important, over some given period of time,
assuming fluctuations, the méan expected deficit shoyld

be zero. If it is not the case, there exists a structyra}
disequilibrium which needs correction by means other than

the use of reserves.

Reserve adequacy need be looked into from an angle

of welfare. The opportunity ¢ost of alternative investment
should be compared with the yleld on reserves from exchange

rate stability and minimisation of domestic adjustment
costs, abstracting from any interest returns from reserves

held. but there are difficulties in translating this into
4

precise measurement, An alternative criterion for JUdging
reserve adequacy is to look at how the authorities have

actually pehaved 1n given circumstances with respect to

their reserve levels and policies for adjustment,



As 8 practical quantitative measyre of reserve

; : 1
agdequacy Triffin 3 has suggested the reservye import rati
0'

Triffin examined the eexperience of Countries whose ratios
had fallen below 10% and found their situation had been
desperate, and below a ratio of 30% coyntries had felg
compelled to adjust, Hence he conclyded g 35% ratio was

close to the minimum szfe level, Machlup1h worked out
u

average ratio of reserves to imports, 1961-65 for 14
industrial countries to be 62.4% as weighted by size of

imports, Reserves have also been considered ip relation
to trade deficits and balance of payments deficits

One general conclusion that must be drawn frog the
above discussion is that ddequacy of reserves cannot be

judgea in & vacuum ana that adequacy of reserves ig always

relaved to the inherent economic strengtn of & Sountry ang

the way it conducts its economic and monetary affajprs arig
is affected by efficieancy of the prevailing internationa)

credit system and the reality of the existing exchange

rate,
Let uys try to a2pply theSe measyres to Indian data

and see 1f we can throw some light on the Government of
India's policy to liberalise imperts, following a substantia]

increase in reserves in 1976-77 compared to our average
Looking to figures given in

reser
—_——————-————-‘"-"‘—‘_- e ———
g, (1901),"Gold and the Dollar Crisis", New

13, Triffin, o University Press.

Haven's
(1972), ¥The Alignwent of roreign Ex
don, Pail.Mali Press, Ehgggg

14. Machlup, ©°*
Rates lt’ Lon



TASLE VI.?7 : India's Foreign ExXchance
Rese
{exeluding Gold and Spher osslves

percentage of India's imoort
the same year TEaTER of

Period Percentage
197172 26.3%
1972-73 25.6%
1973~ 74 19.6%
1974-75 13.5%
1975.76 28. %%
197677 65. 7%

*Gold is excluded since to use our gold
reserves in a contingency we have to
change the law, which 1s time consuming,
and hence not readily aveaeilable, SDRS
are excluyded because we do not know how
many and which other countries might be
needing these from the IMF, and it is
possible they are not readily available

at a time we need them.

Source: Government of India, Econcmic 3urvey,
1976- 77,
For Import figures, Reserve Bank of

India, Bulletin, 1977.



TABLE VI.8 : India's Foreign Exchange Reserves

_(Rupees in crares)

e exchange T DEBYLAE Jaas
including gold

1950-51 Q. y

1955-56 134. 9

1961-62 179.5 _ 2
1962-63 177.3 -1
1963-64 188.0 . b
1964-65 115.9 -15
1965-66 182.1 +19
1966-67 295.9 +61
1967-68 356. 1 +12

196 8-69 394, 2 + 7
1969-70 546, 4 +26
1970~ 71 £38.1 -15
1971-72 4L80. b + 7
1972-.73 478.9 -0t
1973-74 580. 8 +13
197475 610.5 + 3
1975-76 1491, 7 +112
1976-77 2863.0 +79

58 per 10 grammes

Gold is valued at Rs.53.
84,39 per 10 grammes

Note:
up to May 1766 #nd at Rs.
thereafter,

Souyrce: Reserve Bank of India, Report on Currency_and
Finance (Various issues)




Table VI.7, we find the average ratio of reserves (excludi
| uding
gold and SDRs) to imports during the period (1971-72 ¢
-72 to
1975-76) to be 22.8% which is only slightly above the

desperate situation of below 20% ang considerably belo
W

the 300 ratio compelling adjustment. It was far below th
€

35% ratio deemed for industrial countries as the minimym
safe level, while it may be argued that for developing
countries like India, the minimum safe level ratio shoylq
be lower than for industrial countries since the developine

countries are expected to receive aid from richer industrial
countries to tide over their reserve shortages, 8part from
the fact that "aid" ought to ¢cme does not actually come
when needea, a.aevéloping country like India is stil]

largely dependent on foreign exchangeé reserves, to tide

over its lean years of poor harvests, with reduced exports
!
and increased need for foreign exchange to pay for larger

need of food grains, and other raw materials,

Indiz is one of the those countries whose

reserves initially at the time of her indeépendence in

1947 were abnormally high. As shown in the Table VI, 8

reserves were drawn down to the rock bottom over the
Third Plan {1964-65, Rs.249.7 crores), the periodic

balance of payment crisis in the Third Plan had been met

by drawing from IMF. After the Third Plan, the devaluation

of rupee by 36.5% increased the reserves value by 57.5%

in rypee terms. 4s a result India's foreign exchange

reserves increased from Rs.<98 crores in 1965-66 to Rs.478

crores in 1960-67. Since then reserves are increasing



Steadily and in 1975.76 it reached Rs.16%74.2 crores

and it was estimated that during 1976-77 it will reach
an all time peaks of Rs.3010.6 crores, as Prof. Raj has
pointea out in an article on India's balance of payments,
the increase in reserves in these years was largely dye
to remittances from Indians abroad, particularly from
recent migrants to Kuwait and other Middie Bast oil-rich

countries. Due to uncertainty characteristics of aid and

increasea debt burden, our present reserves are not at

all excessive. Thougn our reseérves-imports ratio rose

abruptly to 63.7%, wnich, though large compared to oyr
average ratio of preceding years, was lower than Swiss

averages of 93.2% and United States ratio of 90,.6% for
1961-65 (vide Machlup - Table-I, p. 7).
As has been mentioned earlier that capacity tg

imports depends on reserves position of the¢ country,

Additional amount of reserves, place additional purchasing

power in the hands of the country and vice-versa, 4

shortage of foreign exchange reserves forced the
Government to c¢lamp restrictions on imports and payments
and comprehensive systems of foreign exchange budgeting
for the purpose of adjusting external payments to external

receipts. As in India the acute balence of payments
position ana drawal of reserves to the minimum level has
engendered a systém of import control involving close

scrutiny of foreign expenditure on esséntial items and



locally available equivalent items. Consequently —
? ortLs

of consumer goods has slashed down in Indian imports wh
wihere

raw materials and capital goods like machinery increased

Inport Control Measuyres and Imports

All imports into India are regulated by Liport, g

exchange control, The main purpose of these controls is

to conserve scarce fareign €xchange ana to ensyre its

utilisation for the iumport of goods and services whicp

have high national priority. The ultimate administrative

authority for the control of imports is vested in the

Ministry of Commerce which implements the control through

the Chief Coatroller of Imports and Exports. No goods sty

be imported without a valid licence or general permissjiop

to import.
Along with licences other tools of influencing
import pattern and inflow of imports, used by Government

are, import duty, trade and payment agreement and exchange

control.

Import duty has been used to curtalil the imports

of consuymer items,on the one hand, and, on the other, for

increased use of domestic productswhich are unable to meetg
the international competition, Different rates for

different commodities have beeéen levied,

Import duty is a tax levied upon a commodity when
A tax on imports

it enters the boundary of our country.



raises the prices of the commodity to the extent of the

rate in the country relative to the prices of domestic

products or other countries. Thuys uynder conditions of

limited exchange reserves and redyced Capacity to imports
)

tarifis have been used oa increasing scale to check inflow
of imports as to kecp up remunerative prices for new

import-suostituting domestic producers,

From 1962-63 onwards, lmport duties were ysed with

increasing frequency to curtail imports in favour of

domestic industrial production. The vast majority of these

tariff increases were selective and differential, although

some reliance was placed on across-the-board increases in

duties later in the period. In 13962-63, for example,

import duties were raised on some iron and steel items,

silk yarns, copra, cars and machine tools; but in 1963-64,
import duties further on machinery, raw cotton, rubber,

palm oil, iron and steel manuyfactures, mineral oils and

dyes were raised, In addition, a "regulatory duty" was

levied at 10 per cent ad valorem, but this came into

eftect only in 1305, In spite of this imports as a whole

jnereased in 1965-60 cver 1964-65 by 3.

In supplementary budget of 1965-66 the average rates

of nominal import duty on broad classes of commodities

were; 35% on plant and machinery, 15% on agricultural

machinery, 40% on basic industrial raw materials, 60% on
processed industrial raw materials, 100% on consumer goods

respectively. But with effect from 1966 devaluation,



TASLE VI.9 : Change in Import Duties as of
June o, 1966

(per cent)
Item Hre. Post.
devaluation devalyation
Iron and steel 63.6 49.6
Machinery 37.4 26. 1
Chemicals 37.6 25,1
Petroleuym products <04 .7 132.2
Raw cotton 12,9 3.2
gnrglﬁ;égé silk yarn 217,0 176.7
i M Bty 1 50.9
Cinematographic films 66.4 37.0
Spirits and liquors 537.8 929.6
Spices 68.3 -

Tobacco 1330.0 600.0
All others 67.0 57.1
Totel 53.9 37.6
N. (1976),

. . and Srinivasan, T.
Source: Bhagwatl, J'g Regimes and Economic Development :

Forelign Trad
-f-n_di 2, Po 96.




import duties for many items as iron ana steel, copper
’

etc. were curtailed to reduce the fyll effect of

devaluation (Table VI.9)., From time to time, in order to

give impetus to import substitution, the import duty was

raised, As in 1970 import duty on machinery was raised

from 27% per cent to 35 per cent ad valorem. To set up
industrial base, however, thosé machineries which were

required for the initial set up of projects or for an

expansion remained ynaf fected, The import duty on motor

vehicle parts, pharmaceuticals, cheémicals and non-

electrical instruments, apparatus and applainces increased

by 10 per cent ad velorem, The duty on certain plastic

materials and electrical resistance Wires we€re raised from

60 per cent to 100 per cent ad velorem.

Not oniy was there an increase, but some times

import duty was reduced. As in 1974, duty on computer ang

computer subsystem was reduced from 60 to 40 per cent along

with exemption of auxiliary as well as countervailing

duties to increase their lmports.

But most of the times increase in import duty was
For

to match the imported items ¥alu€ to domestic product.
example in 1976 import duty on steel was rajised from <20

per cent to 320 per cent.') “Imported stainless steel sheets

have been commanding high premia in the Indian market,

13. Budget Memorandum 1376-77, Speech of Finance Minjister.
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partly because of scarcity and partly because of g Lgpr
Ze

differential between the prices of imported and indige 1
nous Y

producec stainless steel sheets, I, therefore propose t
’ o

raise the import duty on this item fronp the present Léei

of 220 per cent to 320 per cent ad valorem and Propose to
increase import duty on stainless steel plates and strips
from 75% to 120%, and due to gap between international

price of copper and indigenous price, T propose to

increase import duty on copper from 40 to 100% ag valorem®

Thus import duty since 1961-62 has increased the

cost of imported items, Although it is difficult to

determine the effect of price changes on the volume of

(Firstly, import data in this fcrm is not

imports.
availaolie; ana secoandly, it depends on elasticities which

furtner depend on a variety ol factors.) But it seens

that import duty with a different rate has a powerfyl
The

repercussion in framing this pattern of imports.
other efrjcient tool is quota, where Government may directly

restrict the volume of permissible imports to a certain

Along with import duty, licences have been

maximum level,
issued for the imports of all items, specifying the limit

as well as the area for imports. From Table VI.10 it 1is
clear that the proportion of licences going to traders
(the estaolished importer licences) has steadily diminished
over 9 per cent of all licences {ssued in 1966-67 to

(from
less than 2 per cent in 1374-75), and the proportion going

directly to producers or the actual users has nox taken
over the bulk.



z ‘{ :}

F
urther share of capital goods licences is

usly increasing along with for raw materials
. To

continuo
role of state trading

re ef fective,

is continuousl
y increasing and in 1974
-75 gbout 1/3
share

make more licences Mmo

went to state trading.

Import lLicences, on the one hand, restricted the

essential items;
as not been possiole for us to

import -
p s of non on the cther led to increased

black marketing. It b
of thesc j{liegal tr
jtule doubt that Ui

quantify any ansactions in a meaningful
y existed widely.

put tnere is 1

manner,
in India quotas are use€a in all sectors, for &
mixture of reasons. Indi« has to develop new industries to
goods and believes that

produce sybstitutes for imported
plisned only upder 8 proteccive shield

high ones3, do not provide

this can pe accom

of import qu
ocal manuvf acturs
ws the l1evel

rice chang€ nor, gherefor® h
e excluded from the domest

Teriffs, even

r with the 38
of supply ana d
o much of a fo

ic mark et DY a

certainty.

otas.
ame degree of

emand response to

the 1

No one kno
reign comnodity

given

wmﬂdb
variff level.
Thus through licences pattern, 1evel and direction
s been shifved, 18 & way which will help in
lar comnodity cannot P¢

of imports ha

as any particu
cences jssued.

1ndustr1al;sat1;n
extenaed apove the capacilty of the 1i
Furtheér {upores have been profOundly 1u1Luaned by
s pil geral ana mulcilacerul grade agreements. In
ous =



our analysis of direction of India's imports we have seen

that our imports from East European couyntries multiplied

many times from almost a scratch. We have also made trade

agreements with other countries like U,S.4., Iran Iragq
b ’
Bangladesh, etc, for the import of rice, oil and chemicals

etc, Besides most of our imports, financed oy capital

imports, have been tied to project and as such they are not
muych different from bilateral trade in so far as the

capltal exporting country enters intc an agreement with

receiving country to spend such capital on purchase of some

snecified goods in the capital exporting country. Thus

these agreements affected the inflow of imports. For

example, India's agreement under PL 480 grant to buy wheat

from U.S.A, was responsible for boosting our imports of
food grains and total share of U.S.A. in our imports. Thuys

foreign aid alsoc played its role in determining imports,

Role oi Foreign Aid in the Context ol Imports in India

The foreign aia has its international character, By

nature, it is explicitly the transfer of real resources
On the other side

between countries on concessional basis.

the flow oi private foreign investment is motivated by
d does not

normal commercial calculus of profit and loss é&n
contain an elemeént of ald and concession by any criterion.
So in the present context we are considering only those aid
disbursements by Government or other official entities,

jtion is decided outside the normal commercial

whose dispos
frame of trade and investment.



TAdLE VI, 11 ¢

Share of Grants and Unti
_ ied i 1
bxternail Assistance credits 10

(value in crores of ruypees)

period g:tginal s gfsgﬁzgts Eggiff: % share
assistance of col. 1 ggegﬁgzed
to col. 1
Upto First pPlan 318 111 34,8 53,2 16.7
giging gecond 22573 253 11.2 " .
Dgrd.sp Third 4531 167 3.7 603 13.3
1966-67 1131 97 8.6 183 16.2
1907-63 1196 61 s 253 21.2
1968-69 903 65 T2 157 17.3
1969-70 856 26 3.0 196 22,9
1970-71 791 43 5.5 161 20.3
1971-72 834 51 0.1 178 21.3
1972-73 666 12 1.8 _78 41,7
1573~ 7 993 21 2.k L51 53.1
1974-75 1337 9k 7.0 648 4L8.5
1975-"70 1839 283 15.4 855 4L6.5
rTotal 17655 1284 7.3 4531 25,7
e
I1DA, Sweden, n g, 4. 8nd

«Comprise main
ny debt relief.

west Germa

Sourcée:

1y

Governia

loans from IBRU,

Zconomic Survey. 1976-77.

ent of India,



India received foreign assistance either ip the

form of grant or aid., Grants are resource transfers wign
out

any quid pro guo., The grant leaves no backlog of debit

s€érvices and therefore,
But the grant element is declining in total aid given b
¥

this is a more useful agent of aig

the different countries, Table VI.11 gives the LAGE 5f

its sharp decline, It declined from RS.Z53 crores during

Second Plan to As.Z2t crores in 1373.74L, Byt 1974-75 and

1975-76, it again picked up ana was of the order of Rs.94

crores ana Rs,283 crores respectively, Uuynited Kingdom in

1975-76 increased its grant elenent from Rs,3.9 ereres
in 1974-75 to Rs.241.4 crores followed by Netherland ang

Canada,

Inflow of aid has a direct as well as indirect
impact on foreign trade. Directly available quantum of
foreign assistance determines the size of the import b)),
More aid increases propensity to import. Indirectly
throygh rational channelisation of foreign aid export
promotion is possible. In the long run aid may also be
beneficial to import substitution, thus also affect imports,

Impact of External Assistance on Imports

In this section, we have tried to establish relation-
For this

ship between inflow of foreign aid and imports.
'purpose we have taken the actual utilisation amount of aid
and inflow of imports since 1961-62. Instead of authori-

sation, actual utilisation has been taken, because there is



TASLE VI.12 : Relationship between yUtilisation of
External Assistance and Imports

(Percentage)

Tear GVaF BUSVIOHS TERP  SATLs saties h
on previous year
1961-62
1962-63 + 3.8 +31.4
1963-64 + 8.1 +32.9
1964-65 +10.3 +22,.6
1965-66 v 4.3 + 6.7
1966-07 - 6.3 - 7.0
1967-68 - 3.4 + 5.75
1968-69 w 4 -24,5
1969~ 70 A + 5.2
1970- 71 + 3.3 - 7.5
1971-72 +11.7 + 5.4
1972.73 + 2.3 ~20:%
1973-74 +58.3 +50.0
1974-75 +52.7 +33.8
1975- 76 +14.2 +37.4

Source:

+ Increase

- lecrease

Based on C,S.0.,

Monthly Abstract of Statistics,




wide gap between the two, and it is actual utilisation
’
not autnorisation, whicn afiects the inflow of imports

The Table VI.12 depicts the relationship between utilised
foreign aid and imports,

Our hypothesis states that imports will increase

with the increase in utilisation of foreign aid and vice.

versa,
From the Table, it is clear that except 1967-68,

1970-71 and 1972-73, there was positive relationship between

Imports increased with the increased amount of

the two.
In 1967.68

external aid and declined when it declined,
the import payments fell by 3.4 per cent while aid

utilisation ratio increased by 5.75 per cent over the

previous year. But the fall in imports was only in valye
due to fall in import prices from 150 in 1966-67 to 136 in

100), while the quantity index rose from

1967-68 (1458 =
This shows that

149 to 160 in 1967-68 (1358 = 100).
actually, imports increased with the increased utilisation

of aid.
The only exceptions are 1970-71 and 1972-73, when

imports increased despite a fall in utilisation of aid.

This adverse relationship was due to increased amount of

food grains, accompanied by suspension of aid by U.5. 4.,

because of which fall in aid utilisation was recorded.

This shows that aid and imports were highly

correlated to each other as most of our imports in the past



TA3LE VI.13 ¢ furpose-wise ow.cbm.wnvowﬂos of Foreign Ald

(In crores of rupees)
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A

were financed through aid.1

The other phase of the contribuytion of the external
aid to the inflow of imports is the tiedness. Till
1975-70, aoout half of the aids were either source tied
or project tied or both. According to Taole VI.11, during
First, Second and Third Plans, only 16,7, 22.9 and 13,3
per cent aid was in untied form. But since 1966-67, its

share increasea and in 1373-74 more than 50 per cent aid

was of yntied nature,

The tiedness of aid affects the pattern of imports
as well as direction of imports, Table VI,13 gives the
purpose-wise authorisation and utilisation of aid. It is

clear from the Table that food grains and steel got the

lions shares during First Plan, But utilisation in steel

sector was negligible, only Rs.2.7 crores or 3%, while aid

for food was utilised 100%. But, since the Second Five

Year Plan, with the emphasis on industrialisation, foreign
aid for industrial development came from all sources, and
till now is the major item, Because of this also imports
of machineries, and raw materials increased. Second place
was of transport and communication followed by power and

projects. But due to increased burden of debt services,
aiter Second Plan, a substantial amount of the order of
Rs.66.6 crares, Rs.82.4 crores and Rs.256.1 crores during

Third Plan, Annual Plens and Fourth Plan respectively for

16. See Chapter 1,



thi
1s and almost all the amount was ytili
ised,

1974-75 and 1975- i

76 ai
aid of Rs,156,6 Crores was recefved

for oil and
petroleum products
« Only with thi
1S aid we

Further, the direction of Indian imports has p
abufdantly modified by the availability of external s
assistance. Of the total assistance, including gra
loans aythorisea by the end of March 1976, the Unit::S e
States of America contributed 33.5 per cent, United K3

9.1 per cent, Japan 3,5 per cent, World Bank 2.5 per :gdom
and U,3.5.R. 4.7 per cent.17 The impact of foreign ai:nt
on imports from these countries is apparent of total imports
from these countries and the utillsation of external
assistance authorised from them are examined together,
From our analysis of direction of imports it is clear that
the U.S.A., is the major exporter to India followed by

y.S.S.R.,, U.K. and Japan, and their share of ald are the

highest from other countries.

What might have been the pattern and level ol imports
]

in the absence of such external assistance is a hypothetical
question.

Thus it is concluded that the present level and

pattern of imports are becauyse of all the aoove factors

playing their role together which is the basis of import

policy.

e —r
— ——

——

17, #.d.1., 18029

and Finance 1975-76.

rt on _Currency
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CHAPTER VII

SUwARY, CUNCLUSIONS AND POLICY RECOMMEN DATIONS

India is one of the minor trading nations of h
the

world. In relation to the value of total internati
onal

trade of the world, the value of India's external trag
rade is

rather insignificant, The valuye of international t
rage

also bears a low ratio to the national
income of the
Country,

Quantitatively, international trade has never played
a

large role in our economy. The share of both exports ang
n

imports are declining in GNP, The declines indicate that
a

the Indian economy is less dependent on the world econom
y

now than it was in 1950-51,

In spite of the comparative and quantitative
insignificance of international trade, it has played a
propulsive role in the development of our country.l In

"Economists have singled out, at one time or another, a

1s
great variety of causes of the weaitn of nations,
Among them are three that have been accorded particuylar

emphasis: the growth of markets, the accumulsation of
capital, and the progress of technology. Equally, no

one doubts the propulsive role of foreign trade in the
t of the countries that we now think of as

developmen
advanced. Whether one thinks of Britain at the outset of
the industrial revolution or of the U.S.4, in the
nineteenth century or of Japan in the twentieth, the
expansion of exports gave a conspicuous momentum to the
industrialisation,

economy and helped it on its way to
Over the past century and & half the growth of inter-

national trade has continued to open up new opportunities
of specialisation and development for all countries
See Cairncross, A.K. (1964), "Factors
George Allen and Unwin Ltd.,

engagin~ in it."
in Economic Development”,

London, pp. <09-210.




the last 20 years ;
» O single source has

proved so rewardi

ng

8nd dynamic as & fa
ctor of economic
growth as export
8. As

international trade
is no longer a me
ans for disposi
ng of

s
urplus raw materials, it is a potent instrument of
o

acquiring ceoital goods and "know-how" for economic 5
uplife,

in India's case, three factors further add to Etie
significance of international economic transactions ¢
O

her. Firstly, India is still not in a position to

manuf acture herself many types of heavy machinery ang
capital goods which are necessary far her economic devel
vélop-

She will have to continue to import these for a jo
ng

ment,
SecOndly ’ in

time to come, as she has done hitherto.

India both domestic savings and investment constitute g
That implies that

smalil fraction of ner national 1ncome,
even small capital imports or exports may loom large jin

her induystrial structure. Despite their quantitative

smallness, India's imports are vital te the opération of

Being & country with & large and rising

her economy.
population, her marginal propensity to consunme€ domestic

This means that the multiplier effects of

goods is high.
her enlarged or reduced exports are large on her economy

on either direction.
Imports in Indiae have been increasing with the

progress of the plans, and despite severe restrictions,
they were until recently, running & head of exports.
Inflationary tendencies in jnternational market and
r commodity imports also helped in

inelastic nature of ou



inc ' i i
reasing import bill., Consequently, dependge
’ nce on

rove : n
proved harmful at times of war-time emergency when th
ese

aid-linked imports tended to fade out Exports
. aeem to

be the best source for paying imports. Though vari
ous

export promotion measures have been adopted by the G
€ Lovernment
to boost exports, yet a further increase is reguired
uired to

redyce trade imbalances and more steps should be tak
aken to

increase exports.

A welcome feature is the increasing share of

developing countries in India's import trade But most
. ost of

developed countries like y,S,4
L] a ’

the trade is still with
The share of Bast European

u.K., Japan and U.5: 5.8
countries are steadily increasing. But their increase j

is
Poland has withdrawn from the

an alarming one, becayse as
just like Yugoslavia; a problem will

non-convertibility,

apise for the settlement of balances due to 1ts non-
one hears the criticism

convertibility character. Further,
as to the higher prices charged for the imported items
with these countries. If this is true, it requires further

scryutiny of the problem.
uble ageinst rupee indicates the

Byt the gain from trade
pue to rupee payment
it

From 1971 onwards, unilateral

revaluation of the ro
bargaining position of U.S.S.R.
can't DF ov erlooked.

ave to be made in exports,

helped us in getting
exchange

with U.S.S.R.
agrecment where payments h

reased our exjports as well as

has inc
thout straining our foreign

necessary goods wi



reserves, which tnroughout the period (1961 75)
= ’

under pressure,

were

The foreign assistance given by the developeq
Ccountries explains the cause of Indig's dependence on
these countries for imports. Further the €Xports of
developing countries somehow do not coincide with our
import needs, Consequently, their share Could not

increase; except OPEC, recently with newly rich So——
ng

countries,

Despite, certain variations Indian imports —
increasing steadily and a steep increase occurred inp
1974-75 and 1975-76 due to steep increase in oil ang
other iamportant import articles like food grains ang
fertilizers. The other factors which have contribyteg to
these factors are: India is depéndént on many raw materjg)

imports even now for the running of industries, shift jip
composition of exports from traditional primary comnodities
to manufactured goods have led to an increase in the
imports of inputs for their production &s steel, non-
ferrous metals. Thus the pattern of industrialisation,
influenced the level as well as pattern of imports. On

the other hand domestic production of locomotives, wagons,

consumer durables, machineries, like cement and sugar etc,

led to reduced imports of these items.

As & consequence of partition of the pre-independent

India into India and Pakistan, on the other hand, public

) ()



nealth measyres in the eradication or epidemics reg
rFedyced

the death rates considerably thereby increasing tp
g e

préssure of population. Food imports, thys have p
eCome

quite necessary and they formed a Category in itselrsr,
. ot

only this freque i .
y RIS duent, drougnts by affecting the domestic

production, led to increased imports from time to time

The development planning in India has oeen based

on the creation of a 'Modern sectop! using the latest

The use of modern technology ipso facto

technology.
increases the need for imports of capital goods including

raw materials,

The Government has pledged itself to development

planning and instituted strict import controls so as ko

channel the imports 1nto directions dictated by Priorities

established under different plans. Consequently the

structure of imports has been shifted almost exclusively
towards capitel goods, intermediates and raw materialsg,

The only consumer goods imported in any significant quantity

Import licensing has been used for

being fooa grains.
Tnroughout the period under study, imports

this purpose.

have been licensed,

The proportion of licences going to
traders (the established importer licences) has steadily

diminished (from over 61 per cent of all licences issued

in 1951-.52 to less than 3 per c¢ent in 1970-71) and the

proportion going directly to producers (the Actual Users
Licences for intermediates and the capital goods licences

for equipment) has now taken over the bulk (more than half)



:?"

of aveilable imports. The licensing has further b
r been

characterised by numeroys restrictions on im
port

specification transferabilit an o
’ ¥ d "indi e
Zgenous CleB.I'al'lCE"

to protect domestic suppliers of import substitytj
_ ution
licences have also varied in degree of restricts )
iveéness,
It also depends on the availability of foreign exch
ange

position as well as aid from friendly countries and {
nter.

national financial institutions Ti
. ne better the :
position

of foreign exchange reserves, the less wil] pe control
ol on

the consumption of these reserves or, in other word
S, the

less resvrictive will be import policy Thanks tc th
. e

present situation of bountiful reserves, the imports of

raw materials 2nd other consumer items like edible of]
s

etc. have been liberalised.

Along with licences, Government used tariff as apn
But its effectiveness

instrument to affect the imports.
depends on the import demend elasticity for any commodity
’

which again depends on the share of imports in domestic
production and consumption. The larger the share of
imports, the smaller will be the elasticity.
The statistical evidence of Chapter V 8lso shows
price is not a significant variable. The price co-efficients
are positive, indicating that the increase in price of
imported items are not suf ficient to check imports. The

positive, though less than unitary, elasticity of price
Increasing rate of

can be guideline for tariff policy.



tarift wili cause harms to the industrial growth of the
€conomy in spite of reducing imports. As imports
constitute e higher share in our consumption of lead,

zinc, fertilizers, crude oil, recently edible oils,
agricyltural machinery etc., increases in their prices
will increase industrial costs and check industrial growth,
Import control policy restricted the importation of goods ,

Thus limiting if not entirely preventing variation in the

pattern of imports.

Further to reduce strain on balance of payments

due to tight position of foreign exchange reserves, imports
of many items were banned and their production commenced

at home, Under this policy imports of raw materials and

capital goods were allowed with the long run intention

that it will reduce imports as a whole. Bul the faylty

import substitution policy increased the dependence on

imports.

The programme of import suybstitution constituted

an important part of import policy. Since Second Plan

import substitution has been mainly governed by the
approach that whatever cannot be imported should be produced

at home, Import saving objectiv

rategy of industrialisation has been th
ns spread promiscuously over a

e rather than any long-
e main motive

term st

behind import restrictio



wide range of products. An official paper'2 has tried ¢
o

estaolish the fact that (a) all the increase in import
Substituting output has been called for the pelicy of
import saving, (b} all such output contribuyted in its
entirety to the process of growth, ang (¢) the increaseg

output has resulted in saving of imports and foreign
€XChange, These claims are not warranted by actual facts.
It is doubtfyl whether a programme of indiscrimate import
| substitution has resylted in import saving. To see how

imuch ol foreign exchange is saved by the programme it is
necessary to take into account foreign exchange made

availaole to producers of import substitutes for import
of raw materials and components. The net foreign exchange

saving brought avout by import substitution appears to be

more imaginary than real, In many cases programmeé of import

suostitution has proved to be more foreign exchange

consuming than foreign exchange saving.

In meny cases import substitytion has proved

uneconomical and costly. The artificially induced

acceleration of industrial production has led to mis-

direction of investment resources on 4 massive scaleé into
faprication of hign cost and shoddy goods, OQur thinking

"Import substitution and its impact" (1969). A Review
by Director General of Technical Development for 1960-61,
Ministry of Industrial Development.

Government of Indie,

<.

"Import Substitution as &
tion in Developing Countries

j. Minocha, A.Ci 219721,11 -
tra ol ndustrialis
forizgﬁgc De pendence on xternal Assistance”, Indian
pecember, p. 3b.

Economic Association,




mercantilist policy that import
but the import

is vitiated by th-
Suostitution saves foreign exchance
=T 3

Suostitytion through its cost effect increases tp d
€ aiffi._

Cculties of export industries ang incentive to ex b
port,

Import policy is governed more by availapi it
- Yy of

indigenous substitutes and access to foreign exch
' enge

resources than by actual needs of the economy We h
. ave

been just picking up current import 1list and started

encouraging import suostitutes in proportion to the

importance of difierent items in currentg imports g
:; dgoes

not know as to how items, the imports of which are hamies
e

or restricted, are picked up 8nd how far, apart frop mer
: e

domeéstic availaoility, cost considerations are taken int
o
Import licensing has been irrational ang resulted

account.
The rates of imporst

in trefficking din import licences,
replenishment are invariably far in excess of actyal import
s

contents. A number of items which hardly contain any
import contents are granted attractive import entitlements 3
A number of items like leather goods, fruyilt juices and

handic¢rafts, which have haraly any import content, are
Also import

granted attractive import reéplenishment,

L. Jonnson, H. (1967), Beongmic Policy towards less

Developed Countries, p. 79.
976-77 does not reveal any fresh

5. The import policy for 1 : r
thinking in the either import suybstitution or éxport
promotion. As &8 part of our efforts towards self-

sufficiency imports of 42 more items have oeen banned,

d last year and import of

has been allowed on

in addition to banne
machineries, ferrous, drugs, etc.

open general licence.



replenishment rate were higher than actyals for d
€mand

by 80%.°
gecause of absence of integration between {m
. port

substitytion and growth strategy, import substityti
; on has
aaversely affected the saving rate in Indisn econom
i y. If
the total consumption expenditure is not redyced t
o

domestically producea luxury g00ds, saving rate Hou pw
o

increase, The real problem is not to extract more

capital goods from foreign trade but to extract more
8

savings out of the national income,

In the case of India, & studyg examines the —

of consumer goods industries in the context of policy or
The aythor concludes that

import substitution followed,
between 1954-55 and 1963-64, policy of import Substitytion

—

6. Economic and Political Weekly, April 8, 13972, p, 73,

7. The World Economic Survey (1964) observes that import

substitution in developing countries is "usually
applied without closely geared to more general measyres
The consequence

to raise the level of domestic savings.
sometimes has been that the pressure of domestic demand
on domestic output of consumer' usually applied without
being closely geared to more_general goods has been
raised. This has often resulted in unplanned emergence
of light consumer goods industries producing semi-
luxury goods and substitutes for products that can no

more be imported,
Nurkse, R. (1955). Problems of capital formation in

8.
underdeveloped countries, p. 115,
"Import substitution and growth of

reonomic and Political Weekly,

7. Desai, V.V. (1963},
consymer industries”,

March 15, pp. 459-504,



has resulted in (
&) excessive cons
umption to the ¢t
une of

a
bout Rs,8000 to Rs,9000 millions, affecting the
3 Saving !

potential in a substantial manner, (b) diversion of
o

investible resoyrces to less i
Priority and suyb-opti
~optimal lines

of production, (c¢) burdening the balance of ——
S With

a sizeable amouynt ol maintenance
imports, ana (d)
Creating

isliands of inefiiciency in the production structure

The snortcoming in our economic development c
an

be attriouted to the working of policy instruments

industrial licensing and import trade controls . dye t
= o

lack of understanding on the part of plamnners of the

implications of the basic strategy of import substitution

This is not to say that there is no place

in our plans,
It is

for it at all in the context of development,

necessary to define in specific terms what are the areass
wherein such production efforts have to be encouraged

To decide articles for import substitution, factor of cost
?

factor endowments, availability of inputs should oe taken
Secondly, a time bound programme of adopting

inteo account,
e worked out so that borrowed

imported technoiLogy has to D
has to be consistent with the

technology is so adoptea
constraints prevailing in the economy within a certain

4 fresh look towards the strategy of import

period.
Inequalities in consumption should

substitution is needed,
attern of industrialisation

be redyced by changing the p
the saving

in favour of necessaries. This means increasing
rate of the rich by curbing the consumption of luxury



and semi-luxury goods.
The oojectives of present import policy are
more

employment and economic welfare,

To provide the masses with the consumer goods at
a

reasonaole prices, many consumer items, such as eqip]
=

oils, have been imported on large scale (which becam
e

possible duye to adequate reserves) and exports of some
om

export items like sugar, tea, reduced, Import of edib]
e

oils is anti-inflationary, but it seems better tq T

cow 'ghee! (butter oil) from Holland, Denmark, West

Germany and Switzerland, where &t present its price is
ruling from Rs.5 to Rs,5.50 per Kg in place of edible

o0ils which Indians have never used before, and also for

these we are paying more than 50% higher prices. Imports

of cow 'ghee', on the one hand, will reduce the demang

for edible oils, aad thus their prices, and, o1 the other

will, save the foreign exchange.

To generate employment emphasis has been given to

laoour intensive industries which is & welcome feature,

dut present policy must also have to take care of those
For example, take the

resources which are proving costly.
In the country aiter 30 years

case of car manufactures.
is not able to stand

of effective preferewnce this industry
on its own feet, and also the cost of articles are also

high. In spite of setting such type of induystries, under

jmport substitution, it will be better for the economy



to allow imports of
of these goods a
nd use the re
sources for

lao ' ' :
aoour oriented export industries. Now in tegd

extendin '
g protection any longer, Government must all
tm ow car
ports and resources steadily should be diverted (
to check

employment problem a com
plete shut down wil
1 not be usef
ul).

In some other €ases 1
, luxury goods are prod
uced only in na
me,

in the sense that the bulk of components &re imported
) ed. Thus
meaning behind import sybstitution should be changed
ged and
only those jtems should b€ jncluded which have lowe
r cost

to the country in the long Tun.

The other drawback of the import policy is the

xcess capacity and thus wastage of resources

creation oi €
Many industries are not aple

wnich resuilt in haigher cost.

ull capacity due to sho
lotted to them (though many other

tv run to £ rtage ot raw materials
q foreign exchangeé al
short supply ©
induystries which we

arl
;1 electricity, labour unrest
¥

suych &85,

reasons,
re running

are 8lso there). In 1975,
r capaecity were€ copper,

per cent of thel

on less tnan 50
railway wagons an

..o5 content, d car, and

steel ingots, aluyminium,

fertilizers P2

pelow 75% were steel,
heavy

tractors,

vehicles etc. In 1976-77, this

power transformer,
1isation increased by

ed as capacisy uti
yet still there are un
for example COp
jes and gransmission

osition jncreas
the {nduystries uzilised
e extent of 204 to k0%,

dry batter

P

some of

capacity t0 th

per,

winding wires, railway wagons,
In many €&as€s excess capacity emerged due O

toWwers etcC.



faulty i . - < Q
lmport POlicy ? wWhere llc ences were ia
us oe3pi te

going into the depth of detai], The new 4
haportc ')olic
Y in

this regard is welcome in so far as it reless
€s the

imports of spare
parts ana raw material
$ for the ing
ustries,

SO that more capacity should be ytiligeq,

For economic growth utilisation of capacity ¢
y to

the maximum extent is vital. So, there is Need for g
closer relationship between stocks of importeg goods
amount of import licence for a period ang production in
previous year. It is necessary to yse anticipatory bans
on imports with greater efficacy to prevent newly set.yp
units lying idle for want of orders, Efficient implemen.

tation which is feasible as soon &s consideration "gp

merits™ is phased out,

One reason for under-ytilisation of capacity jp
many industries is the shortagé of imported raw materiajs
which are canalised through public sectar, These are
mainly related to inordinate delays in getting the raw
materials, irregular supplies, high prices and sometimes
unsatisfactory quality, At present there is much criticispy

about the canalisation policy of the Government, items pnder
which are increasing every year. Canalisation should be
limited. It should be implemented in such a manner as noct

to hinder production and proposals in this regard are

Government shouyld permit imports through normal

channels for a period of six months from the date of



Canalisation, This will enable the actual users to
utllise the import licences in the pipeline for such it
ems
ana also aiford an opportunity to the canélising agenc
1 4

to gather information and expeérience in regard to the
Cunalisation items,

The canalising agency should be required to place

firm orders within a specific period, say, three months

from date of receipts or indents by it. If it fails to

do so, it should immediately upon the expiry of this et
?

isSue a "no objection" certificate against which the import

trade control authorities should permit the actuyal users
to import their requirements direct,

If any actual user is able to furnish documentary
evidence of lower prices or better deliveries than those

obtained by the canalising agency he should be permitted

to make direct arrangements for his import requirements,

For canalised items minimum limit value should be

set and actuyal users should be permitted te import directly
below this limit, Thus in present policy realization of
canalisation items is required.

while many items Ssuch as imports of vooks on
anti-cancer

technica. and specialised subjects,
dry fruits, cloves,

overnment’s

scientific,
and life-saving drugs, watch parts,
have been liberalised to support G

cinnamon etc.
s and for their availability to

anti-smuggling measure



people. At present mos
t of the item
s which are sm
ugzled

seem ©
o be consuymer durables such as cameras
, watches
4

t wri
ypewriters etc, For most of them there is onl
y one

large producer as fo
r watches in HMT, whi
5 ch is unable
to

meet the demand as wrist-watchn has become an €
| ssential
item for each &ana gvery one. So it will be welcome if

: a

liberal policCy towards of im
ports of this item i
is adopted.

This will increase€ Government revenue; at the sam
me time

smuggzling will be discouraged.

At present plentiful foreign exchange reserv
es

overnment to release many import items Th
. e

helped the G
ot, by and large, the ontcome from

present reserves are n
the result of usuall
ans abroad, which does not seem to

exports. But y large volume of

remittances from Indi
uing character. But Mr. L.K. Jha's is hopefyl

er as he says that the r
But the

be of contin
jts durable charact
ves is not & flash ir
how should these re

ol isi ng trend
1 the pah.

in our reser
serves be utilised

jon arises as to

the economy t syfficient and

quest
so that it enables

o be self-

al}so check inf lation.
g reserves are in a large measures

1 of inflationaly
ansionary ef fect on

The growin
1e for thé€ reviva pressures
as they have &n exp

This paradoX can be €

responsib

since March 1975
asily

internal moneéy supply.

explained. Bank cred

sector and €X

it to the Govern

rernal reserves

ment and commercial
pearing on

have an {mportant



money supply A conti
. inuously growing sur
plus of reserve
s

has an
expansionary effect on money supply as the i
in reserve A
8 is matched by a Corresponding rise in int
nternal

mon
ey supply. In order that the foreign assets h
ave g

Cot v Yy W v n

onstructive effect, the i1l have to be spent and not
!

kept in reserves.

In the present context it does not look that
a

fertilizer imports will increase in coming years a
]
indigenous production is rapidly increasing The G
. . overnment
has liperalisea the import of capital goods, but these
i s

are not coming io such quantities, &s was expected becayse
ol paucity of matching rupee resources., There is no point
in importing capital equipment and machinery if the

requisite funds for meeting the expenditure on the other
components of a project like civil work are difficult to
come by. The imports of components and industrial raw
materials have also been 1lib
on affecting certain indystries lasts,

pe for enlarging their imports,

eralised, but so long as the

demand recessi
there will be very little scoO

grains which was Rs,1300 crores

Imports of food
e stopped except those

975.76 has been decided to b
jer because of continuing good

n so, the ouffer stock of

that even

in 1
contracted for earl
agricultural perf ormance. Eve
food grd ns wen
if drought occurs

will not be necessary.

t on increasing wnich ensures
in tne country next year food imports



Therefore, some effective ways of spending the

reserves in the immediete future is required

Government has appointed an official commit tee
headed by Mr. M.G. Kaul. Lconomic Affairs Secretary to
sSuggest new ways (other than those of importing edible
oils, cotton and suych other essential items &as are in
short supply as well as industrial raw masterials and
components) by wnich the surplus reserves can be
profitably spent,

One sygzestion for utilisation of foreign exchange

reserves, which surfaced at Parliament's Consultative
Committee meeting addressed by Finance Minister, was to

import gold in order to curb smuggling. This idea was not

a new one and was alsc suggested by Prof. C.N. Vekil and
Dr. P.R, Brahmananda in the memorandum submitted to the
Prime Minister in April 1977 (popularly termed FULLMANGAL)

as a means of neuytralising the expansionary effect of

jnward remittances., To quote from the document

The easiest way by means of which the economy can

in the accretion in inward remittances, but at the

onetary effect thereof would be to

Historically, gold imports
Indian

reta
same time erase the m

1ift the ban on gold iwporis,
a convenient way by means of which the

have beel

——

10. Southern Economist, Nov ember 1977, p. 4.




ec 3 :
onomy has utilised its export surplus with nil effects

on the monetary process, In fact, Inaia had made itseli

jmmune to the efiects oi international inflation by the

propensity of its citizens (to the dismay ol western

3 J .
economist!) to use a proportion ol tne export surplus for

the imports of non-monetary gold. Along with some of the

measures wWhich have been outlined earlier, the auythorities
may also experiment by way of lifting the ban on imports

of gold. In fact, such imports can be arranged throuzh a

consortium of gold-bullion traders with public participation

We may further make it convenlent, particularly

the economy, to obtalin loans on

for the rural sector of
Thus we would have achieved two

the collateral of gold.
goals with the same measure; Wwe would have insulated
ourselves from the impact of jnternational inflation and,
ovided enormous opportunities

secondly, we woulad have pr
While the

pansion of rural banking operations.

for tne ex
1 can't be questioned, yet & close

logic of such & proposéa
the matter 1is required.
t is a macter of its cost ana
If the benefits

scrutiny into whether gold import
should be allowed or no

penefit that will come to the economy.

e costs it will pe useful to allow gold

are higher than th

imports.

s of Gold Tmports

e s <———

when the

Benefit
ationary.

rts will prove disinfl

14 in the open market 1t will

Gold impo

(1)
t will sell the g0

Governmel



O

& TR 2 |
o buy, and public will part with the money. Thus i
. us it

will reduce the purchssing power in the hands of th
e

people.

(2) To some extent import of gold will redyce gold

smuggling,

(3) In case of war or economic distress (bad harvest
S

etc.) we can fall back to this gold for buying essential
goods without having to oorrow from foreign countries
Specially there is risk also at time of emergency loans

eitner may not oe availaple or will be availa@oie at a
nigh rate of interest,.

(&) The value of gold is stable and is expected to
increase in future; but the value of all the foreign money

is not stable, Foreign currencies can be depreciated or

can be revaluyed and thus the import of gold from these
reserves will keep the purchasing power intact preventing

from being watered down by inflation or other economic

distress.

Import of gold is also justifiable from revenuye

(5)

point of view,

The gold import may be canalised through
h can make profits arising from the difference

the STC whic
in prices of gold abroad and in India.

Byt import of this kind is not without cost.



The points against the import of gold are, namely

(1) That it is not an essential item for the country

anag demand for gold in India is limitless, and it is

unrealistic to expect that it will stop smuggling.

If' import witl take place and will be sola in the

(<)

open market, then it will affect the saving rate thus

It is expected that capital will be

capital formation.
Thus

biocked in gold instead of productive investment.

shortage of investment will occur.

Another point is the loss of foreign exchange,
But this cost will be less important at the present junctyre
becayse of plentiful foreign exchange; or in any case of
shortage, gold will remain in the country and it can be

recovered from the people at the time of emergency.

To counteract the lack of capital for investment
the Government can reduce taxes to the extent that it gets

revenye from the sale of gold and thereby leave more money
in the hands of the industries to be reinvested.

To concluyde, it seems from above discussion that
gold imports should be allowed at the present juncture and
s should be done through STC only.

its purchases and sale
e reserves is

Another way of profitably spending th

ast two million tons of ships, SO

the acquisition of at le

that the unbearable outgo of foreign exc
Besides, our short term and medium

hange on this

account 1s minimised.



terms debts should be liquidated, so that debt servicing

burden on our balance of payments is reduced. Priority

should be given to the import of equipment and spares of

machinery that is required for increasing agricultural

productivity in drought prone areas, Fuyrther Government

should permit generous cash participation by Indian

entréepreneurs in the equity capital of joint ventures

abroad. The Government has had in a few cases, departed

from the practice of allowing participation only in the

form of capital equipment. However, this case by case

approach will not go very far in preventing the failuyre
of joint venuures which, needless to say, has been quite

considerapble., As many as a 100 ventures out of over 220

sanctionea by the Government have fallen by the way side,11

The allowance of cash assistance in this form will help in

consuming the foreign exchange reserves in an anti.

inflationary way.
Godowns should be made in the rural sector, to

keep the buffer stock of the agricultural crops in a2 good
orted technical know-

harvest, with the help of better imp
Directly at this

This will help in two ways.

how,
or building equipment will increase which

juncture demand f
om recent recession,

will help to recover the economy fr
g run, more quantity of crops will
of lean periods which are frequent

be saved which

In the lon
will help at the times
omena oL agriculture in Inadia.

phen

11. Commerce, octo~ber 3, 1977. pg42



If the surplus foreign exchange will be yseqd i
n

a4 manner suggested aoove, it will make Indian soci et
| Y more
self.reliant angd eliminate, or at least reduce, th
5 e

distribuytive injustice caused oy inflation

There are a nuymber of cayses which explain the
need of imports. 1In the initial Stage of development
we
c i th
ould do with a rough and ready policy of import reduction

Dby cutting out the import of any item when even g poor
Substityte was produced within the country Ubto a poi
poing,

rea i i ;
uction in the aosolute volume of imports saves yus f
rom

facing the difficult task oL raising exports. But this

policy would no longer serve our needs,

As is well known, manufactured consimer goods have

been cut out from India's import list for several years

Another important item on the import list has been fopd

grains. Though import on this account has also been

brought down sharply in recent years Rs,1342,7 crores in
With a record

1975.76 to Rs.878.,5 crores in 1976-77,
crop of food grains, it wonld not be difficult for the

Government to achieve its objective of stopping all food
imports in the coming years. But in the long run, we may

have to go for imports, because agriculture till now
Much of our

depends on uncontrollable natyral forces.
re items such as crude

imports are confined to the hard co
sulphur, rock phosphate, non-ferrous metals aud
Imports of these items are at the

the immediate future

oil,

capital equipment.
@inimun possible levels and at least in



there is no possibility of reducing imports at & substantial
ia

level, Of course, the composition of these items would

change. Wwith the production of some type of capital

equi.ment at home, it may be possible to cut out its imports

But at the same time, some different tyoe of capital

equipment would have certainly have to be imported; this
]

would be required partly to meet the demands of the
increasing diversification and sophistication of our

economy and partly to keep abreast of the new technological
developments abroad, The same thing holds true for
industrial raw materials. As one item goes out of the
import list, pérhaps two more will have to be added, Thus
an item-py-item examinaction of the comnodity composition
of our imports leéaves no douot tnat, as our economic

development plCksS up greater momentuam in the coming years
]

the import biil is bound to increase,

Further it is possibole that in some cases a sharp

the demand side within the country may

income effect on

n to increase (as propensity to

cayse domestic consuaptio

ja 1is higher).
the demand for raw mater
If the domestic supply

The increase in demand

consume in Ind
jal used in

indirectly jncreased
nose consumer goods.,

he raw material uysed was an imported

producing t

is insufficient or t

one then import may also go up.

jscussio- it is ¢ onc luded that the

From the above d
it is necessary b

n curtail

yet reached where

al raw materials and capital goods.

stage has not

the imports of essenti



. g y y

a .L » 1
so oy lack o1 availability ol imports

FRWS B oy

/—_——‘——-'.”.“-’-——— —‘.——-‘__—-—-'_
HeBoe and strout, Ao (19060), "Foreign
gelopment ', AREr:CEn

12. Chenerys :
Assistance and EBEconomlC De
pconomic Review, sptember, P-
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APPENDIX

A
N_APPRAISAL OF ALEXANDER COMJITTEE REPORT

P.C., Alexande i
. r Committee's re
port came at a t
ime

= L]

Re ine icy for raw
gardlng import pol Yy materials, s
parts andg components for industrial uses, the committee
has recommended that there shou e |
h 11 &
h hould be on y three cate
gories

of" i ‘
items (a) those wnich are restricted, (b) those wh
| ’ which
are b i 1 i
anned, and (¢) free, Licences should be issued 1
| only
for items listed in restricted category but there will
i be

no itemn-wise restrictions.
Items which are not listed as restricted or banned
e

would be permitted for free imports by industrial users
So far the policy

without the formality of a licence,
h was not specifically indicated in

was that any item whic

the import policy book, was assumed to be banned. The

changeTE%ing recommended is that for items which are not
itted under open general licence

listed, import will be pernm
at items

her the committee has suggested th
neral licence need not carry an

in order to minimise

Furt
permitted under open ge
However,

ractual user” condition,
conditian, &S currently 1in

the risks tne ractudl users”



force, may continue for one year more,

Regarding estaolished importers it has been

recommended that import licensing should pe dispensed with

The comuittee has suggzested that a selected list

of books ana shapres may be put on open general licences,
and the 'actuyal uysers' condition would, of course, not

apply to such items, Imports should be provided for

purpose of "stock and sale”.

To promote export efforts, the committee has
Suggested that cash assistance is necessary and shonuld be
based upon three principles: caompensation for indirect
taxes in the production cost which are not refynded through
the duty drawback system, compensation for freight
differentials and differentials in other costs, and for

providing initial promotional expenditure for new prodycts

and in developing new markets. The néew cash assistance

rates pased on these criteria should be worked out and
brought into effect from 1979-80.

Public sector canalising agencies may be exempted

from licensing procedures for impori of canalised items,
o actuel users

and requirement of issue or release orders &

for canalised items should be abolished.

The committee has recommended that export houses
They should get their

may be given suitable facilities,
Further export

uysual REP benefits on their own exports,



ne
va i 3 0 V e (o]
t e

Select productSmanufactured by small scale and cott
age

5 [ l &
Of

Select productsmanufactured by other units, with the

provision that such licences would be valid for restricteq
icte

items with RsS.Z,00,000 in value as a ceiling for each it
em,

Recognising the importance of cash assistance for
t
Be supply of imported inputs at competitive prices to small
a

a
scale sector, the committee has recommended a number of

specigl measures,
In respect of canalised items the state small scale

corporations could be permitted to assemole the orders on

pehail o1 the various small scale uynits and avail of the

delivery on high seas anu thereby avoid payment of sales

tax,

The pricing policy of the canalising agencies should
be such that the delivered cost of canalised materials to

small industries are not higher than those for large units,

tems small scale units could

For non-canalised :
rations which

sce their indents on state small scale corpo
the import of these inputs on their
'Actual Users'

pl
in tuyrn may arrange
£ notwithstanding the attachment of

behal
General Licences items,

condition on the Open



The committee has also recommended that the

designation of Chief Contrcller of Imports and Exports

should pe changed to Director General of Foreign Trade

With a view ts bringing about greater co-orcination
between the licensing system ana the customs proceduyres,
the committee has recommended that the joint weekly meeting
that takes place at present should be given a formal status

with full autihority for deciding the relevant issues.

This should assist the importers and exporters by minimising

the delays.

The committee has further recommended for a separate

cadre o1 comuercial representatives to be established.

Recruitment for the cadre shouid oe made from péersonnel
pelonging to all-India ana central services, experienced
commercial personnel of publ

anisations suych as Indian Institu

ic sector organisations, export
service org te of Foreign

Trade (IIFT), Trade and
al representatives should be
es and techniques of conducting

Development Association (TDA). The

given thorouzh training

commerci
market

on marketing procedur

syrveys.
The major recommendation made by the committee is,

of the present annual
ment should switch ©
yre better export p

jmport- export policy

that in place
ver to & three-

the Govern
lanning.

announcemenB.

y ear policy system, which wilL enst



Lomments and sugzestions

The i
he committee has made ysefy] recommendations for

simplification of proceduyre, ana continuing process of

liberalisation, to sustain export efforts. The objecti
ve

of limited canalisation, it is hoped, will help brine d
g down
prices of essential raw materials and consumer goods in
the efforts to contain inflation and assist the industrial
a

sector to ytilise their production capacity fully

In regard to registered exporters and export houses
the committee has introdyced certain innovations and it is,
hoped that the exporting community will get all the
necéssary facilities to counter the handicaps which they

have oeen tfacing in the past to make their products
competitive in overseas markets,
The committee's recomuendation divide imports into

three categories - banned., restricted and free - and
require the stipulation of banned and restricted items

against the current practice of leaving out banned items
from policy announcements.

jtems are sought to be brought under each category.
urb malpractices in administration

It is an open question what
But

this recommendation will ¢
t control and 1iberalisation will promote production,

of impor
nded that from 1979-80

The committee has recomme
compensate indirect ¢
rentials and differentials

axes 1in

cash assistance should

production costs, freight diffe



S S

. nce

the - indir h r r
committee on indirect taxation has already recommeng d
| ende
the lowering on such taxes on inputs, the thrust of tp
e

CIb recommendation would be seen to lie in compensati
on

for other costs. The assumption here secms to be that

Indian industry woyld coatinue to o€ nursed in a hotho
use

and 3
nd that our development progrannes would not resylt in a

r i : :
eduction in costs from improved utilisation oi capacity

o :
r from economies of scale. Would not an indiscriminate

subsidy policy tend to maintain the weakness of Indian
induystry and is it not also implied that the domestic

market would be used to support the cost plus basis of
pricing?  The subsidy policy should clearly distinguish
between commodities subject to international price

fluctuations and products of modern industry with their

administered prices.

Further, the recommendation toc reéname the organi-

ongroller of Imports ana Exports and

sation of the Chief C
tpirector General of Foreign Trade!

its redesignation as
mean much unless the organisation

cannot oy themselves
plays a dynamic role &s one totally devoted to export

promotion and export production.

hree year import export policy system though

The t
than the present one year

ensures bettéer export planning

d certainly be more desirable to have

basis; yet it woul



import export policy on 2 five year basis in consonance

with our new policy of rolling Five Year Plans. The new

system of rolling plans would make it more feasible to

attempt exercises in five yearly import export policies

on a roliing basis, i.e., taking the aval lable information

harvests to review

2s to the latest position of annual

and recast the next five years plan.
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