CHAPTER 8

THE EXTERNAL SECTOR

As anticipated in the Economic Surveys of the
past several years, India’s balance of payments conti-
nued to be under pressure frcm a number of adverse
medium-term factors.  These included an expected
deceleration in the rate of growth of indigenous oil
production, protectionist tendencies in international
trade, the bunching of repayment obligations to the
IMF and the unfavourable climatz for concessional
assistance. In 1987-88, to these medium-term
pressures on balance of payments, was added the
problem of severe country-wide drought, which
entailed substantial additional imports of essential
commoditics, such as, edible oils and pulses.

8.2 In anticipation of emerging pressures on
balance of payments, the Government had initiated
a wide range of measures to accelerate the growth of
exports and check the increase in imports. Further
steps were also taken during the current year. Accord-
ing to the DGCI&S data on foreign trade, these mea-
sures have met with considerable success. In rupee
terms, exports increased by 15.3 per cent in 1986-87
(comparing partially revised data for both periods)
over 1985-86, while imports grew by only
2.2 per cent. The buoyancy in exports has continued
in the first nine months of the current year with the
rupee value of exports displaying an increase of
24.7 per cent over the comparable period of 1986-87
(both the data on provisional basis). While imports
increased by 13.5 per cent in April—December, 1987,
much of this growth can be attributed to the rebound
in the internationa] oil prices. The DGCI&S data
show growth of non-oil imports of only 5 per cent
in the first nine months of the current year. As a
result, the provisional trade deficit for April—
December, 1987 at Rs. 4913 crores was lower by
Rs. 297 crores than the deficit of Rs. 5210
crores over the comparable period of 1986. As a
per cent of current price GDP, the trade deficit is likely
to have declined significantly. However, the trade
data for the first three quarters of 1987-88 do not
capture the full effects of the drought, whose adverse
impact on foreign trade is likely to be more pro-
nounced in the final quarter of the year,

Balance of Payments and Foreign Exchange Reserves

8.3 Full balance of payments data are available
for the fiscal year as a whole only upto 1985-86,
the first year of the Seventh Plan. Table 8.1
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summarises trends in the key ratios (to GDP) in
the present decade.  Following the second oil shock
of 1979-80, the trade deficit had attained a peak of
4.4 per cent of GDP in 1980-81. Tt declined steadily
to 2.8 per cent of GDP in 1983-84, rose marginally
in 1984-85 and sharply in 1985-86 to 3.7 per cent of
GDP. Net earnings on invisibles account fell from a
peak of 2.8 per cent of GDP in 1980-81 to 1.2 per
cent in 1985-86 reflecting the declining importance of
private transfer payments and the growth of interest
payments on external loans and credits. As a conse-
quence of these trends in trade and invisibles aciounts,
the current account deficit rose sharply in 1985-86 to
2.5 per cent of GDP. (The ratios of net invisibles and
current account deficit to GDP may be slightly diffe-
rent from those shown in the balance of payments
statistics published by the Reserve Bank of India,
because of difference in treatment of official grant
receipts and US Embassy expenditures in India out
of PL-480 Rupee Fund. These items are taken as
current account receipts in the latter, but form part of
capital receipts in aid statistics compiled by the
Ministry of Finance).

TABLE 8.1

Balance of Payments : Key Indicators
(A4s per cent of GDP)

1980- 1981- 1982- 1983 1984. 198s.
81 82 83 84 85 86
1 2 3 4 5§ 4
Exports. . 48 49 51 49 57 4.:—
Imports 9.2 8.7 84 7.7 8.1 8.1
Trade Balance ~4.4 .38 -33 28 _29 -3.7
Invisibles (net) 28 21 1.7 15 1.4 1.2
Current Account
Balance -1.6 1.8 -1.5 _1.3 _1.5 -2.5
Note : The ratios have been computed on the basis of the

country’s balance of payments as given in Appendj
Table 6.2 and the CSO estimates ogf GDpP atpcrilrr(ej::
market prices (new series). The ratios of net
invisibles and current account deficit to GDP
indicated above may be slightly different from
those shown in the balance of payments statistics
published by the Reserve Bank of India, because
of difTerence in treatment of ojcial grant receipts
and US Embassy expenditures in India out of PI.-
480 Rupee Fund. These items are taken as
current account receipts in  the latter, but
form part of capital receipts in ajd statistics
compiled by the Ministry of Finance,



8.4 The balance of payments data for the full fiscal
year 1986-87 are not available so far. The available
information indicates that both trade and current
account deficits reduced somewhat during the year.
During the first six months of the 19§6-87, for which
balance of payments data are available, deficits in both
trade and current accounts were lower than in the
comparable period of 1985-86. According to the
revised data of DGCI&S, Calcutta, exporls at
Rs. 12,566.6 crores have shown a healthy increase of
15.3 per cent in 1986-87 in contrast with a decline of
7.2 per cent in the preceding year. As imports rose
at a fow rate of 2.2 per cent against 14.7 per cent in
1985-86, the trade deficit declined from Rs. 8,763.1
crores in 1985-86 to Rs. 7,516.9 crores in 1986-87
according to DGCI&S data. The number of tourist
arrivals in India rose by 23 per cent in 1986-87 to
achieve a new record of 1.11 millioa. Consequently,
travel receipts might have risen sharply during
1986-87. Pawments under investment income, on the
other hand, have continued to riic on account of past
external borrowings. Net receipts in  respect of
other items of invisibles are not expected to be
significantly different from those in 1985-86. Thus net
invisibles receipts during 1986-87 might, perhaps, have
been higher than in the preceding yecar. As a result,
the current account deficit is expected to have been
lower in 1986-87 than that in 1985-86. Net disburse-
ment of external assistance as well as inflows into non-
resident accounts increased in 1986-87. Ncvertheless,
trends in reserve movements peint to continued
pressure on the balance of payments during the year
(Table 8.2). In SDR terms total foreign cxchange

TABLE 8.2

Movements in Foreign Exchange Reserves

(Rs. crores)

Foreign

Movements  Net

Year exchange in foreign drawals

reserves at  exchange from IMF

the end of  reserves

the year i

1 2 3 4

1979-80 . . . 5934 108 —55%
1980-81 . . . 5544 -390 814%*
1981-82 . . . 4024 -1520 637
1982-83 . . . 4782 758 1893
1983-84 . . . 5972 1190 1342
1984-85 . . . 7243 1271 63
1985-86 . . . 7820 577 —310%*
1986-87 . . . 8151 331 —TI2¥*
1987-88 . . .
(Upto Jarizry, 1983) . 6313 ~1338 —{141%*

*Includes voluntary repurchases of Rs. 20 crores and sales of
Rs. 35 crores by the IMF under the General Resources
Account.

**[ncludes Trust Fund loan drawals andYrepaymsznts,
@eIncludes foreign currency assets of RBI, gold holdings of
RBI and SDR holdings of Government.

reserves stood at SDR 5,113 million at the end of
March 1987 as compared to SDR 5,728 million at the
end of March 1986, indicating a decline of SDR 615
million during 1986-87.

8.5 The provisional DGCI&S data on foreign trade
for April—December, 1987, partial information on
invisibles and some items of capital account and trends
in forcign exchange reserves indicate the continuing
strain on balance of payments in the current year.
Provisional trade data for the first nine months of the
current financial year display a strong growth of
exports and relatively modedt increase in imports.
However, nct invisibles are unlikely to increasc
significantly in 1987-88 bccause of uncertain trends in
net private transfers, especially from the oil exporting
countrics of West Asia, slower growth of tourism and
steady increase in the interest payments on past
borrowings. The continuation of pressure on balance
of payments is reflected in the decline of foreign
exchange reserves by Rs. 1338 crores between end-
March, 1987 and end-January, 1988.

8.6 As compared to the turnout in foreign trade
and balance of payments in a normal monsoon year,
the principal effects of the drought on the current
year’s balance of payments are Iikely to be : additional
requirements for imports of key commodities, such as
edible oils, pulses and petroleum products, mainly to
compensate for drought-induced shortfalls in domestic
availability; possible increment in imports of certain
categories of intermediate capital goods; a weaker ex-
port performance in drought-affected agricultural
products such as coffee, cotton, rice and oilmeals; and
an increase in capital inflows from several drought-
specific cxternal assistance initiatives. The overall
impact is likely to be dominated by substantial
incremental imports of essantial commodities, which
will lead to a higher trade and current account deficit
than would otherwise have been the case. This
additional pressurc on the balance of payments will
be partially offset by the speeding up of cxternal
assistance disbursements.

8.7 In order to attract deposits under diffcrent non-
resident accounts, the interest rates offered on Non-
Resident External Rupee (NRER) deposits continued
to have a premium of 2 per cent over the rates appli-
cable to domestic deposits of comparable maturities.
The rates of interest on Foreign Currency Non-Resi-
dent (FCNR) deposits were revised four times, on
Moy 25. Octoher 12, November 30 and February 8,
in the current financial year, keeping them in line with
the interest rates in the international capital markets.
The rates of interest prevailing on February 15, 1988



on deposits in NRER and FCNR Accounts are given
in Table 8.3.

TasLE 8.3

Ratés of Interest on Term Deposits under Non-Resident Ex-
ternal Rupee (NRER) and Foreign Currency Non-Resident
(FCNR) Accounts.

(Per cent per annum)

Current Rate of Interest.a@

Maturity
NRER FCNR
(a) One year and above but less
than two years. 10.50 8.50
(b) Two years and above but less
than three years. . 11.00 9.25
(c) Three years and above but less
than five years. . 12.00 9.50*
(d) Five years only. 13.00 —

*Three years only.
@As on February 15, 1988.

8.8 The inflows to the foreign accounts were
Rs. 1370 crores during April—December, 1987 as
against Rs. 1821 crores during the same period of
1986-87. About two-thirds of the inflows were
accounted for by the dollar denominated deposits and
accretion to NRER accounts amounted to Rs. 459
crores during April—December, 1987, As NRER
deposits are inclusive of interest, if an adjustment is
made for the interest included in these deposits, the
inflows would be reduced to that extent. Table 8.4
shows the outstanding amounts under these accounts.

TaBLE 8.4

Outstanding Amounts in Various Types of External Accounts

Non- Foreign currency non-
resident resident accounts@
As on external -
31st March. rupee US$ zccounts  Sterling accounts
accounts® et et
Rs. 3 £
Crores. Million Million
1 2 3 4
1981 937.7 140.3 19.8
1982 1259.0 107.3 27.6
1983 1679.2 151.5 68.2
1984 2254.3 373.8 136.2
1985 2864.0 499.1 218.2
1986 3461.4 1419.4 236.1
1987 4336.2 2359.9 223.6
31 Dec., 1987** 4795 .4 3072.0 221.8

@ Figures do not include accrued interest.
*Figures include accrued interest.
**Provisional data.

8.9 The external value of the Rupee continued to
be determined in relation to a weighted basket of
currencies of India’s major trading partners and Pound
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Sterling remained the intervention currency. The
exchange rate between Rupee and Pound Sterling has
been adjusted from time to time in line with the
changes in the exchange rates of currencies in the
basket. The latest adjustment was made on
February 15, 1988 when the middle rate was fixed at
Rs, 22.80 per Pound Sterling.

Imports

8.10 The growth of imports decelerated from
14.7 per cent in 1985-86 to 2.2 per cent in 1986-87.
In US dollars, imports in 1986-87 declined by 2.2 per
cent as against an increase of 11.5 per cent in the
preceding year. The major decline was in the imports
of petroleum products which fell by 46.3 per cent on
top of a decline of 7.8 per cent in 1985-86. This
was due to the fall in international oil prices (relevant
to India’s purchases) by 43.3 per cent, on top of a fall
of 4.4 per cent in 1985-86, caused by glut conditions
in the world oil market. The decline in imports in
1986-87 was further contributed by falls in imports of
other bulk commodities like fertilisers and fertiliser
materials (by 46.1 per cent), sugar (by 49.7 per cent),
non-ferrous metals (by 23.4 per cent), edible oils
(by 16.7 per cent) and cereals and cercal preparations
(by 57.3 per cent). Non-oil imports registered &
smaller increase of 18.7 per cent in 1986-87 compared
to an increase of 25.1 per cent in 1985-86. In US
dollars the non-oil imports rose by 13.5 per cent,

8.11 In the first nine months of the current
financial year 1987-88, imports have increased by 13.5
per cent, in sharp contrast to an increase of only 2.3
per cent in the corresponding period of 1986-87. 1In
US dollars, the growth in imports amounts to 11.5 per
cent compared to a decline of 1.6 per cent in the
same period last year. The substantial rise in imports
is largely attributable to a sharp rise in oil imports by
75.6 per cent due mainly to firming up of petroleum
prices in the international market, and also to a higher
level of imports necessitated, inter alia, by severe
drought conditions in the country. Non-oil imports
during this period have increased only by 5 per cent
as against a rise of 24.5 per cent in the corresponding
period last year. Thus, after a sharp rise in non-oil
imports during the first two years of the Seventh Plan,
growth of non-oil imports has slowed down in the first
nine months of the current year.

8.12 During the first half of the current year, for
which commoditywise details are available, imports of
petroleum and related products have risen by 70.5 per
cent, metalliferrous ores and metal scrap by 48.1 per
cent, chemical materials and products by 45.3 per
cent, textile yarn, fabrics and made-up articles by



116.5 per cent. artific
by 26.3 per cent and S
imports alsp increase
electrical mach

ial resins, plastic materials etc.
ugar by 22 per cent. Machinery
. d significantly—the imports  of
t rnery were higher by 50.8 per cent and
transpert equipment hy 48.7 per cent. Among other
items that recorded growth in imports are non-ferrous
metals (5 per cent), organic and inorganic chemicafs
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(4.7 per cent), edible oils (3 per cent) and pro-
fessional, scientific controlling instruments, photo-
graphic and optical goods, watches and clocks
(3.5 per cent). The drought in the current year
may further necessitate additional imports of some key
commodities mainly to compensate for drought in-
duced shortfalls in their domestic availability.

TasLe 8.5

Imports by Major Commodity Groups

(Value in Rs. crores)

°o/age %age
Toses April—September (P) A ek
1985-86 1986-87 1986-87 pril—September pril—
Sl. No. Commodity (PR) (PR) ¥ ¢ Sept. 1987
1985-86 ¥a; 1986 §& ... 1987
) April—
Sept. 1986
1 2 4 5 6 7 8
1. Capital goods* 4285 .4 5467.3 27.6 2371.7 2878.2 21.4
2. Cereals & cereal preparations 110.2 47.0 —357.3 17.1 10.8 —36.8
3. Chemical materials & products 143.9 119.6  —16.9 48.4 70.4 45.3
4. Edible oils 734.7 612.0 —16.7 323.8 333.6 3.0
5. Fertiliser crude 162.6 131.1 —19.4 69.6 65.0 —6.6
6. Fertiliser finished . 1052.8 495.1 —53.0 249.7 55.2 —77.9
7. 1Iron & steel , . . 1394.6 1449.7 4.0 734.7 558.3 —24.0
8. Medicinal & pharmaceutical products 177.2 158.0 —10.8 75.6 57.5 ~23.9
9. Non-metallic mineral manuf. excluding pearls 101.7 85.1 —16.3 43.8 24 .4 —44 .4
10. Non-ferrous metals 541.8 414.9 —23.4 197.1 207.0 5.0
11.  Oreanic & inorganic chemicals 1089.4 1035.7 —4.9 438.3 459.0 4.7
12.  Paper, paper board & manufactures thereof 226.0 194.8 —13.8 108.1 93.9 —13.1
13.  Pearls, precinus & semi-precious stones 1099.7 1495.5 36.0 678.8 946.7 39.5
14.  Petroleum, petroleum products & related
material (gross) . . . . . 49894 2679.6 —46.3 1098.6 1872.7 70.5
15.  Professional, scientific, controlling instruments,
photographic  optical goods, watches and
clocks . . . . . . . . 378.9 455.6 20.2 204.3 211.4 3.5
16. Synthetic & regenerated fibres 68.6 4.1 —35.7 24.5 11.2 —54.5
17. Other 3100.7 5198.4 67.6 2554.9 2543.7 —0.4
Total Tmports 19657.7 20983.5 2.2 9235.0 10398.9 12.6

*Incla fes manufactures of metals, machinery (including electrical machinery) and transport equipment.

<P ; Provisional.
‘PR’ : Partially Revised.

8.13 Table 8.5 shows the commodity composition
of imports during 1985-86, 1986-87 and the first half
of 1986-87 and 1987-88. The data compiled by the
DGCI&S from custom’s returns are likely to be revised
as and when additional information is received,

8.14 A graphic presentation of the commodity
composition of imports during the last three vears is
given in the chart. The share of the value of petroleum,
oil and lubricants (POL) imports fell from 31.6
per cent in 1984-85 to 13.3 per cent in 1986-87.



COMPOSITION OF INDIAS IMPORTS

(N PER CENT)

A PETROUEUM  OIL AN LUBRICANTS 3 FERTILIZER & FERTILIZER MATERIALS
B CARPITAL GOODS 3 IRCN  AND  STEEL

¢ EDIALE [R1 H o CHEMICAL  MATERIAL S  ANG PRODUCTS
n CERFALS AND (ERE AL PREPARATIONS r NON ~ FERROUS Mt TAL S

E PEARL p PRECIOUS AND OLEMI-PRECIOUS STONE S, J OTHERS

UN-WORKED OR  WORKED

1986-87

RS..20084 CRORES 198586
1984-85 -
A A
B 316 254
185
o
L
s
i7" E y J
6.0 20.6 J
’ . 25 0
RS 17134 CRORES Hes )

RS 19658 CRORES

XOINCLUDES  MANUFACTULRES OF METALS, MACHINERY (INCLUD!NG*
ELECTRICAL MACHINE RY AND  TRANSPORT E'QU(PMENTS)

MINIST RY OF  FINANC E’ E.CONOMIC [HVISTION

MGIP(PLU)MRND 6682 /1/F/87-88



SOURCES

v - F R.G. 7
" 986 7
‘\\ ///
e
T Uk
JAPAN \\\ // 8.1
12.7 > 4+ 3THERS
o5
/ ! EVELOPING COUNTRIES
— // { NON-CPEC)
18.7
OTHER OECD
9.4 /
USSR / oPFC
j s
1e-2
DTHER E£AST EUROFE’
.S, 20084 CRORES
1985 - 86

1984 -85
\\\

."/’—_
AN
OTHER EEC
/ 14 8
-5.A. b
9.8

OTHER EEC
"7 /
FR.G \

OF INDIAS IMPORTS

(iN PER CENT)

1986 - 87

T
~_

~.

OTHER EEC

Vs
4 FR.G
/ . / 7.9 -
7.5 I
" —~—
e / — UK
o Y n“ . .
e el GTHERS OTHE;‘ OECD e o hERS
\ DEVELOPING COUNTRIES v ’ 0 4
( nON-OPEC) e \ DEVELOPING COUNTRIES
. e d
\ ® e USSR e (ron-oPec)
' s
\ \ 85 s 17.6
\ \ s
OPEC \ \ /v/ SPEC
94 \\ \ /2/ 5// 17. 4
CTHER EAST-:(/
- EUROFE N g
—— ~
AN - ~ ) o R .
15 17134 CRORES RN
RS 19658 CRORES

¥GTP(PRUMND ¢

-
-
21 7
GT1F R CAST 45\ o
EUROME
AN
A
i
WIS T RY




The steep fall in international oil prices in 1986-87
resulted in a fall in the value of POL imports by about
Rs. 2,300 crores during the year. The volume of
POL imports in 1986-87 was also lower by 5.3 per
cent. The decline in POL imporis has unfortunately
been reversed in the current year with the value of
imports in the first half of the year rising by 70.5
per cent as against a decline of 58.1 per cent in the
corresponding period of last year. While the rebound
in import value is mainly due (o higher unit values,
import volume has also gone up.

8.15 Non-POL bulk imports (comprising edible
oils, fertilisers and fertiliser materials, iron and steel,
sugar, paper, paper board and manufactures
thereof and non-ferrous metals) in 1986-87 declined
by 23 per cent in value (as against an increase of
21.2 per cent in 1985-86), reflecting declines in the
imports of edible oils, fertilisers, non-ferrous metals,
sugar, and paper, paper board and manufactures
thereof. Thus, the pressure on imports in 1986-87
has not been from bulk imports but rather from non-
bulk imports of capital goods and various intermediate
inputs for industries.

8.16 The share of edible oils in total imports
declined further in 1986-%7 to 3 per cent on account
of a decline in vaiue of imrests by 16.7 per cent. Even
though the quantum of edible oil imports increased
sharply by 36.6 per cent, a substantial decline in unit

“value of imports by 39 per cent led to a fall in value
of imports in 1986-87. Imports of edible oils in the
first half of the current year were higner in value by
3 per cent over the corresponding period of last year.
Increase in unit price contributed to rise in imports.

8.17 Imports of fertiliser and fertiliser materials
showed a remarkable decline in 1986-87 of 46.1 per
cent duz to a fall in both the unit value by 17.3 per
cent and in volume of imporis by 34.9 per cent. The
volume of imports was lower because of glut condi-
tions in the domestic market caused by the increased
_supply from domesiic production and imports, in con-
. junction with stagnant offtake following inclement
weather during the year. The share of fertilisers
“and fertiliser materials in total imports; therefore,
‘decreased 1o 3.9 per cent from a share of 7.3 per
cent in 1985-86. This trend persisted in the first half
of the current year a'sy during which imports declined
by 47.5 per cent over the corresponding period last
year, reflecting a conscious policy of making better
use of available indigenous capacity and, at the same
time, running down accumulated inventory.

-

8.18 The share of iron and steel in total imposts
in 1986-87 has been almost maintained at the same
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level as last year, Evem though the quantum of im-
ports i 1986-37 was roughly similar to 1985-8¢, the
vaiue of iron and steel imports increased by 4 per
cent due mainly to an increase in unit value by 4.7 per
cent. However, during the first half of 1987-83, the
imports of iron and steel registered a decline of 24 per
cent over the corresponding period last year due,
mainly, to a fall in the volume of imporis which could
be attributed to higher domestic production.

R.19 The share of non-ferrous metals in total
imports declined from 2.8 per cent in 1985-86 to 2.1
per cent in 1986-87. There was a fall in their unit
prices which resulted in the value of imports failing
by 23.4 per cent in 1986-87. There was a substan-
tial fall in the import of sugar by 49.7 per cent due

to increased domestic production. The imports of
paper, paper board and manufactures thercoi n
1986-87 declined by 13.8 per cent as agamnst an
increase of 15.6 per cent in 1985-86. Although

quantum imports during the year increased by 1.2 pe:
cent, there was a decline in the value of imporis due
to a fall in unit prices by 14.8 per cent,

8.20 The imports of capital goods increased sub-
stantially by 27.6 per cent in 1986-87 on top of an
increase of 35.3 per cent in 1985-86. As a resul,
its share in total imports grew from 18.5 per ceni in
1984-85 to 27.2 per cent in 1986-87. 'The growth
of capital goods imports in 1986-87 was mainly on
account of an increase in imports of non-electrical
machinery by 43.2 per cent, and of transport equip-
ment by 19 per cent. During the first half of the
current year also capital goods imports have recorded
an increase of 21.4 per cent over the corresponding
period last year. The bucyancy in the climate for
indusiria] investment and the accent on modernisation
and upgradation of technology explain the rising trend
in the imports of capital goods in recent years. Also,
a substantial proportion of these imports consists of
imports of parts and components as against compleie
machinery/goods,

8.21 The share of pearls and precious, semi-pre-
cious stones in total imports increased from 5.6 per
cent in 1985-86 to 7.4 per cent in 1986-87, as their
imports registered an increase of 36 per cent in
1986-87. This was due mainly ta the substantial rise
in the exports of cut and polished diamonds. The
share of cereals and cereal preparations in total imports
declined further in 1986-87 to 0.2 per cent due to a
decline in ~their value imports by 57.3 per cent,
reflecting the comfortable stock position of foodgiains.
The share of imports of chemical materials and pro-
ducts has been maintained at almost the same leve!
as in 1985-86. Among the residual imports, the main
items registering high growth rate include cashew nuts



(unprocessed), artificial resins and plastic matetial,
dyeing, tanning and colouring materials and pro-
fessional, scientific controlling instruments, photo-

graphic and optical goods, watches and clocks,

Sources of Imports

8.22 The composition of imports by source during
the last threc years is presented in the chart.  The
share of OECD countries in totz} imports increased
from 48.7 per cent in 1984-85 to 64.5 per cent in
1986-87, following a sharp increase in the imports of
capital goods from these countriecs. The share of
OPEC during this period declined from 19.4 per cent
«w 8.8 per cent due, mainly, 1o a fall in imports from
Iran, Iraq, Kuwait, Saudi Arabia and UAE in 1986-87
caused by the decline in oil prices. The share in
total imports of Eastern Europe also declined from
12.6 per cent in 1984-85 to 7.5 per cent in 1986-87.
However, the share of developing countries (Non-
OPEC) during these years has remained steady around
18 to 19 per cent.

8.23 The United States, which was the single
Jargest source of India’s imports in 1985-86, recorded
a drop in her share to 9.8 per cent in 198G-87 due
to decline in imports by 4.9 per cent in 1986-87. The
imports from the USSR during this year also declined
by 36.1 per cent leading to a further fall in its share
of total imports from 8.5 per cent in 1985-86 to 5.3
per cent in 1986-87, in large part because of lower
petroleum prices. The highest decline in imports in
1986-87 (by 48.5 per cent) was registered in imports
from OPEC countries. The share of imports from
the U.K. moved up from 5.4 per cent in 1984-85 to
8.1 per cent in 1986-87 and that of the Federal
Republic of Germany from 7.5 per cent to 9.6 per
cent during the same period. Japan became the single
largest source of India’s imports in 1986-87 with
its share in total imports increasing from 9 per cent
in 1985-86 to 12.7 per cent in 1986-87, the subs-

tantial appreciation of the Yen being an important
contribating factor.

Exports

8.24 Exports increased by 15.3 per cent in rupee
terms (10.4 per cent in US doilars) in 1986-87 as
against a decline of 7.2 per cent (9.9 per cent in US
dollars) in 1985-86. The improved performance was
significant in the face of a sluggish expansion in the
volume of world trade in 1986 and declining world
commodity prices for many export commodities. The
principal commodities which contributed to this
increase in exports include gems and jewellery, leather
and leather manufactures, readymade garments, oil-
cakes, cashew kernels, marine products, tobacco, raw
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catton and coffee. There was a decline in the exports
of tea, engineering goods, chemicals and allied pro-
ducts, ores and minerals, rice and sugar. There were
no exports of crude oil in 1986-87 as these exports
ceased from April 1985 duz to the commissioning of
suitable domestic refining capacity.

8.25 During the first nine months of the current
financial year exports, on a provisional basis, have
shown a substantial growth of 24.7 per cent com-
pared with an increase of 17.3 per cent in the same
period last year. This is the highest increase in the
first nine months of a yedr in the eighties. In terms
of US dollars, exports were higher by 22.4 per cent
as against an increase of 12.7 per cent in April—
December, 1986. The commodities continuing to
show good export growth during the first half of the
current financial year (commoditywise details of
which are available) are readymade garments, gems
and jewellery, leather and leather manufactures, cashew
kernel, iron and steel and marine products. The trend
of declining exports of tea, iron ore, cotton fabrics,
engineering goods and chemical and allied products
during 1986-87 has been reversed during the current
year. Exports of coffee, oil cakes, raw cotton,
spices, unmanufactured tobacco, sugar and jute manu-

factures have declined during April—September,
1987.

8.26 The commoditywise composition of exports in
recent. years is shown in Table 8.6 and in the chart.
In the plantation sector, the good performance in
1986-87 in coffee exports was largely offset by the fall
in the earnings of tea. The exports of coffec in
1986-87 increased by 15.6 per cent on top of a rise
of 26 per cent in 1985-86. While the increase in
1985-86 was effected through a larger volume of ex-
ports of 46.5 per cent, the growth in 1986-87 came
from higher unit value realisation of 53.5 per centin a
buoyant world market. There was a fall in the value
of exports of tea for the second year in succession in
1986-87. This was due to a decline in both the quan-
tity exported (by 7.3 per cent) and lower unit value
realisation in a stagnant world market (by 5.3 per
cent). The share of tea in total exports thus dec-
lined from 6.5 per cent in 1984-85 to 4.4 per cent
in 1986-87. In order to boost tea exports Govern-
ment have constituted a committee to formulate a
long term strategy for the tea industry. Initiative has
also been taken to raise a ‘special corpus’ fund of
Rs. 10 crores to help expansion of tea research activi-
ties in the country. The main effort is directed
towards promotion of these exports in valuc-added
form. The trend in the first half of the current
financial year reveals a rise in tea exports by 28.6
per cent due both to increased quantity exported and
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higher unit price realisation. However, exports of per cent. With uncertainties clouding the quota

coffee during the same period have declined by 13.9 scenario, efforts will be required to explore non-quota

per cent due to lower unit price realisation of 27.8 markets for increasing the country’s coffee exports.
TABLE 8.6

Expoits by Major Commodity &roups

(Value in Rs. crores)

Y.age °/age
change change
1986-87 April—September (P) April—
S Commodity 1985-86 1986-87 e Sept. 1987
No. (PR) (PR) 1985-86 1986 1987 ——
April—
Sept. 1986
1 2 3 4 5 6 7 8
1. Cashew kernels . . . . . . 225.1 320.6 42.4 192.1 212.2 10.5
2. Coffee & coffee substitutes . . . . 264.9 306.2 15.6 193.7 166.7 —13.9
3. Fish and fish preparation . . . . 409.0 478.5 17.0 180.5 258.0 43.0
4. Oilcakes . . . . . . . 134.0 187.2 39.7 89.9 80.1 —10.9
5. Raw cotton . . . . . . . 68.2 182.1 167.1 84.1 83.8 0.4
6. Rice . . . . . . . . 196.3 164.8 —16.0 85.5 145.6 70.3
7 Spices . . . . . . . . 277.8 269.1 —3.1 163.1 146.6 —10.1
8. Sugar . . . . . . . . 15.8 0.9 —94.5 0.5 0.2 —52.9
9, Tea & mate . . . . . . . 626.3 549.7 —12.2 207.7 267.1 28.6
10. Tobacco . . . . . . . 169.6 174.3 2.8 130.1 103.9 —20.2
11, TIron ore . . . . . . . 578.8 543.2 —6.1 226.1 251.0 11.0
12. Engineering goods* . . . . . 897.9 875.0 —2.6 416.2 540.3 29.8
13. Chemicals & allied products . . . . 497.5 474.5 —4.6 216.5 329.7 52.3
14. Cotton fabrics . . . . . . 573.7 562.1 —~2.0 271.2 466.3 72.0
15. Tron & steel . . . . . . . 56.2 56.9 1.2 31.3 66.6 112.6
16. Jute manufactures . . . . . 261.8 265.0 1.2 108.9 101.3 —7.0
17. Leather & leather manufactures incl. footwear . 769.9 787.2 2.2 317.0 491.3 55.0
18. Readymade garments . . . . . 1067.0 1218.3 14.2 501.0 779.4 55.6
19. Handicrafts . . . . . . . 1881.4 2501.7 33.0 1084.3 1522.5 40.4
Of which : ‘
Gems and jewellery . . . . . 1502.7 2069.3 37.7 880.3 1251.2 42.1
20. Others . . . . . . . 1923.5 2649.4 37.7 1357.8 1398.7 3.0
Of which :
Crude oil . . . . . . . 135.2 — — —_ — —
Total Exports . . . . . . 10894.6 12566.6 15.3 53857.4 7411.3 26.5

*Includes machinery and transport equipment and metal manufactures excluding iron and steel,
‘P’ : Provisional.
‘PR’ : Partially Revised.



8.27 The share of exports of eight important agro-
based commodities taken together (coffee, oil cakes,
tobacco, cashew kernels, spices, sugar, raw cotton
and rice) in total exports increased from 10 per cent
in 1984-85 to 12.8 per cent in 1986-87. Exports
of cashew kernels have more than doubled in the last
three years from Rs. 150.8 crores in  1983-84 to
Rs. 320.6 crores in 1986-87 due to both enhanced
quantum of exports and higher unit prices over these
years. During 1986-87, exports recorded an increase
of 42.4 per cent contributed by a 25.6 per eat rse
in volume of exports and 13.4 per cent increase in unit

prices.  After a decline of 2.1 per cen: in 1985-86,
exports of oilcakes registercd an increase of
39.7 per cent in 1986-87, on  account of

increases in export volume by 22.7 per cent and unit
prices by 13.9 per cent. There was almost a three-fold
increase in the exports of raw cotton in 1986-87
attributable to an almost five-fold increase in its
volume of exports. Exports of rice and sugar declined
by 16 per cent and 94.5 per cent respectively, due
to fall in the quantum of their exports.

8.28 In spite of a volume growth of 6.5 per cent,
exports of spices have declined in 1986-87 by 3.1 per
cent in value due to a drop in umit price realisation
by 9.1 per cent, Growth in exports of spices had
more than doubled in the two years from Rs. 116.7
crores in 1983-84 to Rs. 277.8 crores in 1985-86
due to a steady rise in volume of exports and Figher
price realisal.on. Tobacco exports in 1986-87 regis-
tered a growth of 2.8 per cent as against a decline of
4.9 per cent in 1985-86, due mainly to a rise in
volume of exports by 10.7 per cent. Global consump-
tion of tobzacco continues to be restrained by demand-
rclated factors like anti-smoking curbs and restrictions
and manufacturing developments which fessen the
amount of leaf rcquired per unit of product. In the
first half of 1987-88 these agro-based commodities
have displayed a mixed trend., While a rising trend
is witnessed in the exports of cashew kernels and rice
whose exports have increased by 10.5 per cent and
70.3 per cent respectively, exports of spices, oil cakes,
raw cotton, sugar and tobacco have declired by 10.1
per cent, 10.9 per cent, 0.4 per cent, 52.9 per cent
and 20.2 per cent respectively.

8.29 Expoits of marine products, a comparatively
gew and dynamic sector, recorded an
growth of 17 per cent in 1986-87 as against an
increase of only 7.2 per cent in 1985-86. Its share
in total exports has risen from 3.2 per cent in 1984-85
to 3.8 per cent in 1986-87. The quantum of CXports
from this sector has been rising steadily and tle
increase in 1986-87 has come fron: both higner volume

imgressive -

50

of exports by 13.6 per cent and increased unit value
realisation of 3 per cent. The decisions of the
Government on deep sea fishing, specially for 100 per
cent export oriented units, has thus elicited a good
response from the exporters. In order to encourage
exports of value-added products the Marine Products
Exports Development Authority (MPEDA) has intro-
duced a scheme for extending subsidy assistance (25
percent) to seafood processors for the acquisition of
machinery and equipment required for production of
value-added shrimp, The rising trend continued during
April—September, 1987, with exports recording a sub-
stantial increase of 43 per cent.

8.30 Iron ore exports in 1986-87 declined by 6.1
per cent as compared to a rise of 26 per cent in
1985-86. The fall in the value of exports was mainly
due to reduced volume of exports by 6.6 per cent.
A major breakthrough was achieved by the Minerals
and Metals Trading Corporation (MMTC) in securing
a foothold in China in the exports of iron ore and in
the exports of iron ore concentrates to Japan. The
decline in world steel demand and output and techno-
logy shifts against the use of metals, in general, are
factors militating against strong growth of export earn-
ings from minerals and ores. A major problem of the
iron ore exporiers is the high cost of mining equipment
which has affected the viability of mining operations
and made exports uncompetitive. The Government
is, therefore, working out a new strategy to boost the
exports from this sector, which is an identified thrust
sector. The strategy covers the development of new
mines, improvement and expansion of mining opera-
tions as well as port facilities, exploration of new
markets, increase in exports to. the traditional markets
and making long-term arrangements with the importers.
The trend in exports during April—September, 1987
shows an increase in exports by 11 per cent over the
same period last year, due mainly to an increase in the
quantuin of expoits, ' '

8.31 Exports of engineering goods recorded a
marginal decrease of 2.6 per cent in  1986-87 as
against an increase of an almost similar order in
1985-86. Exports at Rs. 873 crores in 1986-87 were
thus lower than the peak level performance of
Rs. 938.9 crores achieved in 1981-82. The share of
engineering exports in total exports has declined from
8.2 per cent in 1985-86 to 7 per cent in 1986-87.
The trend in the current financial year i< quite
encouraging with exports during April-—September,
1987 rising by 29.8 per cent. Tp step up exports of
this key sector, Government has identified 35 cngineer-
ing iudustries us thrust industries on the basis of
existing production capabilities and export potential.



Detailed export strategics for each of these products
are being developed.

8.32 Exports of chemicals and allied products in
1986-87 decreased by 4.6 per cent, as against an
increase of 3 per cent in 1985-86. The exports in
1986-87 at Rs. 474.5 crores were marginally lower
than the highest level of Rs. 497.5 crores achieved in
1985-86. The exports in 1986-87 were restrained by
lower exports of rubber manufactures due primarily
to lower offtake from thc USSR. There were lower
exports also of refractory and processed minerals
which is attributable to a sharp drop in baryte prices
due to severe recession in the world drilling activit'es.
Other factors which affected exports are import ban
by Bangladesh on cycle tubes, and labour trouble and
lockout in two major tyre manufacturing plants, affcct-
ing the overall exportable surpluses of the tyre indus-
trv. However, there has heen retricval of grounds in
the current financial year with exports during April-—
September, 1987 recording an increase of 52.3 per
cent over the corresponding period last vear.

833 Leather and leather manufacture exports also
showed commendable growth over the last four years
when these exports increased from Rs. 414.6 crores
in 1982-83 to Rs. 787.2 crores in 1986-87. Improved
performance during the last few years was partly dl:le
to the changes brought about by the Government In
providing improved access to imported inputs needed
in this sector. The increasing trend has continued
during April—Scptember, 1987 with exports record-
ing an impressive growth of 55 per cent over the
corresponding period last year. A significant feature
of the rise in exports of leather and leather manufac-
tures has been the change in the composition of these
exports with growing emphasis on finished leather
and leather products. This has helped in realising
higher unit prices for these exports. 'To give a fillip
to these exports Government have set up a high
powered committee for providing single window
clearance for export-oriented proposals of finished
leather products. It is also proposed to set up a hides
and skin development fund to be financed and operated
by the Leather Export Promotion Council for promot-
ing development, fabrication and distribution of im-
proved tools for tanning, etc.

8.34 The performance of readymade garments,
another dynamic growth sector, has heen remarkable
in the recent years. Their exports in 1986-87
increased by 14.2 per cent on top of an increase of
31.4 per cent in 1984-85 and 11.9 per cent in
1985-86. Readymade garment exports in the last
two years have incrcased from Rs. 953.3 crores in
1984-85 to Rs. 1218.3 crores in = 1986-87. The
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world market for cotton garments has become active
during the last few years, perhaps on account of
emergence of renewed consumer preferences for
cotton made clothing. This trend in revival of gar-
ment exports has continued in the first half of current
year also when exports have recorded an increase of
55.6 per cent. Exports to the European Common
Market and other quota countries have shown signi-
ficant expansion, reflecting the more liberal market
accwss as a result of the bilateral agreements negotiated
under the latest Multi-Fibre Agreement (MFA) for
1987—92. 1t is hoped that the various innovative
measures announced by the Government in October,
1987 under the revised quota distribution policy for
garments will strengthen export perfermance.

8.35 Gems and jewellery is an important thrust
sector in exports. These exports have more than
doubled in the last four years from Rs. 1014.8 crores
in 1982-83 to Ry 2069.3 crores in 1986-87, with
exports in 1986-87 registering an incrsase of 37.7 per
cent. The share of gems and jewellery in the total
exports has thus gone up from 13.8 per cent in
1985-86 to 16.5 per cent in 1986-87. The rising
trend has continucd during April—September of the
current financial year, when exports of gems and
jewellery increased by 42.1 per cent. This impressive
performance reflects, in part, good response of the
industry to the measures aimed at improving access
and terms for import of machinery and equipment.
The facility for bulk import of diamonds has also been
eased with bulk import licence being thrown open to
the entire diamond trade. The first 100 per cent
export-oriented gems and jewellery complex in the
country in Santacruz Electronic Export Processing
Zone (SEEPZ) went on stream and the publication
of an international monthly magazine on gems and
jewellery was started during the year. As cut and
polished diamonds continue to play a dominant rele
in the exports of gems and jewellery, the move by the
MMTC to enter into joint exploration and mining of
rough diamends with African states is a step in the
right direction in view of the indigenous industry’s
vulnerability to price changes of rough diamonds.
Steps are being taken to increase exports of jewellery
because of their relatively high value-added nature, A
jewellery school has been set up in Bombay, while
free trade zones in Delhi and Bombay have now
modern jewellery manufacturing units. Further, the
Government are also taking a close look at the pro-
visions of the Gold Control Act and jts administrative
machinery with a view to remove bottlenecks in
exports of gold jewellery.

8.36 Projects and services have also been identified
as one of the thrust industries having a1 good exporl
potential. Exports of projects and services, which



comprise construction and civil engineering projects,
industrial turnkey projects and consultancy services,
have been quite important in the recent past. How-
ever, the boom in construction projects experienced
after the oil price increases of the seventics has
declined, because of the fall in oil revenues of CPEC
members, intense competition in the Gulf and African
countries and foreign exchange problems faced by
many African cuntrics. Nevertheless, the value of
projects secured in 1986 at Rs. 525 crores was almost
double the value of contracts secured in 1985 at
Rs. 265 crores,

8.37 For turnkey projects the market is more
diversified but the total value of contracts secured by
Indian companies is very small. One of the major
problems faced by Indian companies has been their
inability to offer credit terms in line with those offered
by developed countries. Similarly, the share of India
in consultancy services in the international market is
very small, though our companies have made a begin-
ning in developed countries also.

8.38 With a large endowment of technical man-
power, India is in a position to offer total range of
services, including process design, engineering, pro-
curement, construction, supervision, commissioning,
project management, training, etc. in diverse fields like
power generation and transmission system, petro-
chemicals, steel plants, textiles, infrastructure, etc.
There are about 200 consultancy organisations in the
country, both in public and private sectors, which can
provide consultancy for a very broad range of
activities, Indian companies can also undertake
operation and maintenance contracts. As a part of
overall strategy to increase projects and consultancy
exports, Government have announced various incen-
tives like project assistance of 10 per cent of net foreign
exchange earnings from service portion of the contract,
market development assistance, information support
and guidelines for export of scrvices on deferred
payment terms.

8.39 Overall export performance cduring 1986-87
and the first nine months of the current financial year
has thus been very strong. The export-import ratio
increased from 55.4 per cent in 1985-86 to 62.6 per
cent in 1986-87. However, in view of the disappoint-
ing export performance in 1985-86, exports in
subsequent years will have to rise at a rate
even higher than stipulated in the Seventh Plan of
6.8 per cent per annum in volume terms. The drought
in the current year may also affect adversely exports
of certain agricultural commodities. This has to be
countered by an export push in other sectors.
Improvement in export performance is essential not
only to finance critical imports but also to keep trade
deficit within manageable limits.
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Direction of Exports

8.40 The composition of exports by destination
fiom 1984-85 to 1986-87 is givca in the chart, The
destination-wise pattern of exports over these years
has remained almost unchanged except for the ‘other’
category which declined to 3.3 per cent in 1986-87
from 15.7 per cent in 1984-85 due to stoppage of
crude oil exports which were not booked by destina-
tion. A little over half of the exports have gone to
OECD countries in the last two years, a shade less
than a fifth to Eastern Europe, about a seventh to
developing countries (Non-OPEC) and a sixteenth to
OPEC.

8.41 Exports to OECD countries increased from
50.8 per cent in 1985-86 to 56.7 per cent in 1986-87
due to increase in exports to these countries by
28.8 per cent in 1986-87. The share of exports
to the USA in total exports increased to 18.8 per cent
in 1986-87, reflecting growth in exports to the USA
during thé year by 19.5 per cent. Exports to the
USSR in 1986-87 fell by 6.6 per cent leading to a
decline in her share of exports from 18.4 per cent in
1985-86 to 14.9 per cent in 1986-87. <Consequently,
the share of Eastern Furope in total exports also
showed a fall from 21 per cent to 18.4 per cent during
the same period. Similarly, there was a fall in exports
to the OPEC region by 6.9 per cent in 1986-87. On
the other hand, exports to developing countries
(Non-OPEC) increased by 31.6 per cent in 1986-87,
thus increasing their share in total exports from 13.4
per cent in 1985-86 to 15.3 per cent in 1986-87,
Export Promotion Measures and Developments in
Trade Policy

8.42 The Government have implemented a
number of measures to facilitate capacity expansion
for export production, to upgrade technology, to make
export sector more competitive through improved
access to capital goods and raw materials at or near
international prices, and by providing fiscal and
monetary incentives for exports. Greater attention
is also being paid to strengthening the marketing
capacity of exporters and the infrastructure necessary
for the export effort. Also, vigorous efforts are being
made to effect efficient import substitution particularly
in the area of bulk imports of commodities and to
discourage imports of non-essential items.

8.43 The Government’s multi-pronged strategy for
a renewed thrust to exports has adopted a certain
degree of selectivity in identifying products, sectors
and industries with good export potential and in pro-
viding a policy framework conducive to export growth,
A series of new initiatives were taken to promote



exports of various items, including those of 14 thrust
commodities, by preparing action plans keeping in
view their medium and long term prospects. These
measures are designed to generate surpluses for ex-
ports, to induce the production of goods contemporary
in technology and competitive in prices and to make
exports profitable. Several changes have been made
with these objectives in view in the areas of fiscal
policy, industrial policy and import policy which are
summarised below :

Fiscal and Financial Measures

(a) The Cash Compensatory Support Scheme, which
allows a remission of unrebated indirect taxes on in-
puts of exported products, was modified in February
1987 with the revision of CCS for a number of items
including some engineering goods, agricultural goods
and cotton grey fabrics. The policy of making propor-
tionate reduction in CCS rates in individual cases
where advance/imprest licences are issued for a value
higher than normal REP has been discontinued from
July 1987, The existing policy of restricting the CCS
ratio to the cut off point of 25 per cemx of value-added
was continued and strictly enforced during the year.
During the current financial year CCS has been granted
on nine additional items.

(b) A comprehensive review of the Duty Drawback
schedule was made in April-May, 1987 and a new
drawback rate schedule has been brought into effect
from June 1, 1987. The new schedule gives special
attention to thrust industries which have considerable
exports or export potential and which suffer signi-
ficant duties on their inputs. Some of the basic fcatures
of the revised drawback schedule are indicated

below :

significant improvements in rates have been
effected for a number of export products
taking into account the increased incidence
of duties on various inputs suffered by a
number of industiries as compared to the
average duties assessed last year. Items where
enhanced rates have now been fixed (with
increase of more than 10 per cent over the
earlier rates) include a large number of pro-
ducts of engineering industry, a number of
specified bulk drugs, certain paints and pig-
ments and a number of other miscellancous

products.

To give a boost to export of electronic items
and for a number of identified products All
Industry ratcs of Drawback have been fixed
for the fir:t time.
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A number of other new export products have
been added to the list of items covered by
All Industry Rates,

——

(c) The MODVAT introduced in 1986-87 Budget
covered 38 chapters of the Excise Tariff. The Budget
of 1987-88 has extended MODVAT to all the remain-
ing chapters except those relating to textiles, tobacco
and the petroleum products, The MODVAT has now
been extended to cover food products, mineral pro-
ducts, leather and leather goods, footwear, paper and
paper board, wood and cork products, asbestos,
cement products and precious metals, The MODVAT
system, which aims at minimising the incidence of
taxation on inputs, would reduce the distortions in the
production structure, mitigate the cascading effect of
taxes on inputs, make the incidence of indirect taxa-
tion more transparent and help in reducing costs and
prices which would make our exports more competi-
tive in the international markets.

(&) Government have decided that upits exporting
25 per cent or more of their production and which
have installed captive power generating sets will be
supplied diesel oil for this purpose at prices compar-
able to international prices. The compensation will be
through reimbursement of the difference between the
market price of diesel and its international price on a
proportionate basis and will be provided to the ex-
porting units at the end of the financial year after
reckoning the export performance.

(¢) Government has relaxed the debt-equity norms
to finance projects upto 4 : 1 against the prevailing
2 : 1 for ‘thrust’ industuries having a great export
potential, economic viability and debt servicing capa-
bility.

(f) It has been decided to extend the Export Credit
and Guarantee Corporation (ECGC) cover on con-
cessional terms to ‘deemed exports’. Exporters will
now have the option of availing the ECGC insurance
cover for deemed exports on dsferred terms. The
ECGC has also announced in August 1987 a reduc-
tion in the premium rate for export finance guarantee.

(2) A new Blanket Exchange Permit Scheme, rep-
lacing the two exfisting schemes, has been introduced
since June 1987. The new scheme is more broadbased
and flexible both as to eligibility of exporters and the
purposes for which exchange can be drawn by holders
against their blanket permits. The salient features of
the scheme are as follows :

— The minimum qualifying annual amount of
foreign exchange earning for issue of blanket
exchange permit is not less than Rs. five



lakhs for export of products in the select
list and Rs. 20 lakhs for other products.

— For determination of quantum of cxchange
the products have been divided into three
categories. Exporters engaged in the exports
of products covered by list A (which con-
tains 24 products/product groups under
thrust area) will be eligible for release of
foreign exchange upto 10 per cent, exporters
of products covered by list B upto 2 per
cent (on a discretionary basis) and exporters
of products not covered under lists A and B
will fall under list C and will be eligible for
5 per cent. The percentage entitlement in
the three categories will be on the fo.h.
value of their annual exports realised and
repatriated to India.

—  The purposes for which blanket exchange
permit can be utilised has been made more
liberal and 18 items as approved purposes
have been identified. TItems include travel
abroad, participation in trade fairs abroad,
market studies, setting up/maintenance of
branches/offices or warehousing outside
India, legal charges in connection with ex-
ports, advertisements abroad, etc. Besides,
exporters eligible for assistance from  the
Export Marketing Fund of EXIM Bank will
also be permitted to draw exchange against
the blanket permits issued to them for ex-
penditure towards various purposes
approved.

— The aggregate expenditure during the entire
year towards travel abroad (including enter-
tainment allowance where admissible) would
normally be subject to a ceiling of 75 per
cent of the amount of blanket permit in the
case of permits for Rs. 50 lakhs or less and
50 per cent for amounts exceading Rs. 50
lakhs. Expenditure on entertainment ab-
road, which has been made liberal, should
not exceed 10 per cent of the amount of
the blanket exchange permit or Rs. 5 lakhs,
whichever is less, within the overall ceiling
of 75 per cent or 50 per cent as the case may
be.

(h) In a drive towards further liberalisation of ex-
chanee control procedures, RBT has permitted the
EXTM Bank to grant pre-bid clearance upto Rs 20
crores (instead of prevailing limit of Rs. 5 crores) for
bids/offers for export of engineering goods on defer-
red payment basis.

(i) Under the International Price Reimbursement
Scheme (IPRS), the exporters of engineering goods are
reimbursed the difference between domestic and in-
ternational price of steel used in the manufacture of
export items. This reimbursement, effected through
the Joint Plant Committee (JPC) fund, involves a
time lag. It has, therefore, been decided to permit
banks to grant advances to exporters against such re-
ceivables from the Government. The advances will
carry concessional rate of interest as applicable to
short term credit and will be eligible for interest sub-
sidy.

(3) The Government have announced liberalised
norms with regard to agency commission payment by
exporters—upto seven and half per cent in the case of
non-select products and twelve and half per cent for
select products. Even higher agency commission pay-
ments may be allowed on approval by the concerned
export authority or the Government.

(k) Customs duty on goods imported for offshore
drilling operations by ONGC or OIL or by service
contractors on their behalf has been withdrawn as
such operations are conducted in many cases outside
the territorial limits of the country and require specia-
lised equipment and services.

(D The 1987-88 Budget included the following
incentives for exports :

— Customs duties on 46 additional items of
tools and machinery, etc. for gems and
jewellery were reduced.

— Three additional items for marine products
industry and 31 additional items of machi-
nery for leather industry were allowed con-
cessional import duty.

— Export duty on mica products was abolish-
ed, except for mica waste and scrap.

— Import duty on tyre moulds and flax and
ramie fibres was reduced.

(m) Export duty on coffee was reduced from
Rs. 6000 per tonne to Rs. 1700 per tonne in May
1987.

Measures relating to Industrial Licensing Policy

(a) It has been decided in principle that export
production will not be taken into account for purposes
of establishing dominance under the MRTP Act, and
it will be kept outside the licensed capacity.

(b) IDBI has introduced in August, 1987 a Techno-
logy Upgradation Scheme for selected capital goods



industries for a period of three years upto the end of
current Plan with the objective to induct the latest
technoiogy in these sectors, improve indigenous R&D
fac.ities for constant upgradation and reduce cost.

(c) To liberalise the industrial licencing policy for
export of manutactures, Government have decided
that undertakings who have a firm export order may
be exempied from the requirement of obtainiag indus-
tuial licence for fulfilment of a one-time export order.

Measures relating to Impori-Export Policy

(a) Keeping in view Government’s policy to pro-
mote exports, specially in the identified thrust areas,
it has been decided to allow import of machinery and
raw materials liberally. In 1937-88 so tar, 19 items
ot macninery required for leather processing or lea-
ther guods manufacturing industry have been placed
on Upen General Licence (OGL).  Twenty eighi
items of machinery for manufacture of sports goods
and 27 items of machinery ror manufacture of bicycle
and bicycle components have also been placed on
OGL. In addition, 5 iiems of machinery required
for manufacture of garment/hosiery,;made-ups, 10
items of machinery required for the manutacture of
forged handtools and 9 items of machinery required
for gem and jewellery industry have been placed on
OGL. Thirteen items of life saving aud anti~cancer
drugs have been placed on OGL for stcck and sale.
Import of Polyurethane leather for manufacture of
footballs has been placed under OGL.

(b) Exports made under the barter deals have been
made eligible for giant of replenishment benefits.
Supplies made to projects in Bhutan aided by the
Asian Development Bank have also been made eligi-
ble to qualify for import replenishment purposes.
Similarly, supplies made to the projects aided by the
Asian Development Bank within the country would
also now qualify as ‘deemed exports’ for import re-
plenishment purposes.

(¢) The value limit for grant of import licence for
raw material and components to new/proposcd units
in the small scale sector has been raised from
Rs. 50,000 to Rs. 2.5 lakhs.

(d) Additional licences granted to Export Houses/
Trading Houses have been made more attractive by
allowing import of about 600 items of raw materials
and components which were normally allowed for
import by Actual Users (Industrial) only.

(e) For the promotion of exports of jewellery,
besides the existing scheme for the promotion of ex-
port of gold jewellery, new schemes have been intro-
duced for silver jewellery and articles.  Under
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these schemes, silver jewellery and articles can Ue
exported against the silver supplied by the foreign
buyer in advance or to be replenished subsequently.

(f) The scope of Duty Exemption Scheme for
Advance licence which was hitherto limited to only
145 groups of items, as specified in the policy, has
been enlarged to cover all the items of inputs mclud-
ing consumables and spares required for cxport pro-
duction, In order to service the needs of the smaller
exporters, STC, MMTC and other public sector
agencies as designated, have also been allowed the
facility to import the inputs required for export pro-
duction, duty free, in bulk, for off-the-shelf supply to
individual advance licence holders. lurther, the
scheme has also been extended to covsr export of
plain and studded jewellery.

(g) The Import-Export Pass Book Scheine has been
revamped to make the scheme simpler and wider in
scope. Important modifications madc are :

The scheme, which was applicable only for
manufacturer exporters who have been regu-
larly exporting for a minimum period of
three years, has been extended to Export/
Trading Houses who are otherwise eligible
for issue of import licences.

A special pass book known as ‘Special Im-
prest lmpori-Export Pass Book’ is to be
issued for deemed exports. This will cover

only the imports of raw materials and con-
ponents.

The pass book holder is to be allowed to
import mandatory spares if he is a register-
¢d manufacturer—exporters subject to a

ceiling of 5 per cent of the ove:all value of
the pass book.

—-  Exports through third party to be allowed
in which case manufacturer-cxporters would
be required to indicate in advance of the
¢xports, the name of such expurters/trad-
ing houses.

Flexibility has been introduced m the use of
input-output norms,

The pass book holder can obtain his

supplies through designated public sector
agencies also.

Switch-over from Advance licence to pass

book has also been made easier subject to
certain conditions.

For certain products, the rates of import
entitlements have been increased,



(b) In cases where increase in c.if. value of an
udvance licence becomes necessary due to cxchange
fluctuations only, the licensing authority has bieen em-
powered to enhance the value of advance licence with-
out insisting on a corresponding enhancement in the
export obligation, provided the stipulated minimum
addition is achieved,

(i) For making the 100 per cent Export-Oriented
Units (EOU) and the Free Trade Zones (FIZ) units
more attractive, following concessions were given in
October, 1987 :

Ju—

Case by case, on merits, 100 per cent
EOUs, including the units located in the
Export Processing Zones, would be permit-
ted to sell upto 25 per cent of their pro-
duction in the domestic market in respect
of items other than sensitive products, sub-
ject to payment of appropriate customs
duties.

100 per cent EOUs would have the benefit
of tax holiday as is admissible to the units
located in the Export Processing Zones i.e.
for a block of 5 years during the first 8
years from the commencement of produc-
tion.

100 percent EOUs would be permitted to
sub-contract part of their producticn for job
work to units in the domestic tariff area, on
a case by case basis, to establish Ilinkages
with industry and installed capacity in the
domestic tariff area.

100 per cent EOUs may be exempted in
suitable cases from operation of Export
Control Order applicable to the domestic
tariff area.

In order to reduce the cost of bonding con-
cessional charge will be made where there
is cluster of EOUs. Elsewhere the charge
will be reduced to 100 per cent of salaries
and emoluments of the staff provided.

(j) Government have decided to fix 2 minimum
annual export turnover of Rs. 5 crores for each pro-
ject while clearing proposals for setting up 100 per
cent EOUs. The only exception is coftware where
the minimum export will be Rs. 2 crores annpually.

(k) For the maximum utilisation of the annual res-
traint level and orderly development of export trade,
the Export Entitlement Distribtuion Policy for garments
and fabrics has been announced in October 1987. For
the first time, the policy will be a long term policy
applicable for three years as against an annual policy;

96

this will bring about some stability in the export trade.
The innovative features of this policy are :

~— The allotment of past performance quota
will e made on the basis of value instead of
on the basis, of quantity, This would result
in allotment of a higher quota for exporters
realising higher unit values and would en-

courage higher realisation of foreign ex-
change.
— In order to provide, inter alia, opportuni-

ties to new exporters, including small scale
entrepreneurs, Government have introduced,
on an experimental basis, an innovative
‘Open Tender System’ for superfast catego-
ries, A category will be identified as super-
fast if exports were consistently 91 per cent
or more of the level carmarked during three
years preceding the allotment year. Fifteen
per cent of the superfast categories, which
work out to roughly 5 per cent of the total
garment exports at present, will be brought
under the ‘Open Tender System’. The
remaining 85 per cent of the superfast cate-
gories will be allocated to other systems like
past performance (PPE), Manufacturer Ex-
porter (MEE), Non-Quota Expcrts (NQE),
etc. The amount collected under the Open
Tender System would be funded into a sepa-
rate Export Promotion Fund and would be
used for export promotion purposes.  For
categories other than superfast, First come
First Served (FCFS) system ajong with cther
systems are being continued,

A new direction has been given for manu-
facturer-exporter system with increased
allocation and a minimum stipulation of
number of machines in order to upgrade the
technology of garment manufacturing,

In order to diversify exports the allocation
for non-quota exporters systgm has been
increased substantially and cxvorts of non-
quota items exported to quota countries will

also be counted for allocation under this
system,
— The policy has been further simplified.

Under the FCFS system, there is no need
for providing the letter of credit at the time
of application. The cut-off date for apply-
ing under the system has been removed.
Under the Open Tender System, no restric-
tion whatsoever is being placed on exporters
applying under the system. The number of
periods has been reduced to two from three.



— The policy for fabrics and madc-ups is being
continued more or less on the same lines as
in the previous year. There will be three
systems for allocations—PPE, FCFS con-
tract reservation system and FCFS ready
goods with allocation. As in the case of
garments, the number of periods has been
reduced to two. All the bank guarantees have
been increased to ensure better perfcrmance.
The base period for determining past per-
formance will now be two years and the
allotment will be done on the basis of value
rather than quantity.

Other Measures

(a) An Agricultural and Processed Feod Piroducts
Export Development Authority and a Spices Board
have been set up in addition to the existing institutions
for export promotion.

(b) Coordination committees have vzen set up with
representatives of the Ministries, export promotion
agencies and trade to look into operational and policy
problems and boost exports for sectors such as agri-
culture, leather, engineering and chemicals.
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(c) Government are evolving a package of measures
for the Trading Houses 1o make their functioning
more effective and to give them a key role in country’s
export drive.

(d) It has been decided in principle to set up ex-
port monitoring cells in the state capitals, under the
Commerce Ministry, to ascertain to what extent im-
port liberalisation and duty concessions and other
incentives extended to the various industrial units all
over the country have been utilised in boosting ex-
ports.

External Capital Flows

8.44 Gross disbursement of external assistance in-
creased from Rs. 2938 crores in 1985-86 to Rs. 3596
crores in 1986-87. It is anticipated that during
1987-88 there may be a further incrcase in such flows
to around Rs. 4500 crores. Net assistance (net of
debt servicing) received by India, however, shcwed
a marginal decline from Rs. 1571 crores in 1985-86
to Rs. 1567 crores in 1986-87. Net assistance is
expected to increase sharply by around 50 rer cent
in 1987-88. The details are given in the Table 8.7.

TABLE 8.7

Inflow of External Assistance : Gross and Net

(Rs. crores)

1980-81  1981-82  1982-83  1983-84  1984-85 1985-86  1986-87  1987-88%*

1. Authorisations 3847@ 2840
2. Gross disbursements 2162@ 1870
Of which :
Debt relief 13 3
8. Debt servicing . . . 804 849
(Including interest payments).
4, Net inflow of assistance (2 — 3) 1358@ 1021

2549 2079 4692 5399 5804 2406*
2250 2268 2354 2938 3596 4489
5 5 9 11 H 39
948 1033 1176 1367 2029 2085
1302 1235 1178 1571 1567 2404

@Includes drawings under IMF Trust Fund.

% Authorisation on Government account only for April—September, 1987.

**Estimated.

NortE : 3 A
commodity grant assistance).

8.45 The Consortium of Governments and institu-
tions interested in development assistance to India
met in Paris on June 22-23, 1987. The meeting re-
viewed the progress in the Seventh Five Year Plan,
and the country’s aid requirement for 1987-88.
The consortium members applauded the country’s
economic achievements and acknowledged the efforts
India is making towards the goals of full empleyment
and poverty alleviation by maintaining the growth of
the economy at 5 per cent a year achiaved in recent
years, which makes a significant step up over the his-
torical growth rate of 3.5 per cent. The aid indi-

The data include Government and non-Government loans and grants (including food assistanze grant but excludiag other
They do not include suppliers’ credits and comnazrcial borrowings.

cations given at the meeting pointed to a com-
mitiient level of about US $ 5.4 billion in 1987-38 as
against last year’s indications of US3 4.4 billion,
8.46 World Bank group lending to India during
Bank’s fiscal year 1987 (July 1986 to June 1987)
was US$ 2806 million as against US $ 2368 million
in the previous year (See Table 8.8). The IBRD
lending to India in FY 1987 was US $ 2128 million
against US $ 1743 million in FY 1986, and the IDA
lending in these years was US § 678 nullion and US
$ 625 million respectively. India’s share in total
IDA credits, however, fell from 19.9 per cent in FY



1986 to 19.4 per cent in FY 1987 thus hardening the
terms of over-all lending by the Bank,

TasLE 8.8
World Bank Group Lending to India

Per cent.
Million US Dollar India’s share in World
Bank lending.
1985-86  1986-87  1985-86  1986-87

July- July- July- July~

June June- June June.

IB.R.D. 1743 2128 13.2 15.0
LD.A. 625 678 19.9 19.4
Total 2368 2806 14.5 15.9

External Commercial Borrowings

8.47. India has been enjoying excel
lent credit rating abroad, which has been earned
through our prudent approach in the matter of exter-
nal commercial borrowings, and excelicut record in
debt servicing. After peaking at Rs. 1906 crores n
1984-85, approvals for externa] commercial borrow-
ings declined to Rs. 1700 crores in 1985-86 and
further to Rs. 1396 crores in 1986-87. However, the
trend may reverse during 1987-88 as in the first nine
months of the year (April—December, 1987) approvals
of external commercial borrowings have amouated to
Rs. 1354 crores against Rs. 814 crores during the
comparable period of 1986-87. It is to be noted that
official approval of terms and conditions of a comimer-
cial borrowing proposal does not necessarily mean
that it has fructified into actual borrowing in that
year.

848 In view of the rising trend in India’s debt
service ratio, it is essential to continue the sclective
and prudent approach in contracting fresh external
liabilities. It is estimated that the country’s debt ser-
vice in 1986-87 on external debts on Government ac-
count, non-Government account, IMF drawals and
commercial borrowings (including supplier's credits)
amounted to about 22 per cent of current receipts.
This is likely to increase to 23 to 24 per cent in
1987-88 because of higher IMF repayments and debt
service on commercial borrowings contracted in ear-
lier years.

International Economic Developments
World Economic Situation
8.49 According to the projections made by the

IMF staff in October, 1987 the industrizl countries
were likely to achieve an average growih rate of 2.4
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per cent in 1987, while output in develcping countries
wag expected to expand by 3.3 per cent. 1987 would
thus be the third consecutive year of decelerating out-
put growth for the industrial countries and second
consecutive year for the developing countries, Their
estimates also indicated that the outlook for 1988 is
for growth to be somewhat higher than in 1987 in
most of the major industrial countries and in many
developing countries. The expectations for 1988
would have to be revised in view of the major up-
heavals that have taken place in the world stock and
currency markets since these forecasts were made.
Thus, according to the OECD Economic Qutlook
published in December 1987, real GNP growth rate in
OECD countries was estimated at 2.8 per cent in
1986 and 2.75 per cent in 1987 while the growth
rate is projected to substantially decline in 1988 and
1989 to 2.25 per cent and 1.75 per cent respectively.

8.50 The volume growth of world trade improved
in 1986, according to OECD, to a level of about 4.5
per cent over the preceding year. However, it is
estimated that in 1987 the growth rate may be signi-
ficantly lower : 3.6 per cent according to IMF staff
and 3.8 per cent according to the OECD Economic
Outlook. Developing countries were estimated o have
suffered heavy terms of trade loss of about 17 per
cent in 1986. In 1987 they are estimated to enjoy
marginal gains in terms of trade as prices of most
primary commodities have posted increases during
the year.

8.51 According to the World Bank, there has been
no improvement in the third world debt situation in
1987. 1t has in fact worsened with the third world
debt totalling US dollar 1.19 trillion. For the fourth
year running the debtor countries are estimated to
have spent more money in repayments and  interest
payments to the richer countries than they got in the
form of new loans. According to World Bank esti-
mates, such negative transfers amounted to US dollar
29 billion in 1987. The World Bank report points
out that the banker’s attitudes towards providing new
loans were hardening and that consumption and in-
vestment in debtor developing countries had declined
to the levels of 1970s.

Upheavals in Stock Markets

8.52 On ‘Black Monday’, the 19th Qctoker 1987,
the New York stock market suffered an unprecedented
decline in stock prices. The Dow Jones Index of
leading industrial stocks fell by 50¢ points from
2246 to 1738, a drop of 22.6 per cent. Similar re-
action took place in some of the leading markets of
the world. The markets firmed up subsequently, but
the near-term prospects for the major international
stock markets remain uncertain. Policy initiatives of



the major industrial economies for correcting their
macro economic imbalances will shape the medium
term prospects of these economies and will determine,
in large measure, the extent to which the short and
medium term trends in the production and interna-
tional trade are affected by the upheavals in the stock
market The present market crash comes after a de-
cade of rising protectionism practised by major in-
dustrial economies. If the response to the recent
developments is further protectionist actions, it could
gravely jeopardise the world economic environment.
Developing countries cannot escape from the adverse
consequences of any setback in the world trade that
would follow the slow-down or recessicnist trends in
the major industrial economies. The severity of the
impact of global economic difficultics on developing
countries can be minimised if measures are taken by
industrial countries and multi-lateral institutions to
maintain or enhance the levels of real financial flows
to these countries. Resumption of periodic allocations
of SDRs would also, be conducive to international
financial liquidity and help restore swability.

8.53 At this early stage it is difficult to precisely
assess the implications of the stock market crash in
industrial countries on the rest of the world. In the
short term, the financial crash of 1987 is likely to
fead to slower growth in world outrut and trade. The
consequences of this are likely to inctude lower prices
for crude oil, and perhaps for machkicery and metals
in international markets than might otherwise have
been the case. Such outcomes wight, conceivably,
result in modest terms of trade beznefits for India in
the short run. In the medium term, however, the in-
ternational environment for economic development is
likely to be less congenial Any significant slowdown
in the growth of the world output and trade, because
of turbulence in the world financial markets, is likely
to entail adverse consequences for growth of exports
of developing countries, including India, specially if
such an outcome is accompanied by intensification
of protectionist actions in industrial couatrics. Thus,
in the medium term, such adverse volume effects on
India’s exports could outweigh anv beneficial, short
term terms of trade effects.

Exchange Rate Volatility

8.54 The 1980s have witnessed unprecedented vo-
latility in the exchange rates of the major world cur-
rencies. The appreciation of the US dollar relative
to other maior currencies which startcd in the third
quarter of 1980 continued upto February 1985, Dur-
ing the month of February, 1985 the cfi:ctive ex-
change rate of the doliar stood at a level SO ver cent
higher than its average over the decadc 1974—83.

Beginning March 1985, the dollar started its downward
plunge. Between early 1985—when it peaked-—and
April 1987, the US dollar had already depreciated in
real effective terms by 35 per cent. The  Plaza
Accord of major industrial countries in September,
1985 emphasised the need to achieve exchange rate
relationships that better reflects economic fundamen-
tals. The Louvre Accord of February 1987 stated the
participating countries’ intention «f stabilising ex-
change rates around the then prevailing levels. The
Accord outlined the commitments of the surplus coun-
tries to strengthen domestic demand, reduce external
surpluses and maintain price stability. It also out-
lined the commitments of deficit countries to encourage
stecady growth with low inflation  while reducing
domestic and external imbalances. Subsequent deve-
lopments, however, raise doubts about the extent
of active willingness on the part of G-7 countries to
support the US dollar within the exchange rate ranges
implicit in the Louvre Accord. In the event, the
downward journey of US dollar has continued and
the currency has gone below the 40 year low against
the Yen.

8.55 The imbalances in the international financial
system in recent years have been characterised by
massive and persistent trade and budget deficits of
the United States, and large current account sur-
pluses of Fapan and Germany. The current account
imbalances of the three largest industriai countries
have become a matter of increasing concern to the
international community, as these are perceived 1o
be the major underlying cause of volatility of ex-
change rates.

The World Bank

8 56 The issue of a general capital increasec of the
World Bank was discussed by the Development Com-
mittee at its meeting held in September, 1987. The
Committee agreed that a general capital increase was
urgently needed so as to support a growing lending
programme and it called on the Executive Directors
of the Bank to complete their deliberations on such
an increase expeditiously.

8.57 The Eighth Replenishment of the Internation-
al Development Association (IDA) is scheduled to
cover the period July 1987—June 1990. Though
the donors had initially agreed to provide resources
for a basic replenishment of $ 11.5 billion, this was
subsequently enlarged through commitments for sup-
lementary contributions, bringing the total resources
to over $ 12.4 billion. It is proposed to allocate a
minimum of 45 per cent of these resources to Sub-
Saharan African countries, stretching t.. 50 per cent,
if warranted by progress with their economic adjust-



ment programme.  Allocations to China and India
will not be reduced in nominal terms, though in per-
centage terms these would be reduced to about 30 per
cent of the total IDA-8 resources as against 38 per
cent under IDA-7. For projects approved from 1st
July, 1987 onwards, the period of maturity of IDA
credits has been reduced from 50 years to 40 years
for least developed countries and to 35 years for
other recepient countries. India will come under the
latter category, with maturity of 35 years. This re-
duction in maturity period would entail a decline in
the grant clement of 1DA credit, as conventionally
computed, to 74 per cent from the existing level of
81 per cent.

The IMF

8.58 The Eighth General Review of IMF quotas
which became effective on April 20, 1984 provided
for an increase of 47.5 per cent in the Fund quotas,
which would have raised the total quotas to  SDR
90,0325 million. The Ninth General Review of the
IMF quotas is currently due and discussions are being
held in the IMF on this issue.

8.59 The IMF had set up, in March 1986, a Struc-
tural Adjustment Facility (SAF) to provide additional
balance of payments assistance on concessioual terms
to low-income members eligible for IDA credits. The
SAF was to be financed by about SDR 2.7 billien of
repayments becoming available during 1985—91 from
loans previously made under the Trust Fund. In
order to augment the availability of concessional re-
sources to low income members, the TMF has esta-
blished in December 1987 the Enhanced Structural
Adjustment Facility (ESAF) which is expected to
provide new concessional resources totalling SDR 6
billion, financed by special loans and contributions
from » wide range of countries. The ESAF is desig-
ned, like SAF, to help poorest member countries under-
take strong macro-economic and structural program-
mes to improve their balance of payments positions
and foster growth. Financial terms applying under
the ESAF will be the same as under SAF—repayments
in ten semi-annual instalments beginning after five and
half years of disbursements and interest rate of 0.5
per cent. At present, 62 memb:rs of the IMF, in-
cluding India, are eligible to seek assistance under the

ESAF.

Role of G-24

8.60 The Intergovernmental Group Of Twenty
Four on International Monetary Affairs (G-24), of
which India is a member, has from time to time been
representing and projecting the views of the develop-
ing countries on various international monetary and
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financial issues. In 1985 the Group had submitted
a report on the “Functioning and Improvement of the
International Monetary System”. In 1987, it present-
ed another important report focusing on “Role of the
IMF in Adjustment with Growth”. The proposals and
reforms advocated by G-24 have included “target
zones” for major international currencies, a substan-
tial fresh allocation of SDRs, better coordination of
macro-economic policies by industrial countries and
greater emphasis on growth in programmes and poli-
cies of the IMF.

8.61 With a view to reducing instability in  the
exchange rates of major currencies the G-24 has re-
commended the proposal of “target zones”, The
target zone proposal was devised to overcome the
rigidities of a par value system and ihe destablising
uncertainities of the floating exchange rates. Adop-
tion of this proposal along with greater policy coordi-
nation among major industrial countries could help
achieve the objectives of exchange rate stability and
sustainable levels of payment balances. The Group
has emphasised that there is at present a long term
global need for a substantial allocation of SDRs in
relation to expected growth of world trade, financial
transactions and output. It has further pointed out
that an allocation of SDRs at this time would relieve
the stringency in the reserve position of a large num-
ber of developing countries, promote economic reco-
very in several low-income countries, reduce depen-
dence on costly borrowed resources, help orderly ad-
justment and also go a long way in solving the current
debt crisis. The G-24 has also reiterated the con-
siderable impact of major industrial countries’ national
policies on the world economy and called for coordi-
nation of their policies with active participation of
developing countries in discussions that affect them.
In this connection, the Group has welcomed the move
to introduce indicators as a guide in the process of
Fund surveillance.

8.62 The G-24 report on “The Role of the IMF
in Adjustment with Growth” notes that the IMF has
generally insisted on heavy reliance on demand mana-
gement policies for correcting maladjustments in ex-
ternal repayments leading to a substantial loss of out-
put and severe curtailment of investment in  many
developing countries. Devaluation has also not serv-
ed its intended purpose and has aggravated inflationary
pressures. As an alternative, the report has recom-
mended that in order to provide a growth perspective
to Fund programmes, a set of growth exercises should
be performed prior to the financial exercises. Foreign
credit inflows and their terms should be consistent
with growth targets, and also with a sustainable debt
service burden that the country could bear over the



long run. An assessment of debt servicing capacity
should be an integral part of the growth exercises.
The Report has stated that growth targets in develop-
ing countries should also be related to other objectives
such as improving income distribetion and alieviating
foverty.

Uruguay Round of Multilateral Trade Negotiations

8.63 The Ministerial Meeting of the GATT (Genc-
ral Agrcement on Trade and Tariffs) Contracting
Partics held at Punta-del-Este (Urnguay) in Septem-
ber, 1986 decided to launch a new round of Multila-
teral Trade Negotiations cncompassing both goods and
services. The negotiations on services are being held
outside thz framework of the GATT. During 1987
India participated actively in the scries of meatings
held at Geneva ‘o consider proposils made by parti-
cipants for liberalisation of trade. The main intercst
of India and other developing coputrics in these nego-
tiations is to seck ways and means of strengthening
the multilateral trading system. For this  urpose,
th:y attach special importance to adherence to  the
commitment for a standstill on and rollback of mea-
sures, inconsistent with the principles cf thc GATT.
They would also like early results to be obtained on
systemic issues such as dispute settlement and safe-
guards in order to ensure that  the major trading
countrics do not retreat from multilateralism. Addi-
tionally, they would like to securc liberalisation of
trade in such sectors as textiles and tropical products
in which they have significant export interest. How-
ever, the industrialised countries have been  showing
much greater interest in the new arcas of negotiations,
such as, trade in scrvices, trade related investment
measures and trade-related intellectual property rights,
Industrialised countries as well as several developing
countries, which export agricultural products, have
been very active in seeking liberalisations of trade in
these products.

UNCTAD-VII

8.64 The Seventh Session of the UN Conference
on Trade and Development (UNCTAD) concluded
at Geneva on August 3, 1987. The Conference re-
cognised the serious problems confronting the present
day world economy, such as increasingly unpredictable
trading environment, mounting debt burden, high real
interest rates, inadequate net flow of financial resour-
ces to the developing countries, volatility and misalig-
ned exchange rates, ctc. The Conference noted that
many member countries proposed an international
confcrence on money and finance for development
with universal participation. Tt was agreed that major
market economy countries would adopt co-ordinated
policies to promote stable, sustainable, non-inflation-

ary growth, consistent with their declared aims and
$/249 Fin. /87—14
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strengthen the mechanism for on-going process of
multilatera] surveillance of economic policies. Deve-
loping countries, on their part, agreed to strengthen
the policies and measures to mobilise domestic finan-
cial and human resources to provide a suitable policy
environment for external financial resources, public
and private, as appropriate. In regard to debt problem,
the Conference recognised the shared responsibility
of the main parties, and the need for a co-operative
and growth oriented strategy, including flexibility in
debt restructuring and rescheduling operations, 1t
called for fully implementing the Trade and Develop-
ment Board Resolution, 1978 in respect of ODA debt
of ‘poorer’ developing countries.

8.65 On the question of external resources, for
development, the UNCTAD Conference agreed that
the multilateral financial institutions should be streng-
thened by endowing them with adequate resources to
fulfil their tasks. The Final Act also stated that mem-
bers of World Bank should support a substantial and
early genera] increase of its capital. It expressed con-
cern about the plight of the low income countries,
recognised the need for concessional finance and
urged the conclusjon of discussion on the proposal of
the IMF’s Managing Director to triple the resources
of the Structural Adjustment Facility, The Con-
ference also recognised the need for a stable exchange
rate environment as conducive to balanced trade, in-
vestment and an open multilateral trade system. The
Conference reaffirmed the Integrated Programme for
Commodities (IPC) and noted the improved prospects
for entry into force of the Asrcement on Common
Fund, following notifications and signatures by addi-
tional countries, including the USSR.

8.66 In the area of international trade, the role of
the UNCTAD was reinforced. The Conference enun-
ciated the principle that commitments with respect to
trade in goods should not be made conditional on
receiving concessions in other areas. The critical role
of the Uruguay Round of Multilateral Trade Negoti-
ations (MTN) in the world trading system was re-
affirmed. The Conference called for respecting the
commitments on ‘standstill’ and ‘rollback’. Tt agreed
on the need for full and expeditious implementation
of the Substantial New Programme of Action (SNPA)
for the Least Developed Countries (LDCs). In re-
commending the policies and measures, the Conference
took care to protect the interests and concerns of the
developing countries in all the areas.

The South Commission

8.67 The international economic situation that faces
the developing countries is very adverse. The North-
South dialogue is stalemating, though the South has
shown its willingness for co-operative scarch of solu-
tions, This situation has reinforced the nced for



South-South economic coeperation. The announce-
ment to set up an independent iniernational South
Commission was made at the Non-Aligned Summit
meeting in Harare in September 1986, under the
Chairmanship of Shri Julius K. Nyerere, former
President of Tanzania, The membership of the Com-
mission was announced in July 1987 and it has begun
functioning in Geneva with Dr. Manmohan Singh,
former Deputy Chairman of India’s Planning Commis-
sion, as member and Secretary General. The Com-
mission is expected, according to the Chairman, to
attend to specific issues of prime importance and un-
ambiguous and positive proposals for action on some
of the more urgent and fundamental questions con-
fronting the developing countries. Tt is hoped the
conclusions and recommendations of the Commission
would be a significant input for work of the Non-
Aligned countries and Group of 77. The Commission
which is expected to undertake its work over the next
three years had its first meeting in October 1987.
The Commission’s terms of reference and work pro-
gramme are to be finalised at its next meeting sche-
duled to take place in March 1988,

South-South Cooperation : GSTP

8.68 India has played an important role in pro-
moting the concept of Global System of Trade Pre-
ferences (GSTP) to encourage trade between develop-
ing nations. The country participated actively in the
preparatory work for the drawing up the basic guide-
lines 'and principles of GSTP which resulted in the
adoption of a declaration by the Ministerial Meeting
of the Group-77 held at New York in October, 1982.
The New Delhi Meeting of July, 1985 provided
further political impetus to GSTP negotiations and
the Ministerial Mecting of the participating countries
in GSTP in May, 1986 at Brasilliz marked the laun-
ching of the first round of GSTP negotiations. By
common agreement it has been decided that partici-
pation in GSTP shall be reserved for the developing
countries which are members of the Group-77. Mu-
tual ‘Request Lists’ have so far been exchanged by
45 countries. Bilateral and multilateral consultations
are taking place between these countries and 3
Ministrial Meeting is likely to be held at Belgrade in
April, 1988 to finalise the first round negotiations of
GSTP. India has received request lists from 26 coun-
tries and has filed requests on 27 countries, It has
already been agreed that GSTP should be based on
the principle of mutuality of advantages and should
benefit equitably all participants.

SAARC

8.69 In the field of regional economic cooperation,
an important development was the signing of the

agreement cstablishing the SAARC  Food  Security
Reserve, which marks a significant step towards
collective self-reliance in the region. The reserve is
to consist of 2,00,000 tonnes of foodgrains of which
India’s share will be 1,53,200 tonncs. A member
country is entitled to draw on the reserve in an
emergency, after notifying the other member countries
directly about the existence of the emergency and
requesting the foodgrains required. The terms of
supply are to be negotiated bilaterally. A SAARC
Food Security Reserve Board, consisting of a repre-
sentative from each member country, is to monitor
the organisation and operation of the reserve.

8.70 The Kathmandu Summit of the SAARC held
in October 1987, decided that studics should be
undertaken in the arcas of trade regimes vis-a-vis
industrial protection policies of the member countries,
quantification of benefits of intra-regional trade, esta-
blishment of a mechanism for financing short duration
trade imbalances, joint ventures and national systems
of industrial regulation.

Outlook

8.71 More than any other aspect of the economy,
the balance of payments is shaped by developments
in the international economy. India’s balance of
payments difficulties in the last two and half vears
reflect, to some extent, the progressive slowing down
in growth of world output lecading to sluggishness in
trade since 1985. It was earlier cxpected that after
three years of deccleration, growth of world output
and trade would pick up, at least marginally, in 1988.
The stock market crisis of 1987 has undermined this
expectation. Although it is too early to assess the
impact of the stock market crisis of October 1987,
some analysts believe that the world economy could
suffer recessionary conditions in 1988 because  of
financial crisis. A global economy in recession would
imply constraints on trade-related and other financial
flows to developing countries leading to increased ex-
ternal problems.

8.72 The world foreign cxchanze markot continues
to be in turmoil with US dollar declining against
majority of the currencies. Uncertainty in the ex-
change market is bad both for trade and investment.
Exchange rate volatility generates destablising un-
certainity, discourages investment and trade, feads to
misallocation of resources and increases reserve needs.

8.73 POL continues to be the single most import-
ant item in our import bill and the movement in its
price plays a major part in determining the size of



our trade deficit. In 1985-86, net imports of POL
constituted 22.8 per cent of our total imports; the
share fell to 11.5 per cent in 1986-87 owing to a
sharp but temporary fall in international prices of
POL. These imports accounted for as much as 42.4
per cent of our crport earnings in 1983-86¢ and 18.7
per cent in 1986-87. Our dependence on imports of
petroleum products (net) to meet domestic consum-
ption needs which had declined progressively from
about 76 per cent in 1980-81 ‘o about 32 per cant
in 1984-85, incrcased to about 41 per cent in 1985-86
and 37 per cent in 1986-87 following the slowing
down in the domestic production of crude oil since
the beginning of the Seventh Plan. In 1986, the
average nominal price of crude oil was about US $ 13.8
abarrel. In 1987, it has been more than US $18a
barrel. Oil has been the one thing te show stability
and quiet strength during the October stock market
upheavals. In the near future, the price of oil is
likely to remain potentially very unstable and will be
influenced primarily by the degree of production re-
straints exercised by the major oil exporting coun-
tries, the growth in the world output and the ex-
change rate devclopments, .In their Vienna meeting
of December 1987 OPEC States agreed to keep their
18 dollar oil price for the first half of the 1988 and
sct a 15.05 million barrels per day ceiling on produc-
tion to defend it. The pressure on our balance of
trade will be reduced to the extent POL prices dec-
line in 1988 from their existing levels.
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8.74 The unprecedented drought of 1987 has caus-
ed additional strains on the balance of payments. It
has necessitated additional imports of essential items
like edible oils, puises, POL, etc. On the other hand,
it has potentially reduced exports of agro-based com-
modities. Additional disbursements of external assis«
tance from multilateral and bilateral sources on
account of drought relief are unlikely to fully com-
pensate for the deterioration in the current account
caused by the drought.

8.75 Balance of payments projections based cven
on fairly optimistic assumptions regarding growth of
cxports of goods and services peint to a difficult out-
look in the medium term. For a successful manage-
ment of the external payments position in the medium
term, we will have to ensure a substantial ani svstain-
ed growth of exports of both goods and services. The
balance of payments position is sensitive to the growth
of imports also. The growth of imports would need
to be moderated through efficient import substitution
in key bulk commodities, energy conservation, redu-
ced investment in .import intensive projects and
gradual reduction of imports of components in sectors
like automobiles and electronics. It is also essential
to keep borrowings on commercial terms within pru-
dent limits. As indicated in last year’s Economic
Survey, adverse factors would continue to exert
pressure on balance of payments during the rest of
the present decade and the situation demands con-
tinuous and careful management



