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INDIAN FAZPORTS

The Role of Exports

1. ' The ratio of gross exports to GNP was 5.8% in 1950/51, fell to 3.7%
in 1965/66, and subsequently rose to 4.8% in 1973/74. The direct contribution
‘of exports to GNP is, therefore, low. 1/ For the period 1969/70 to 1874/75
export growth, at between 5% and 6% per annum in real terms, has exceeded

that of GNP, which has heen about 2%. Nevertheless, the proportion of GNP
growth directly contributed by production for experts has been only about a
tenth, or 0.2% of CNP per annum on average, during this period.

2, The major importance of exports for the economy arises in the
context of the balance of payments. The slow growth of exports plus the
relative inflexibility of such items as debt service, food and POL imports has
meant a succession of severe balance of payments crisee which have affected
the economy adversely by repeatedly forcing a stop-go proceas in foreign
exchange availability. Thus, improved export performance iz Important, above
all, in order to reduce the constraints imposed by foreign exchange scarcity
and eventually, to reduce India"s dependence on external financa.

3. But an Increagsed emphasis on exports is8 alsc Important to promoting
induserial growth. Given the stagnation in levels of investment, the siow
growth of agriculture, and the dimiaishing opportunities for impert subsitution,
industrizl growth, is restricted, in pert, by inadequate dewand., Exports
offer an alternative outlet. Although the scale of the potential effect in
the medium—term, should not be ezaggerated -- asince the proportion of exports
in total sales of most industrial products 1s still low -— 1f export growth
continues to excead that of total production by & vwilde margin ~= ag iz the
cage, for example, in emgineering goods =~ it will become an increasingly

. significant positive factor. HMoreover, those structural wesknesses of

Indian industry, such as inadequate exploitation of economies of scale and
poor quality, which result in part from protection from foreign and domestic
competition, will be reduced by an incressed orientation towards expourts.

Past Developments and Problems

&, Trends: Although the rate of growth of exports in real terms has |
been rising over time, overall performance since India’s Independence has been
poor. -Between 1950/51 and 1968/69 the average compound growth of exports im
value terus was Z% per annum. Thereafier, the rate of value growth has risen
appreclably. However, most of the value growth of the psst three years has
been the result of inflsation, and the rate of growth in real terms has been

1/ With few exceptions. such es gems, cashew nuts, and, to a lesser extent,
- chemicals and engineering goods, domestic value added in India”s exporta
is very high., Rough calculations indicete that, in India’s total exports,
domestic value added must be at least 85% of the gross amount.
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modest, considering India”s low base, Export volume during the past five
years grew by 5% per annum. 1/
TABLE 2.2

Export Growth
(1268/69 basge)

1960/61 1968/69 1969/70 1970/71 1971/72 1972/73 1973/74 1974/75

af , .
Value™ 70 100 104 112 119 141 i79 229
Volume
IBRD n.a. ~log 98 105 . 107 118 122 125
DCIS 70 bf 100 iog igs 107 120 125 133

a/  Converted into US dollars.
B/ 1958/59 bage,
Source: Department of Commerclal Intelligence and Statistics,

3. A feature of Iudia’s past export performance has been the growth in
barter trade with Eastern European countries. From 1955/56 to 1967/68, of a
total Increase in ‘exports of US$245 million, B84% was accountad for by the
growth of this trade. Since 1267/68 the averape growth in barter trade has
been about the same as that in convertible currency earnings. Barter trade,
which now accounts for about one~fifth of India’s export, limits to some
extent India®s flexibility in balance of payments management since India does
not have a free cholce in what it can purchaae. However, the range of cheice
has been improving over time, and the system possibly also allows India the.
advantage of exporting some commodities which cannot be sold in the convert-
ible currency markets.

6. India is also taking advantage of new opportunities in Middle
Eastern countrles. 2/ This effort was reviewed briefly in last year’s Econo-
rmic Report. Exports to these countrles since 1974 rose rapidly reaching
US$561 milllon im 1974/75. Engineering exports to the Middle East rose from
P8538 million in 1972/73 to US$132 pillion in 1974/75. Thus, these countries’
share of Indiz’s total exports rose from 4,2% in 1972/73 to 14% 1in 1974/75,
and of India"s engincering exports, rose from 20.6% to 29.9%. This ie a
successful area of recent performance, ' :

1/ The preliminary offjicilal estimate for 1974/75 is appreciably higher than
our estimates and would bhring the growth rate to 5,8%., We were unable
to account for this difference. ' '

gf Includes Iran, Ira@, Sawdl Arsbia, Kuwait, Qatar, Bahrain,lvAE, Libya,
and Algerla, . : T



TABLE 2.3

The Direction of Tudie’s Exports
UsSS willion)

1955756 i?é@fﬁi 1967/68 1969/70 1971/72 1972/73 1973/74 1974/75

Eastern

Europe S 11,1 104.t 301,30 410.2 461,60 609.6  £28,2 B34.0
Middle ) '

Eestern ) 61.7 108,64  91.5  108.2  209.4  560.9
OPEC ) |
) 1,241.2 1,282.4

Rest of ) - - '

World ) 1,235.3 1,355.8 1.607,0 1,839.7 2,40%.3 2,727.7
TOTAL 1,252.3 1,386,5 1,598,3 1,884.4 2,160.5 2,557,5 3,238.9 &,147.6

Source: Depariment of Commerclsl Intellipence and Statistles.

7. Explanstory Factors: Part ef the explanation for India’s generally
poor overall performance has been the initial dominance of subseguently
stagnant items like jute, cotton textiles, amd teca, which accounted for 52%

of India’s exporss im 195Q/51. But this dominacce hae long since faded; by
1974775 these commodities accounted for only 20,55, To some extent, given
their low rate of growth and steady decline in importance, {he overall rate of
growth would tend te vise as other, aznd elightly more dvnamic items gain a
greater weight., However, alihough thare have been many items that have growa
significantly over the past 25 veavs, chavactertstically the growth of indivi-
dual 1tems has been spasmedic, rather then suzteined. Whet is disturbing is
that the level of sustained growth of such Llumms has oot been adequate to
raise the overall growth rate significantly. Yer sxample, cilcskes sed irom
ore, both of which showed great dynamisw ip some years between 1980 and

1970, alse periodically siagnared, snd have recently pgrown al somewhst lower
rates. Three major categories to show growth of wore than 15% per annum

in volume terms since 1968/6%, nawely sugar, many engloeerisg goods, and
garments, now face problems, which imply lower rates of growth in the future,
thus repeating the pattern. OUne resuli of India’s relative fatlure to Find
items with sustained rspid growth 1s itz declining share of overazll world
trade and of world trade 1o all walor categories.

8, The fazters that explain the poor performance of individual
items are many and varied, since the composmition of India’s exporis ig



heterogeneous. i/ A distinction can be made, however, between the problems
of exporting the commodities for which incentives are ecrucial, the situation
of homogenecus commodities which face an inelastic world demand, and theose
for which the volume of exporztable surpluses is the maip bottleneck, Regard-
ing the latter category of geods such ss iron ore, stesl and coal, the basic
problem has been one of inadequate producticn, and in the case of iron ore,

a lack of internal transportation facilities and pores. The lack of priority
and urwillingness to make commitments to exports of raw materisle also has a
negative effect. PFor most mapufactursd items, the most Ilmportsnt reason for
8low export growth has been the disiccentives inberent in s policy of Import
substitution and the raliiance oa detafiled contrels as the main policy
instruments,

Indie’s Share In World Exports
fUSS miilion and peroentsges)

1951 /52 1960/61 1965/66 1968/68 1971i/72 1972/73 1973/74

India’s Exports 1,261 1,387 1,692 1,811 2,160 2,558 3,187

World Exports 61,100 128,000 186,000 239,300 348,000 413,900 569,700
India’s Exports/

World Trade (%) 2,06 1,08 0.91  0.76  ©.62  0.62  0.55

Sources: IBRD Report No. 6%1a~IN, “Geonomic Situanion and Prospects of
india,™ May 1, 1975, Stavdstical Appendiz Table 3.1; UNCYAD
Handbook of Internstional Trade and Development Statistics;
UM Statistical Office, Monthly Bulletdnm of Srstistics,
Jure 1975,

1/ The variety of Indian exporte cen be illustreted by the following clamsi-
fication of major emports of 1974/75: 124% weve agricultural commodities
which undergo little further processing, namely sugar (10.3% of total
exportg), -tea {£.8%), cachew kevneln {3.5%), oilecakes (3.1%), tobacco
(2.42), fish {Z.0%), spices {1.9%), coffee (L.6%), vegetable oils {(}1.0X),
raw cotton {(0.5%} and essential oils {0.3%}; &% were wminerals, nawmely
iron ore (4.9%), wica {0.6%), znd manganese (0.5%); 23% were manufac~
tures whose primary raw material 1s agricultural, namely jute textiles
(8.9%), leather and leather manufacrurcs (5.0%), cotton piece gocde
(4.8%), clothing (2.9%), coir msunfactures {(0.6%), and cobton yarn and
thread (0.6%}; 151 wore manufactures whose primsyy input is minsral,
namely engineering goods (10.7%), ehemicals (2.8%), irom and steel
{0.6%), and mineral fuels (0.6%}; and 6% were handicraft items {ex-
cluding textiles), namely gems (2,9%) and other handicvafrs {2.8%).

Even with this lengthy lisi, more thap 16% of Tndie’s exports are un-
accounted for,



9. An Import substitutlon oriented stvategy, whatever its benefilts for
industrialization at cextain stages of developmeni wmay be, will have the ef=
fect of discouraging exports. The domestic prices of import substitutes vis~
a~vls those of exports will rise thereby reducing the preiluvabllity of emports
that use Import substltutes. Recauae of the very grear difficulty in calcu
lating effective rate of export subaidy, which is a result of the complexity
of the lIpcentive system, and the lack of sufficlently disaggregated data, com-
prehensive studies of the relative profitability of sales in export and domes-
tic markets dc not, to ocur knowledge. sxist. éj For most industvial exporte
this is the relevant guestiocn, but one that can best be answered st present
only from partial and impressiomistic information,

10, Examples can easily be given of exports whose profitabllity is re-
duced by the high cost of inputs. Raw cotton has uwswally tended to be more
expenslve in Indla than in world marksta, which penalizes textils exporvis,
Synthetic flloment yaru is slso expensive in Indla, which wakes export of
fabrics that use it almost impossible. 2/ The problems of the tewtile indus-
try in turn affect the garment industry, which {s vestricted to Indlan mill-
made cotton fabrics. Garwent exports sre cuvrantly succesafol only thavka

to a strong, but somewhat uapredictable, international faghioan for handloom
materials, which accomnt for 757 of Indla’s garment exports. The leathexr {in-
ighing Industry is also peralized by bigh inpue coets -- in this caee of dyes
and of wachinevy, on which a high protective duvy is imposed. Other indus~
trles where Import subscirution polley hed led to high cutput prices, conse-
quent penalization of their users, and direct uncompetitivesnsas, are chemicals,
certaln automobile anciliaries, and electronic compounents.

il. *roblems are alse created elther because of the non-availability

of domescic inputs and delavs io sbtaining ther, or their frequent poor
quality. This is a problem for many engineering goods, and for gavrmenis.
Exports of garments, that use production of Indisn texrile willas, will amount
to a trifllng US$35 million at most in 1975/76, lsargely because of inappro-
priate quality, and high prices in the case of synthetic and blended fabries.
Another Important effect of import controls is that price cycles for majow
commedleles in Indla are out of rhythm with those of the world. Steel is s
‘major casc, bub cotten fabrics are snother. At present, vaw cotten 48 avalls
able at internationsl prices, but 1t would, on past performsnce, be very risky
" for an industriallist to make investments for exports thai assume that this
relationship will be maintained,

12. Adequate expanslon by the dynamic and successful f£irms, which are
be the potential backbone of an export drive; has been importsnt in the past,
and will be vital in determining lopng~run prospects especially of enginsering

1/ A study currently heing wmmdertaken by the Industrial Credit and Invest-~
ment Corporation of India will anslyze this question for a range of
Industrial goods. '

2/ In February 1975, the Indian cost of production was 70% ebove the world
prilce.



goods, The World Bank’s derailed snalysis of several engineering industries,
such as commercial vehicles, tractors, foundries and forginge, and textile
machinery, indicste that firms with good export potentlal, in terms of prod-
uct quality gemerally do not suffer from excess capacity, mnlike many weaker
firms in thelr industries. 1/ However, expanaion of capacity ig not always
easy, In cases where expad;ien in the domestic market is not officislly
restricted, problems arise where the subsidization of falling firms restricts
the ability of the best firms to increase their market share rapldly. The
allocatlon of actual user Import liceusss on the basis of psst use also tends
to protect the weaker firma, Thus, for the flrms which cannot expand in the
domestic market, elther as a result of policy or of characteriztics of the
individuzl industry, rapid expapsion of exports inevitably means an increased
reliance on exports for lomg-term profitablilitv, Meny firms appear unwilling
to expand predominantly on the export side of their business. Thiz point has
been recognized and recent policy changes have introduced some flexibility im
this ares.

13, A hlgh export crilentatlon ls, of course, alwave risky, but It is
much more tolerzble In countries where firms can be reazonably swe that the
prlces they pay for Inputs will be no higher thso those facing their compati-
tors, where the basic infrastructure of trassportation and pewer is relisble,
and where their speed of response and fiexibility is not affected appreciably
by bureaucratic delay. In India, the problem of predicting over the life of
an fovestment the value of the lacentives ctha{ sre deslgned tc offeer some of
the problems faced by exporters, makes export-oriented investment eapeclally
risky., Of course, where profitabilisy is lerge, and flexibility in use

of capltal considerable, the risks may be taken. lHand-tocls appear tc be a
good example. In genersl, an Increasingiy export-oriented development does
not appear tc be considsrved worthwhile by Tndian firms within the present
policy framework. The high protection sfforded industry Binz weakened isnternal
competition and has noi encoursged s risk-taking, entreprensurisl attitede,

Of course a restrictive policy on licensing of induatry has the gensral sffect
of losing the benefit of economies of scale, which are fmportant for cos?
reductlon and competitiveness of engineering products in wozrld wmarkets.

L&, © Agricultural and processed epricultural commodities are affected by
the trade policy regime as well as by other pricing policfes that reduce prof«-
ltability. Generally, these commodities have had export taxes lmposed oa them,
whlch add te problems zlready crested by the trade policy vegime in their com~
petitlon with non-traded agricultural goods. These export dutizs do not appear
to have been designed ta explolt wmonopoly powsr optimally, as the uwmcompeti-~
tiveness of important jute wanufactures hasz shown.

1/ The diffjeulty a veally good firm has in expanding 1ts exports is illus-
trated by the case of textile machinery whore the besr firm has up to a
geven year domestic backleg, and {8 mder great pregeure to supply these
orders. '
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15, The combinarion of poiicy aims and Instruments reviewed very
briefly above is a major factor in creating a series of probleme for ex-
porters, which have beeu desciibed as "serructural® in the World Bank’s reports
on several of India‘s industries. lf Thus, in many industries therve are a _
large number of firms, of very varied quality, often producing & wide ramge of
products on an uneconomic scale, Poor filrms that produce inputs for firms at
a higher stage of production, penalize the latter’s export efforis. Poor
firms compelled, or encouraged, to expert their products damage Indla’s
reputation, Good firms, on the other hand, facing a buoyant domestic market,
have no great lncentive to export, Finally, inadequate "R & D", partly an
inevitable result of the small size of most Indian firms by interrational
standards combined with restrictions on import of technclogy has meant that
Indlen products are often outmoded. Fimnally, because of Industriml licemsing,

there are few sirong competitive forces in the Indien economy to eliminate
these problems.

16. Quite zpart from probleme created by such basic f[eatuwres of the
policy environment, there have been other siguificant diffirultiesg Oversess
demand ls, of course, an important factor in explaining the low growth or even
decline of major 1tems like tea and jute manufactures. Other serious problems
facing private firms are these of sea freight, which is expensive and, because

of congestion In wmany peris, both slow apd wnrelisble; snd the insdequocy of
export credit facilities,

17. Export Incentives: The Govermmant hae tried to reduce the efifact

of constraints on exports by introducing variouz iuncentives, Some of these
are designed to incresse the attractiveness of exports, while others sre
mainly Intended to make exports posaible through mitigation of the nagative
effects of qualltative controels. The most genergl action taken to encowrage
exporte was the 57.5% devaluation of the rupee in June 1966. However, at the
same time many export subsidies were reduced and export duties impoeed on

some "traditional ftems” over which India was thought to have monopoly power,
(This belief was sometime erroneovs, as the subsequant history of jute cay=
pet~backing exports bto the USA beers witness.) The resulting net devalua-
tion on trade account has been estimated at 21.6% for exports and 4£2.3% for
imports. 2/ Thus, in a somewhat perverse development, althcugh the devaluation
Increased the profltability of tradeables vis-a-vis nomn-tradesbles, it alao
ralsed the rupee price of imports by more than that of exports! That is, Im-
port substltutes were encouraged move then exports, Subsequently, the inade-
guacy of this devaluation was revealed. S8iace then, the Government haw intro=-
duced a serles of further measures for promoting the exports,

1/ E.g. commerclal venicles, foundries and forginga, textile machinery and
textiles, and tractors,

2/ T.N. Srinivasan, Foreign Trade Regime and Economic Development of India,
18I DNMacussion Paper Ho. 105, Mimeo, p. 86,



18, In Augugei, 1966, cash assistance was introduced. It is the most
important positive incentive, but its rationale, and basis of the calcula-
tions are not explicit. Sometimes, it appears to be aimed at offsetting
those taxes and imports which do not come within the range of the duty draw-
back system. At other times, it is said to offse: the differencea between
domestic short-run mzrginal costs of production and the f.o.b. realization.
To the extent that the latter is the case, and high marginal costs reflect
high transformaticn costs in the subsidized activities, the incentive would
tend to be concentrated on industries with the least cowparative advaentage.
In practice, it {s a highly variable, and somewhat srbitrary, incentive with
the highest incidence on the engineering industry, which still eccounts for
only about 10Z sf total exports. gj " Lems fashionable irndustries, which appesr
on the basis of the performance of other LDCs, &to have great promise (such as
leather goods, gavwents, and textiles, as well as agricultural commodities)
have received lesser amounts of assistance. An addiiional preblem has been
the short periods for which cash sssistence vsed to be announced -- usguslly
one year —- which limited the willimgness of firms to plan investments with
an export orientation. Furthermore, to the extent chat casb assistgnce 1s
not designed to cover leng~run coets, it providss no incentive for such in-
veatmenti,.

19. Another fmportant inceutive, or rather offset to existing disincen-
tives, is the duty drawvback. It iz designed to repay fo the exporter almost
all excise snd import dutiea. 2/ Difficulnies have been created by tha com-
plex procedures invoived in sgreelpg on the ipitiel rate of drawbeck, a proc~
ess which has sometimes recuired appreciably over a year. This is especlally
important for those fivma that have a constantly changing ieput-wix., It is
also argued by many fimss that drawbacks do not give adequate allevence for
wastage,

20. " Import replenishment licenses {(KEPs) are, in practice, given to ex—
porters, both as an incentive, aince inpuets command & Scarcity premium, and as
a necesgsary conditien for fincreased export activity, since additiomal imported
inputs are thus wade available to exporters. 3/ A limited transferability of
REPs has always been permitted. Thus, the possibility that REPs might be in

1/ 1t should be noted that the use of cash gssistance on low value added
items can lead, and has led, to very high effective subsidy rates. See
on this "Report of the Compiroller and Audlitor General of India for the
year 1972-73," p. 39 et seq. In certain cases, negative value added
expoxts bave resulted (e.g. galvanized pipes and black pipes at that
time),

2/ The existence of a high level of excise duties on intermediste irputs is
a Geeply entrenched paxt of India’s tax structure. Since such taxes are
high, duty drawbacks are vital for International competitiveness.

3/ The REP license was introduced in August 1966, On the development of
the various incentives after the devaluation, see J, Bhagwsti and T.N,
Srinivasan, Foreign Trade Regimes and Economic Developmeqt. India,
mimeo., Ch. 9, p. 1 seq.
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excess of the needs of the firms has been implicitly admitted, 1In theory, how-
ever, the REP is supposed only %o supply nscessary inputs for the exporter him-
self. ' A serious problem with the REP iz the strong relationship between the
incentive to export and the import intemsity of the activity. 1In the past,

the application of restricticnz on iransfersbility, on import of items pro-
duced domestically, and on the proportion of the license permitted to be

used for specific items, has seversly reduced both its value, and the flexi-
bility it provides to exporters.

21. A messure tsken by the Govermment to offset the attractiveness of
the domestic market has teen the imposition of general and specific export

obligations. However, failing adeguate proficability, there appears to be

unwillingness on the part of firms te iovest when high export obligations,

sometimes of 60% of output or more, are imposed. 1/ Indeed, for many engl~
neering goods, such aun extreme export orientation is difficult to sustalun,

since it provides firms with a very small domestic base for production,

22. There are several schemes to provide raw materials at incerna-
tional prices to exporters. The moet important of these is for stszel, which
dates back o 1967, This is aslzo the most successful. The various schemes
that cover other items do not, on the basls of discugsions with a limited
purber of firms, work very well. 1In addition, there 1s a hosr of other in-
centives, including subsidies on freight, and scme tax relief on export
earnings.

23. . Two additional problems have in the past weskened the usefulness

of the incentives, First, they have not beeu predictable for long periods -
indeed they have usually besn koown for one fiscal vesr snd anpnounced af

the beginning of the year. Secordly, the payment of moncy, and receipt of
licensee were deiayed for long periods, while all the papers were beinrg pro-
cesaed, ‘

24, It must he stregsed chat the analysis of the problems snd of the
incentive system luvolves very substantial simplificaticns. WMot only is the
range of commodities large, but the ruling principle of Indian policy is the
elaboration of very derailed and specific rules and exceptions, as well as
preservation of a wide avea of "ad hoc” discretion. Therefore, the broad
statements that have to bz made in a summary report are of necessity gensrali~-
zations which may not fit every case, WHevertheless, we believe it iz reasona-
ble to describe the major problems ¢hat have affected India’s export perform-
ance, and have not been removed by the plethora of ad hoc incentlves, as:

(1) ipadequate profitabili¢y, which 1s largely the result of the strategy of

1/ As of October 27, 1975, while 2,020 svecific export obligations had besen
imposed, only 1,221 had been accepted. In addition, there are firms who
have, o doubt, nct applied for licensas at all,
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import substltution; 1/ (2) lack of access to imported inputs, which is a
consequence of the use of import controls as the main weapon of trade policy;
{3) the poor quality of much that is produced, which is largely a result of
lack of competition; (4) instabfiility cf the policy envircnment aad vulnera-
billty to ad hoc decisions. These problems all affect the industrial sector
ln varylng degrees. In addition, for agricultural commodities, export taxes
are slgnlflcant. For homogeneous commodities, production itself has been a
problem. For the country as a whole, the question of the varlabilicty of in~
centlves and of the efficient use of trade ls important.

Recent Policy Changes and the Medium-Term Targets

25. Export Policy: Mainly because of the large trade deficit the
Government has Increased its emphasis on exports. As a result, although the
fundamental orientatlon of India”s industrial and trade policy and the specific
instruments of export regime have, by and large, remained the same, a signi~
ficant shift in emphasis and in the way these policies are operated, have
occurred. These are Important both because they are likely to lead to better
utilizatlon of current axport potential and as an indication of willingness to
make policy adjustmente when necessary to expand exports, The changes made

80 far are focused in four important areas, namely, industrial licensing,
Import licensing, buresutratic procedures, and the level and extent of cash
incentives, 2/

26. The most significant changes in Industrial 1licensing policy, at
least for exporters of engineering goeods, resulted from the recommendetions of
the Sondhi Committee on engineering exports. Of particular interest is the
automatic approval for production beyond authorized capaclty, vhen ezrmarked
for exports, 3/ and Improved arrangements for the supply of inputs for export
productlon., A second major policy change of relevance to cne of the problems

lj 0f course, some items are profitable. However, on the basis of World
Bank studies Lt appears that rather few industrial products offer really
inviting returns, At the same time, it should be recognized thet export—
ing, especlally initiaslly, enteils considerable cesta.

2/ The list of poilcy changes given below {s very simplified. As is in-
dicated for one or twe itema, there are numercus qualificat{ons and
restrictions, which we do not have the space to examine here.

3/ In a press note of November 4, 1975, it is explained that such approval
is not automatically given to firms coming wunder the Mopolies and Re-
strictive Trade Practlices Act or the Foreign Exchange Regulation Act, but
a simplified preocedure for disposing of these cases ig 1n cperation.
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consldered above is the permission to all firas of automatic capacity expan~
‘sfon of 23% over a five year period. 1/ Other impertant recommandations of
this cosmittee, not strictly limitad To industrial leceasing, were (i} exnsn-
sion of the periocd for which cash assistsnce 43 guarantead: (i1} exsmption of
fmport duty on rvaw materisls lmporied under Advance Licenses; (111} focusing
the right to impose ewport obligations in the Licensfng Comsittee; end (iv]
various changes in export cradit. All these vecommendaticns have bean ac-
cepted, One importsnt recommendatilon, perhape the most eruclial, concerng the
basis for the computation of cash asgistance, znd i1s stilil under disecusaion.

27,

import licenaing. Under the 1975/76 iwpori pollicy any actual vger i& gurarsne
tesd an automatic Jlcense for dmport of vaw materials equal to the guantic
used or the guantity of import licenses obtsined {n the previous yesr, uviche-
cevey ta the lags., YHowevey, for thoss who erporied wove than 70X of their pro-
duction, the avtomatic license is avzilable fov the greater of the two, In
gddition, replenialment licenses are available, ag before, ard imprest liconces
equal to last vear s replenishment liceuses ave svailable on sccepiense of an
equivaient export cbligation. Replenishment ILicenmes bhove beesn lnovenscd by
LO% for a2ll esporters, and by en addizionsi 10% for those whoss veplevighaent
licenses are less than 30%. Finally, both the trensfershilizy of replenlshe
ment licenses, and the flepibility wich which they can be used, have beem
significantly increased, pavrly rhrough de jure and de facto reducilonn in va=
strictiona on impowt of goods which are also domestically producsd. 2/ Thua,
problems with the availability of importe are significantly redvead, Forihes-
mare, since e¥porters can get all of last year’s dmporte through sctual cgar
licenses, the veplenistment license muszi presunably uow e sogardsd s nve-
dominantly an incentive, '

28, In etcber 1375, the Govermment announced s temperary eoxbeoslon of
cagh sasistance to some marine producta, colr products, procegaad foed, bandie
crafte, leather prodecis, some chemicals, and jute producis. This conounces
ment, when considered slong with reductioss in variovs zxpory dutiss, indi-
cated that GOY {g considering increasing the intentives for exsort of 2 wide
range of products. However, with the snnouncement effective omly until <he
end of March 1976, incentives to expand capacity for export have clearly not
been affected,

239. The final area of improvement haz been in procederes. The details
are complex, but 1t is clear thet over the past two yasrs there has been s

L1/ In a prese note of Augwet 21, 1973, it s explained, however, that
expansion is automatic only if there are no imports of capital goods,
there is no reccurse to financisl dvstitutions asnd the {{mme are not
"domingnt" in their line of wapufaclure.

2/ 1t is of only limited value to filrms for Govermment to waive indigencus
angle cleavance informslly, since firme casmot plan on that basis, It
remains true that a firm cannot be gure that, at some fubvre date, an

Indian firm will not produce & vital imput, which the exporter will have
to uge,



- ¥ -

continuing acceleration in the gpeed with which the vavious Industrisl and
import license applications and lacentive psyments are being processed. This
ig expected to go further with implementation of the present propogal to in-
rvedece automatie payments of duty dravoacks ané ceah assisience, on receipt
of claims, through the commercicl banka. :

20, Recent Exchange Rate Pollicy: Policy tow2irds the exchange rate is
not determined solely by censiderations of export promotion, and camnot, there~
fore, be reviewed simply in the content of the export policy. Nevertheless, it
15 clearly important. During the period of exchangs instadility which began
in August, 197}, rhe rupes resained tled o the pound sterling. Thiam has
meant a falrly asteady devaluation sguinst most currencles. Since, wuntil
recently, India’s inflation tate hes hesn rvelatively high, the 2ffect of the
devaluation has been te offssl, and, in wmosk cases, wora Chap offret the.
diminiched competitiveness that inflation would otherwise have breoughn about.
Only in the past year bacszasze of the impressive performance In reducing
inflation have the fwo worked togerheyr In the directien of iIncrescing the
competitiveness of India"s exporiu. In fact, the rupee’s nomine)l devalustion
was 19.5% between 197: and 1974 on s trade welghted basis, vis—g~vis the
dollar, deuteche merk, yven and povnd sterlins but 15,83 in real terms, after
allowing for relative rates of inflation., However. between 187! amd L¥75 it
was 25.1% and 27.4% respectively.

31 In September 1973, the rupse was officlially delinked from steriing
and subsequently tied to an unepecelfiied basket of currsecizs. The effest has
been to ralse the exchange rate above what 4t would otherwlise have been.
Between late Septesber and early June the rupee vevalusd by sbout 143 sgainaze
gterling and devalued eligntly agrinet the US doller, the Germse merk, snd
the Jupanssze ven, : '

32. Monitoring Enport Propreps: A Cabinet Committee congisting of the
Ministers of Finapce, Lommerce, and Lnduséry has been estshlished. Tz pos~
segses the delegated power of the Czhiner. Itz establiehment hes cleayly
speedsd up decisien-making, has cut Chrough inter-ministerial econflicts, and
focused attention on the importance of exportas, Seversl examples can be
cited of its effectivenesss vhe opaed with which the recommendaticons of the
Sondhi Committee on engineerisg aunporia wWora accepred; the zase with vhieh
quite a significant imncreaan in the swromsiticity and fiexibility of ilwport
licensing was introduced; the eprsed with which the decislon to expand the
scope of cash assistance wes taken in Jcrober; and the willingness to push
through and organize the politically snd administratively cowplex cashk of
exporting a quarier of the aveilable sugsr. The Cabinetr Committee is
principally sevviced by the Minianry of Conmerce, with the support of

the other fwo miniestries, and anpears to be vecelving fairily regular infor-
maticn on shori-~ferm progress frou these socurces. Information on specific
Industries comas largely from che export preometion councils, which meet regu-
larly with their gponeoring minlairiss. Perhaps the most importani auch
meeting is 2 monthly one hetween the Enginsering Expert Promotion Council
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and the Secretaxry of the Ministry of Hesvy Tadustry. Although DCIE 1/ ste-
tistics on exports ave ususlily shout fouy moncha out of dsfe, the Trade

Pevelopment Authoriiy prepares quarterly {oTecasts, whick are of high guale
tiyve Thus, the primary ioflow of inforpetion ioto rhe Govermmenz 4g geod, aod &
the Cabinet Committee at the othar end iz sble o make decisions quite rasidly.

13, Med lun-Term Targers: G021 has prepered zome & r

1978/79, whicp have bsen analyzed spscifically in the light of
changes reviewed above, 1t i3 vivtually iwmposeible o aseess
rough and ready manner, the impact of a host of new meadures 1
where pelicy is already barogue in ivs couplesity, While thess chengen are
likaly to achieve gome Imprvovement im medlut~ters performanecs, eepseially
pince good prospects exist for imwediate incresses ir the euperes of iron ore,
sieel and cozl, they do nct eppesr to affect those styuctuval problems that
will determine the ebillety of Iadia to suutain higher esport growth over tche
long term. Although the changes mev affect the willingnes: of priveve firms
to use existing capacity for EX?OKQ, aEQx are pot likely o iuduce mach

investwment in prodection eriented towands cxport asrhkats.

24, As shown in Table 2.5 the G ﬁvwm@nf g 1973/7¢ congvant price
tavget for L1978/79 4a Bs. 48.4 billion (US$5.2 billicn), which dmplies 5.5%%
average annusl compound g“awtﬂ over ine 1975/76 vargel of Ha. 37.9 biiitiow,

7.%2% compound growth when GOX%s estiwated relative price chonges sre sllowsd
for in a cometent price f?&medeﬂq ang .57 average compound growth over
1874775, The items sxpected vo-contribuce the graster yart of the growin over
the 1975/79 terget (wi th pereenisge contridutions to toral increment 1r
parentcheses) are: engineerisg goode (4.3 cotton temtiles (10.7ZY; lesther
and leather goode (10.1%%; handicrafta (D.6%Y; irom ore (8.4%); sugsy Qagi&i'
voel (4,123 oileakes (3.95v: irer asd seaal (3.18): chemicals ﬁl By tabacco
{2.7%); and marine pyoducts (2.%5%). Smaller ponitive contributions arve
expacted from czehews, (o5, jute @qufrrtuxe@g gpices, rice and cofiee. When
account 13 taken of gruba I velaiive prics chsuges, fhe positive contvibucien
of cotton textile ant irom ove imcraszecs aignificantly whiie those of sugar,
coal, cil-cakee and tea fgll,

35. Our own estimates of ¢ srosuects for 19278/7Y% indicate thab

Re. 43=43% billlion 1o comstant 127Y5/78 oxicesd ie & wore iikely fipura. Thi
implies growth over the I¥74/75 Level of about 7% pevr annum in volume tarms,
or when relaiive price chsuges ave faken 1nto eccouvni, of shout 6% per ennum,
Achievement of chese rates would imgly significant, if havdly dramavic, iu-
provementa cver thoge achieved in the recent pest. Although we haove some con-
cern zbout many items, the discussion deals with four -- cotton and synthetic
textiles, leather goode, sugay, and jute wmanufactures ~- fov which concern is
particularly great.

36. in the case of cofion and ayathetic textiles, the Govermment ie pro-
jecting mill-made piecegoode expoeres In 1978/79 et 600 oiliien square meters,

g

1/ Divectorate of Commercial Eﬁtelligencé and Statistics,
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Since 1968/69 indla“s exporis of thege items bave axceeded 450 wmlillopn aguare

maters only in the interast I obeom vesy of 1 {76, Theve assems to bn yﬁly
a slighg chares of 3 ing 600 mililicn square meters in 4 normal yesr withou

the zuccessful establishment of an ﬁwpﬂ*“vﬁmxen wiiie industey mreuttirg

high-potential irems such &s bread width nlothe, cawvas, depfwm, fowelling end

a varicey of yn;Ferlﬁ blends. This wovld require subsi :

e

canriel invagiment,
which the dndustyy may have ueither the willingness nor the ability to maks,
uniegs incentives are offered that are beth javege and secure for g four o
five vear period.  The other major o _usﬁtiaq merl iz agsinst ewpores of par-
menig. Crowth here bas recenily bean very drematie, het becsuse of the high
prices, limited varietiss, and pooT qu aliny of millemade fabrice, che bulk of
it has been in gsmpents made of hendiovw sioth, which now sccount for 74% of
the total., Theoe ewports depend ox can*iﬁna;ian of n spacific £amchion,

egpecially in the UBA, and &ra now Iooresoingly soustreincd by quotasd.

7. The targets for leather goods aud foolwear will be difficuit s
achieve since they Imply volume growih of 230% and &530% respecitively., This
will regulre s very well developed cl&dniaati”u to contnel design, marksy end
auality. Although the poteniial exievs. we hava geen no evidence that such

aa organization Ig Iikely to deveion fast ensuph to zchleve so mueh In sueh
s short neriod,

38, Jute mansfaciures are arcibar wmejor probleam. The CGovermsenit ha
taken the poaitive step of abelishing tho cxport duty on hesslan and carpes
hacking, znd asonounced, in October, 10¥ caoh eesistance Fov curpel 'ac*ing _
and specialty manuzactdr&sg.efietﬁiwe fop the vemainder of thia fiscel year.
Tt should be noted that this cash ssgistoarce dosa not have any effect on
rarpet backing®s internetional cﬁmpebit;vaaesﬂ since it ip aiready at the

of fieial floor price but, by duercasing prefivabilizy, it way lead to a de-

iraale increaze In the dndustey’e rate of Ifnveatrment and mavketing effoves,
although being 20 short-tern, this is Yar from probable, The oversll werid
Jure market 19 likely to continue to be under preggure from synihetdc subeti-
tetes, although fute’s price disadvantags wan Jdefinitely diminfsbed shHarsly
in 1975. Furthermove, compeiition itw eschiag, hesslsn, and even carper
backing from Bangladesh, fo ‘Nﬂﬂiug L elnation, way be sevicus 1f
Bangladesn can mapt che demana for its esports. Raw jute supply {6 also
likely to be a problem, -pvpﬂnm 0 fto conlioued poor proficsbilizy for
farmers, A shortfall from C0Ls tavget ¥ror 1973779 is culie pcsaible, Uargﬁly
on account of eresicn dn bussian.

3, The Goverunment expects 2ugar axpores to rise te 1,500,000 tone by
1978/79 which is about I0% above the level espected 1n 1975/76. Dur ovn snaly-
sis, however, indicates that, with increascd pressure of domsatic dsmand, even
sustaining the presgent level may rvaguire both a reduction in per capita con-
sumption of sweetepérs; and a ehift of cane to the sugar wilis. This will
raquive very vasitive effocrts, espeeially in pricing policy,. 7

43, Azart from these four major categovies, zbortfaslls are slso quite
likely in cashew, largely batsuse of a sericus snd worsening problem of supply
of raw uuts from East Afvica; in chewicals because of the unprofitsbiliey of
most export lrems and the cousequent likelihood of diversion of production te



the domestic markat follewing the domesvic iudw antivitys
in tobacco, for whizh o inciressz du light low-nilcotln ~w%&?\u
does not yet appear 0ilidly basod in welledeveloped proeduntion pro gfem; ﬂpd
in iron ove for which ; noet bedes L11 for thu im

future. (Cn paper, fow res in port cgpacity saahx% W&kﬁ
rne large planned incre uaE€ing goeds will, fa the mres~
ent very competliive world environment, enprmoue difficulities in orbieve~

ing anything Uike tha growih of the p&a; irur PERTS .
. Conzidering the medim-rern
sorprisingly, chat = »aj
cowpetittivaness might schi

progpects a2 2 whole it eppesvcs, sol
sffart fwrther ro dmprove export proflosbilivy and
ave the ¢ o, partiy thvaegh incressed e¥noy

some preaently dowboful o ;u@éltv g like june manr¥acture¢g BuEAT, &nd t@x*
tiles and gevments. Given the Luw proporcion uf the E roduction of meve fﬁl
mator indearvies thav is nuw exporied, BLY !
tire sharve of exports could have a good &mdinmutert effmcv
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Lopper-Term Preapecis and Polley Tasusa

42, Only a wery wouph fu

tarpget of 83%-10%¥ real growth b

pose, iv is uvaeful te divide In "a”a current meier experts into three broad

categeries: [ivegly, those vhoze long-tavm prospecis ave pooy, and whanh 2re

uniikely to ghovy a sustoingd grovebh of meve than about 34 por aonum -~ largsl
1

demont con he made of the likelihood of the
ing achieved 4n the lovg run. For this pur-

ol 5

iy
hecguze of demand consizainta. or 4ifficnities iu ip pereasing fupydy (e 2. TC&,
apices, caabew khevnels, ezesntizl olls, tobacce, seri-finished leathur. wost
jvte manufacvures, coir manvfsctures, smé Fuslsl, Thoee iteme now geeoount
for gbout 30% of Jadia's votal exwpores. A& second gyvoup consiste of thone
with intermediate prospects, which could, with wore oy less efforg, schieve

i
sustained grorth of wp oo 8% in Tﬂ..@ of volume {(2.g. oilseed producke, cof-
fee, vaw colton, augayr, iron ore, handless and mill-made cotton piece goods,
iron and steel, snd chemicalsd. ’H@ss itema alse sccount for about 30% of
India“s total exporis. The Finsl group ronsists of iteme with veelly pood
potencial, whose guptained rate of voiume neads to be 127 or moete 1F the
overall target ls to be achieved. In orday of imporiance they are spgiscer-
ing goods, avparel, gews, other handizgrafis, wavine oroducre, sand fieished
leather and lecthsr goods. There may be wth@f@ still unidenvified, but
thege are tha onss most likely to fignre prominently. They ave all iftessz,
in waieh Indla should have & compsrative advantsge, and for which the prob-
lem of profitebiiity will be particulerly fmportant,

|
Wk

43, Antrieving a better pavformance in the leng yeo will undonbiedly
invoive goling further in tackling the pany problems that have been considered
above., Mentien shoulid zlso he made of two problesms, which will be increasing-
iy dmportant in the future.

b, 1f the great cpportuntety for expansion of exporis from tiaditicnal
Andustries llke hawdicrafta, carpet wegving, hand wesving of cotton and silk
fabrics, and leather manufactures I8 bLe be yvealized, organizations must be

8



crested to coordinate marketlag, develop dowipn, orgenize training, and ensur
quallty., In the learther goods industry, for example, the crbblers of #dzrs

must be organized to produce shoes e meer ihe demands of Wegterm fashilon.
Further development of the export of handloom fabrice s thought te require
establishment of fackorles espacially for cxport preductinzn,  The probleme
are far from irsuperable; avnd bave been tackied succesafuwily seo fay, slines
these ltems, slong with gem-polishing, have been sources of dynawic export
growth. Noevertheless, a5 they grow, hoth the number of paﬂpie involvad snd
thelr ges grﬂuui? 4ibpe?szon will creste a significant buvdsn for orgacicza-
tions like the Leather Development Corpcracion, the Handlotn znd Haodicrzfig
Fxport Corperation, and the ALl Indls Handioom Fabrics Marketing (ocperative
Society Limited,

45. A far more significant snd distwbing problem is that of proteciive

centrols in developed markets. Thage appear to affect gatment eXpores &spe~

cially severely. Ome prebiom fg ohal the US4 has ruled ¢hau garments of band-

woven material, made on pewmrﬂd af%?:?mm“fﬂ\ﬂﬁﬂ, ave nor exeluded from the

guots as bandlerafts. Although recant negotiaticns on fhis ruling bave im-

proved the overall Uﬂtd posicion, 1t ie expected thasi the entire alloiment

will be Fliled well bzfore tho ang of the U84 queta vear. Suirzeguent growth

Lg restrlcead te 7% per annum in volume tetms. In the EBED there are sisc quots
restrictions, except on ltorsg Ilks 1ity and induscrial garments Bat auch

ekworrs depend cn the svailabiliny In Yﬁ&ia ui cheap, bhigh-g x:lih}ﬁ Intgrna-

tinnally acesptable textiles, which it lac Portuately, garsents mada of

havdvoven fabrics ave outwids the ¥IOC . Tha tentile industry, 1f sioni-

fileantly medernized ard Improved, wiil the seue marketing aif{ cidtiee,

The U.5. Tariff Qommiseicn 15 now reviawiaog s case againat imporis of shrfape

to the UsA, Iodiz’s mgior mavker, and 42 gz have baen left cwvteids the O0F

structure, as recertly arnounced by ths fnxted Seatee. Thus, several of India’e

most promising exports arse affeciad.

i ‘?
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e

&6, A long-term scbatesy for exnores bas s«lsc to be based

tion of an "efficient™ fvade policy, not only in 2 static ssnse of making use
of comparative advantsge, bul 25 =trsssed above, by funciioning as an engine
of growth for the scownmy and fndustyy, parricularly sfter import esuvbsvizution
ceasas to porform thiaz vols, The hasle feavtwurer of an efficient export

policy sysiem, vamely fairly wifovs effective sdbaldization, frec expension
by the most efficlent firrs, and free coness to gll desired imports, have been
fraquently discessed In the Literature, FPor many couplex reasone, including -
the multiplicity of other policy aims, ard a preference for selective controls,
a comprehensive reform in the polley environment doce not seem likely in the
foresceable future, However, iheve sre & nuwaber of alternative policy

systems which wouwld lwprove on the present one.

on an spprecls—

o

I

&7, Such a second~best approach to 2uport peliey has to star: from

the reallstic postulate that the Indian trade policy regime has been blased
agalnst experts apd that measwes to cncourage sxports cffers substantisl net
benefits to the economy, parilcularly given the present high value attzohed
to foreign exchange. This does not mean, of course, that erxports should
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be enconraged at any cogé, baf that the saports should be encouraged in tne
most efficient possible manner. The principsl componsunis of such & policy
can be indicated., Flrzt, given rhe foreign trade and sxchange rate repimes,
most enports do recuive long-terws incsutives. Secondly, given the complexity
of defining the optimum subsidy for sach item, even in theovy, the huveaucvaiic
difficulties of finely diifeventiating between fncentivez and the ipsecoricy
created by frequent policy changes make it imperative that the facentive
system should be as uniform, simple, apnd stable as possible. If the =2xport
subsidy ig diffeventiated, this wuse be linited to only a few general cate-
gories, From a long-term point of view, basing the differentistion on lsboy
intenelty of indusiries would meke mozt economic sense. Thirdly, exporters
mict have free access to inputs of intermetional guality through relaxzation
of che precess of indigennus zngle clesrapce. And, finally, the sexpansion

of the most competitive {irms on the export side mucst be encouraged by

secure and atiractive Incentives,
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ENGINIRRING G0GDS

Reseriprion and Peotential

1. Catsgorization. Indian engineering goods euports are vary hetere-

geneous, reflecting the broad base of the engineering goodn industry fn Zndis.

Products exported vemgs from welstively compiex heavy elactvical equipwmont s
sophlsticated electronics {lavgely ve-ouport), to ginmple laber-ipgensive
goods such as hendrtools. Ien rvecent wesre, Indian ongineeiing iﬁzmm have
‘hegun to develop turw key proiocts abroad, either gcoepting subconlracis
fros nsicy eng;mvmrAnu firms esteblished in develapod countries, o7, by
approaching such prajects with & ‘covcorcimm of Isdisy smgineering fives.

Z. Enginaariwg goods exporta ave vawally clzaaified by the Indiew
euthoricies in fowr mejor grouwps: (1) ecapital goeds, which include rele~
- tively sophisticated and gubatestial finished fovegtment geods, ranglng
from industrial plemt awad mechinery to complete moter wohicles, bub gles
iecluding wives and coblesy {443 p*im@rii areal and plg irow based Ltems,
comprining wainly incermediate goods wheare the predominsnt rew waktsrisl e
fervous; {(1ii) wnon~feorzous praducts, composed of slusinm producks, EFNS
vare and 2 cateh-all subcategory of mon-forrous @vwd ucts ast othoovize
gpecified; end {iv) consumor dumables, which is & mlsnom for relativels
gmall engineering goode, and includes fov auswmple &a?@ parts, hopdbeolc,

wtting teole aad electzunics. A cemplete categsviz *?ﬁan ta givan in
Table 13.

feid
b4

3. Racent Croweh of Dovores. Inginesring goods erpovte. havs besu sue
of India'e moet dywamic eupert items. The value of Tndian saginecriss gopds

and

-hap risen from Rs. 134 miliion in 1960/671 to sbhowt Wo,. 1304 willienm im 1870771

to Re. 3497 miliiom 4m 197%/73. It chould be moted thot the {noresse bae oot

been entirely omeath, aud for emple, cerninges grew by only 8% dm 1971/72
G 0

which will “ove represent: d a very smell incresse fu vomli teymey bul ginee -

e:h@“a,, carnfnne grouth s Saon very resid.

wrvrmen

Growth in hmrntwqﬁ af Tﬂ&ﬁﬂﬁ@ﬂ&@ﬁ_hﬁﬁdﬁ Exports
t, W3, miliions j’
Yert Barnings Aomual Pescentags Chewnge
je50/61 103
' 1665/66 it 23 {3
1876/ 71 1158 3272
19%1/72 1253 8
1972773 1411 13
1973174 235 7
197475 3461 - 80

Socurces: EEPC

£ Average 1960/81 ts 1965/66.
/2 Averege 1963/66 to 1970/71.



g, Indian engineering goodn msorts congtitubad quite & small per—
centaze of btotsl males by &1“ aa?i? ”ﬁ*nﬁ industry in Yndla; in 1970 only
L% of sales were axportad. L melae by The demsmtic enginesving ifndua-
toy were Re. 3474 oreros in ’ﬁfa %f Yoverthelans, engiozoring goods
exporis have contributed ﬁuhﬁ? ;ig Sficantly to the g?awth of poma subesc—
tors. The inerewontal eupoit-ouiout retlss ghovm below repvesents the pex-
centege of grouth ovar the perisd comesrasd which aan be mﬁﬁ?ibmapd [

enperta.

Inovenancal Toserl-fuf-ut Ratdeg for Gelgeted
Ex mm wering X v Ti0aO- GRS
R
1e60-10a3 $963~1959 1958-1262
Industrisl machinary. machine Inclz 1.04 - f1 2$,53
Figeings, Figteres and fantunsra .50 - 13.74
Homd ead gmall tools b.G&7 13,38 1G.2%
Prime movers ' 3.4% 35,58 §.38
Pleciric Lasps and feng 3,56 10,88 5.65
Moter vehicler and bicyelen t.15 &.06 ' §.32

Sourem: R. Zanerii “Exports of Monrfaciures from India™, 1973; e, 126.

/1 Negative decsuse eithar exp@rtﬂ or averall outpul declinad d"wamg tha
variad.

By comparison with nonesnginecring goodn lfke footwenr, where just over 40F
cf output growth betwsen 1960 med 1269 wos din empovie, these percentages
are ot very impremsive; byt shyicusly fwlustrizl mechipery, £ixtuvrea
end hend and smell tools benefitad pipniffcantly frem expirt growih.
Horecver, between 1940 snd 1965, whcn indwrery wse oxpanding 2t sbous §%
per annum, the contribation of empecies zrowth was small, whilzs In the
s@f‘csnd perdod, whan iadestcial groweh sversged enly 3.3, the garoweh con—
tribution of exports was much merse significsut. Given the socsiersilion in
exgort csrnings since 1970, and the modest groweh of domestic demand for
indppirial gonds, 10 seeme likely that #hees contribucdons to gmowch by
experts for the pexiod 1370~1970 would bte evan greuter thon these for
betwaen 1905 snd 1953,

5. In the most recent past, all four meier catageries of engincering
goods have ghowe Teplid propvess in ensorse. ﬁifr‘T“p aseng capitel goods,
the earnings from fndustiial plone and wechinery svipled in the threc veazs

3/ Value added in engineszing was ealy Rg. 808¢ millien im. 1670 or
263 ef output walue.

&
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ending with 1974/75 (Table 1). Over the same pericd, heavy electrical
goods, such as switchgear and tvansformers, complete vehicles and machine
tools have also grown rapidly. Secondly, primarily steel and pig-iron
based items have also done very well: steel pipes and tubes have perhaps
been the most important growth point, from Rs. 7 crores of foreign exchange
earnings in 1971/72 to Rs. 41 crores inm 1974/75; high carbon wire products,
cagtings and forgings have alsc been very dymamic. Thirdly, nom-ferrous
products earnings doubled from Rs. 4.5 crores in 1971/72 to Rs. 11.6 czores
in 1974/75. Finally, in the consumer durables category, as with capital
goods, earnings have tripled in the last three years, vising from. Rs. 46
crores to Rz. 130 crores. One might aingle out sutomobile parts, bicyclea
and bicycle parts, and diesel engines, pumps and compressors ss particularly
important subgroups.

Engineering Export Goods Earminge (1971/72-1974/75)
(Rs million)

1971772 1972/73  1923/74 197475

Capital Goeode ' 505 544 6460 1136
Primerily Steel -

Based Items 239 281 &57 958
Non-ferrouz Products 45 53 91 116
Congumer Durables 564 532 . 746 1301

Total o 1253 1631 1933 349

Source: Table 1. .
6. Hetercgenity makes an assessmznt of veal growth of engimeering geods
exports very difficule, Tsble 2 shows the change in prices ond curaings aad
volume of a sample of engimeering goods, that covers approximstcely ono-third
by value of all enginesring goods exports, for the three years 1972/73 teo

- 1974/75. These changes in quanticy and price are summsrized in the fellswing
table.



Prices, Quantity and Earninge Indices for 1972/73 to
1974/75 for & Semple of Engineering Goods Exports

Percentage Increase Period of Change
Quantity Index : 28 : 1972/73-1973/74
' o 16 - 1973/74-1574(75
Price Index L 1972/73-1973/74
_ 51 ' ‘ 1973/ 764~1974/75
Earnings . 47 . 1972/73-1473/74
76 1973/ 74~19744 78
Earnings increases foy 37 ' 1972/ 731873/ 74
all engineering goods 80 1973/ 761974475
Source: Teble 2.
Hote: The base period for cach imdex is the earlier of the two ye&ré
concerned,
7. At firet glance, these figures suggest s rather atrikins decliine

batween the two periods under consideration in the rate of growth of volume of
exporte. However, the earnings incresse in the sample 1s 10X above that fer
engineering goods g8 a whole for 1972/73 to 1973/74 and in the second period,
1973/74-1974/75, the opposite is true. Thus, all it is possible to eay is

. that in both 1973/74 and 1974/75 theve weve pubstantial increases im the
volume of enginesring goods exports, and that they were probably inm the
region of 20% in each year. R

. 8. What evidence thers i{s guggents that export growth in volume ferms
since 1968 or sc has been sporadic and with g generally low trend.  Thus, 1t
is really only the last two or three years where engineering goods have be-
haved with so much dynamism.

9. There iz some indirect evidence that this rapld export growth was
associated with an incresse in the concentration of the engineering export
sector between 1972/73 and 1974/75.



Expert Performance of the first 150 Exportexrs of
Engineering Goods
{(Re. croras)

As & Percentage of &li

Year Ecrnings of 150 Firme Engincering Coods Exports
1972/73 96.5 - 69.8
1973/74 : 137.9 71.3
1974/75 | 256, 1 73.4

Source: Table 3.

In 1973/74 and again ia 1974/75 the first 100 and firet 150 engimeering goods
axporters increased their share in the total value of angineering export eavm-
ings. Oun the other hand, the ghave of firet 10 firms sctuslly feoll over the
period, while that of the firat 50 firms dipped in the middle year before
. recoverinz., While the largest ewporters are not necessavily the lergeet firms,
these figures do suggeat that there way have been some competitive advantages
to being above average sfze which helped these 150 firme do better thea wes
typicel of engineering exporters during this periced.

10. The destination of engineering goods exports hos been changing
{Table 4). Between 1973/74 and 1%75/75 overall eavnings grew by shout 50%.
The most Iimportent aves of sales growth was the Middle Eost, where csvrpings
increassed from Ra. 48 crorves to Re. 114 croves, or from 26% to 337 of mil
engineering goods export esrnings; thiz sccountsd for just over 40 of the
increase in overall eornings. The Zsgtest increase was In fact recordad in
Australaeia, but from a bsse constiteting only 2% of &1l earninge, thig

wag not so aignificsnt. Perhaps the aoat dissppuinting market was South
Eaat Aela, where esrnings fell to 25% of tche total im 1974/75, frem 30% in

1973/74, Esst Burope, imcluding the USSR, anleo declimed in relative impor-
tance. ‘

it. The moet ptriking incresse, nsmaly 4n the Mlddle Bast market,
can be explained to & large extent by the very rapid expancion of demand
from these countries for cepital goods. The shift in exports from Easct to
West Europe, which is elasc significont, seem to indicate an importsnt
increage in acceptabllity of Indian econgineeving producte. in West Eureps.
Finally, it may be worth obeservimg fthaet the declime in relastive lmportanca
of Souzh Eegt Asis could perhapst be explained by tougher compatiti@n Lrom
Korea, ‘Taiwan and, more importaently, Japan.

12. Indian’s Pusition in World Trade. It is difficult to £ind fully
compareble dats to show how thie vecord compares with other developing
countries that export engineering geods. There is gome evidence howswex
that India's performance is fairly typlcal. Statietics of wachinery and
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equipment exports 1/ for 1968 to 1972 show earnings growieg by 52.7% per
annur in the case of Brazil at one extreme, and only 13.8% in the cese
of Malaysia at the other; Iandiar earnings grew at 24.4%.

Average Annual Growth of Engineering Product Exporte
from some Developing Countries (1968-1972)

(Percentage)
Brazil 52.7
Igrael 12.8
Korea 26.9
Mzlaysia 13.8
Maxico 50.8
Singapore 32.8
Yugoslgvia 10.3
Indie 26 .4

Source:  IBRD Report No. 531 "Export Pinaﬁcins for Capital Gooda”
‘ Septembey 24, 1974; Annex A, Table 5.

13, India exports a very emall quantity of emgineering goods by world
atandards. As a maasure of this, in 1973, 98.67% of world trade in machivery
and transport equipment originsted in developad countries, and of the
remaining 1.4%, Indisn exports countributed nmomewhat under 5%, that is leas
than 0.17 of all machinery and transperc eguipment trade., This percentage
mey fractionally underszete India’s contribution o world trade in snginecer-
ing goods as 3 vhole, since for cxample ateel structuais and pipes, which

are important elewents in India‘'s engimeering exporte are excluded from

the above percentages, but the order of magnitude is correct.

Problems Facing Engineering Goods Exportevs and GOI Policies

14, Demand snd Supply Factors. Demand for engineering goods is
depressed worldwide at the moment. There ie evidence of a very slow
recovery from the current recession in the developed western countries.
The secondary effect of this continued recession will be mmeriler markets
for almost all types of exporte and tough competition frem exportere in
other countries,

15. India 15 2z marginal exporter of enpgineering goods inm two zenses,
Firstly, Indian engineering goods sxporters are new entrants in & number of,
markets, and therefore labor under the disadvantage ¢f an unestablished

1/ Electric consumer goods and parts and pagsenger cars, eycles, and
parts were excluded from the SITC 7 figures on which these growth
rates are based.
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repucation. Secondly, in some ceses Indian products may not be the first
_choice of customers and are bought only when all other suppliexs are guoting
impractical delivery delays ox prohibitive prices. The effect on demend

iz that in times of general expancion, India's engineering export carnings
are likely to grow st an above average rate, but when the market is genarally
depressed, Indian sales are 1{kely to contract more rspidly than most.

16. Indian engineering goods exports are marginal im 2 third senae,

in that India's shere in world mevkets {s very small for moast products., As
was mentioned abeve, less than 0.1% of world trade {in engineering goods in
1971 originated in India, Perhaps partly as & consequence of this, taviff
and non-tariff barriers have not been & serious obstacle to expanding LPOTLS
Most Iandian engineering soeds exports have benefited from the GSP in Eucope.
Temporary problems have arisen from time to time, euch as the recent Italian
requirement of a deposit with the govermment by importers of 100X of the
value of the goods imported. This of course did mot disceriminste against
India. Looking at particular product groups exported to Burcpe, only cloc~
- tromics have experienced difficulties with low quote lsvels. In the United
States, the domestic producerz of ELPNS ware, handtecls and hardware ave
lobbying at the soment for protection against Indian imports, which natu-
rally is causing scome concern in India. Otherwiea, the North Americen
market for Indian emgineering goods appesre to be qulte opem.

i7. Supply problems, which plagued the enginesring induetry in the
past, have essed comsiderably im the iset 12 wonths. The improved avellabil-
ity of indigenous stesl and coal has been backed uvp by impreved labor relo-
tiona following on the emergency, and 2 much inproved power oupply poesition,
largely caused by hyvdro-electric reservoir replenishment after this yser's
geod monsoon. Af the ssme ¢ime, import policy has been liberalized compldor—
ably and procedurss stresmlined especielly for reglstered exporters, s thet
impsrted raw wateriale srve now wmore freoely availasble them im tha posk,

- 18. The domestic oituntion affects prospecis for sxports in snother
wey. Engineering goods exports comgtitute & emell proportion of sil chs
engipeering industzy’s sroductien in Indfa {(see parsgraph 4}, aand there is
widespread under~utilization of capacity. BHEowever, an upturas in domestie
dempnid could still choke off euports in the next two or three vesrs, because
the best producers, who are mopt agble to export, can in many ceoes nake
Jaxger profits in the domestic wmarket. 3/ If c¢his situation persistes, sue-

toined expansicn of suppiy of engineecring gooda for export will be diffieult
o achieve.

i9. Freight Problems. Freight problems ceastituts an isportant
obatacle in expanding zxperts. In the past, inland transpert difficulnies
‘were a contributory factor, but over the lsst year, the Indian vsilways

1/ In the machine teols and cutting ¢eels Industyy, profite on domestic
sales can be &5 much as 208 st the same time that export salez can
barely cover costs.



- 8 -

gystem haa bacome conaiderably more efficient and laws governing interstate
- road traneport have been liberslized. International sir freight is mot
particularly important for any engineering geods exports except those with
very high value~weight vatios, such 2g electronice goods, and goods with
short delivery timesg: air frefght has not been & eroblem, The maiwn dif-
ficulties are comnected with ses traneport.

20. The problems begin with the condition of Indian porte which ara

in general congested and fitted with inefficient carge handling equipment.
Congestion in porte of destination hae aleo contributed to theae difficultles.
Partly because of port conditions, &nd partiy bacause of small and fluc-
tuating shipment sizes, lgst minute pogstponsments have occcurred. In gum-
ersl, there has been too little ehipring space evailable, and, what there

wag, bas not always been on schedule., Pinally, in addizion to povrt couges-
tion charges, the experter has had to pay much Incressed freight rates, cauaad
in part by fusl and wege coat escalation, but slse pevhaps by the monopsly
bargaining position which the ghipping conferences have heid,

21. Indead, cghipping vates heve risen to the poliunt where it is not
unknown for the rates hetwesa Burspz and the Far Esst to be lees than those
tratween sither market and India,

22. The present incidence of ocean freight retes for some gypical
engineering goode in ghown in Tablie 3. Since 4t is oot wnususl for 208 er
nore to be added to the f.o.h. price by ¢he cost of freight for Turopeun
and North American markets, it 4s epzpevent that this e sn importent clement
in costs to the consumar. Table & shows that the freight rates for Indisn
exportera to U.5. markete are betwesn 407 and 1108 higber than for thelr
European competitors for wmild steel pipes and diesel enginea. Thesa
differences cannot begin tc ke explained by the different distances betwaen
different markers, and the explanaiion must lie ameng the factore discusmsed
shove, Taking the exsmple of mild steel plpes, 14.2% is added te the f.o.b.
price of pipes exported from Indiz to the US which puts India st & ¢.1.£.
price digadvaniage against Eurepean compatitors of ebour 7.4% on the U.§.
Fast Coaat and about 3.8% on the West Cosmel. :

23. Certain developuents wey shortly provide pome vaelief to this eftu-
ation. Port congestion may be alleviated by the completion of bulk earge hav-
bore and handling facilities gt Haldia, Madrasm, Paradeep and Vishoskapatemm,
The Ministry of Commerce has recently established a unlt €0 act 88 & clasring
house for ovders for shipping spsce by Indizn exporters, 80 that amount and
reliabilicy of shipping spoce way bBoth fmprove. Finslily, two major Indian
ghipping lines have withdrawn £rom the Indian~Pakistan-U5 (Eaet Coast) ship-
ping conference, in protesit to the high frelight rates charged Indisn export~
ers. While these developments will no doubt have 3 heneficial impect on (he
shipping ‘problems facing Indisn ergineering geods auporters, it {8 likely
that these problems will still comstituie a disadvsntape vie-2~vis condi-
tions facing competitors in other countrias,.
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24. - Induatrial Policy Affectines Exporters. The Government of Indis
has, since independence, had an active hand in directing all aspects of
industrial growth and development in the private gector. The mog? impor-
tant tool of induetrial policy that affects long term development proepacts
ie in@ustrial licensing. Economies of gcale are particularly importagnt for
expoxt competitivenese. Over the lsst year, the government hag liberslized
capacity licenalng, so that expansion of production is now essier. Kitheito,
all firme not covered by the MRIP Act or FERA i/ were permitted to produce
from their existing plant 1257 of their licemsed production capscity. This
blenket provision was intended to ensure the fullest possible utilization

of capacity and elimination of bottlenccks. The firet major innovatiou has
been the introduction of a policy by which production for exporte, over ond
shove licensed capacity, is now automarisally licensed for all firms,
regardlegs of whether they are large, dominant or fereigm concerns, This
constivutes one of the major policy changes to have resultad from the Sondhi
Committee Report om Engineering Coods Exports, presented to the GOI in 1975

(see Annex 1).

25, A second msjor policy change introduced racerntly has been anto-
mstically to pexrmit all firms to expand capacity by up to 25% over o five-
year period. This provision applies to most capital goods, commercial
vehicles and tractors, automobile ancillaries and foxgings and castings
within the engineering sector. Hewever, the permicsisn will mst he suleo-
matic for firms who: {a) may encroasch on products reserved for productiom
in the emall scale gector: (b)) need externnl finance; {e)} need impertsed
capital equipment; {d} are suhject to reguletion under the METP Ack: a7
{e) are party to foveign collaborations. This goes sowme way towards pev-
misting firme to achieve the econcmies of scale for internstionsl competil-
tion, but 52 average enmnual growth in capacity is very modest srd furthermeve,
aome firms with foreign collaborations and gome fimms affected by the MRIP
Aet ayve among those net likely to resallze ccononies of scale in experis.

26. Thirdly, 21 industries have besn delicensed, that is, there is
no need to have an induvsivial license to expand espacity indefinitely.
Within the engineering goods categary, the main groups of products te be
affected are industrial wachinery, forged hand tocls and small toels,
switchgesr and machine tools. Ones sgain, this libarsalizotion does oot
epply (o firme affected by Tthe METF Act or FERA, to firme requivisg im-
ported raw meterisls, or Lo expsnoieon thet wight encroach on products
reaerved for the smell =cale secier.

3/ Large houses are those with at leazt Rz 20 crores of assetg: togather
withk dominant houssgs, which coptrol one~third or wore of domesztic nro~
duction of & given product, they ave sublect o regulation under the
Monopolies and Reserictive Trade Pracgices Act of 1989 {MRIP). Tove
gign concexns are thosa in which at least 40% of the squity is foraeign
owned, and arve suhject to regulation under the Fereign Exchamge Regzula-
tion Act of 1973 (FERA}. S



27. Fourthly, 29 {ndustries are now assured permissien. to expand
capacity without limit though they must remain licansed. Within the engineer-
ing goods sector, all the industries listed above in pavagraph 26 gre affected,
together with scooters and electronics. Unlike the delicensing provision,
firme which are under the FERA or MRTP Acts reguiation may benefit from this
poiicy chenpe, provided all addition output is exported or the firma agren

to government~directed distribution of production. -

28. Lastly, capacity expansions that are the result of repiacing old
equipment are auwtomaticelily licensed, provided once more there ig no en-
croachment on small scale sector markets and provided no sdditionsl fer-
eign exchange is required.

29, Import Licemsing. The 1975/76 Import Trade Comtxol Felicy fox
Heglstered Exporters has essed licensing procedures and policies, so thst
imported raw meterials, apare parts and capital equipment arg sil more
freely and flexibly availabie than bitherto. The asvallability of imperts

_ 4a no longer likely tv be constrained by licensing probleme. Formerly, eny
established actual user of imports could {mport raw materlals o components
but only against docurmentation of end use. Now any sctusl user, including
thone registered as exvorters for the purposes of the Impert Trade Centvel
Policy, is now guarsnteed a license for the swount of raw matericis at

the outset of the fimancial vesr 2gual o the smount hs imported or the
amount licensed last yesr., whichever fg less. In sddition, yogistered
enporters continue to receive import replenishment licemses (REPa) i/

and can receive further rights % import under the new impresi, eupplemas-
tary 2/ and advanced schemes. OFf thaose, the mest {mpoviant is the impregt
acheme, under which REP licenpes egusl te last year's conmmption of impovted
raw materisls and componente for export are granted st the year's outeet., The
gupplementary scheme add 107 to BEFe, both under the fmprest scheme anéd ae
they are gpplied for durimg the yeszr. TFurthoruore, those who exported over
20% of their ssles receive licensens for the value ¢f rav miterigls consumed
lant year (regardlese of the licenses recelvad), and, in addicion, prefervad
scurces of financing. 2,

30. If we consider, for example, a monufacturer who oxported 20% of
his sales in the previous year, he would receive an additioral licensing of
20% of last vear’'s reguirements at the yvesr's outset under the imprest
import replenishment iicensing schesme. To encoursge expansion of expezis,

1/ REPs are licenses granted to vegistered exporters io replenich their
imported material input stocks after they have exported.

.gj "Supplementary” is usually veed to refer to iuport iicenses svailable
te sctual users in the select industrisa. Here, as is clear in the
following parsgraph, the mesning is different.

3/ Preferred sources of financing means the preferred foreign exchapnge
currenty will be made availzble to asuch exporters. :



.

the governmment has also granted a 10% supnlement to the replenistment 1i-
cense. 1/ This would add to the year-start licensed imports a further 2%
of last - vear's requirements. In sddition, for those whose domestiec value
added is over 50% of their seles price, a further 0% supplement to the
replemishment license is granted ~ in our example a further 2% of last
vear's requirements, totalling 1247 of the raw materials of last year.

As well as these licenses, an exporter may have {mport replenishment
licenses left over from last year, and every three or six months during

the current year he can apply for 1mport replenishment licenses againat
his new exports,

31. In addition to this more generous initisl allowance, exporters cam
import raw materisls snd components under an advanced license againset an
export obligation if they can show a bill of goods for the empert. Under
this scheme, the experter psys ne duty on the imporim, aand, although under
normal circumstances this duty should be covered anvway by duty drawdack,
the financing of the duty during the manufacturing cvcle is thus avoided.

3z, The system of bank guarantees has been liberalized fox all expovt-
ers of at least three yesrs stending se that they no longer need o subait

a guarantee to export against advanced or imprest licenses; s lagal unden-
toking is now suificient for advance iicenges, and no gpusrantes or oblipga-
tion I8 required at sll for impres¢ import replenishment licenmes; thowgh,
of course, the licenps would not be senewed wnlesz the firm concormed £id
SXPOXE .

23, The position with regard te imports of components and epare parte
of imported machinery haz alss jwproved. Sepsrete licenses are now avail-
gble for speres impoyts for ail ueszrs of imported machinery; formerly tnis
option was confined to Ypriority” {ndustries. The velue of these liccanses
i nmormally limited te 3% of the vaelue of the wmachiovery if it wae imported
before 1970 and 3% otherwise. The types of spares that may be imported have
veen liberalized inelucfrg 102 for sone-permizeiblie spares f.e. 8DAYe PaIris
which are menufactured in India. Indeed; the exporter can now utilize his
impors replenishment up te Re. 7.5 lskhe to import machinery, which progsus—
ably includes gpaves. Puwtherwore, select induptrics can use up o 57 of
these raw materials licenses for non-permissible items, includiung operaes.
The iist of capital geods which sy be imported without individual indigesous
angle clearance haz also besen enlerged. Altheugh these measures related Lo
imported cspitel eguipment are not part of export paiﬁcv az such, they are
pf covrse important for emarters

34. All in 811, poliecy changaes over the last year have done much to
increase the availability of raw materials required for export production.
Procedures have improved significantly too. Im general, license procescing
is far faater than im the psst, sud ap an example of this one mey note that

i/ This applies to chemicals, leather and epovts gooda, cottom textiles
and garments g well as engineering goods.
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fmport and imprest ldicense applicetioms can now be sent directly to the
Licensing Authority without sponsorship by any other government agency.

a5, Export Inmcentives: Cash Assistance and Duty Dyrawback. Duty draw-
back is a reimbursement to exporiers of slmost all import duty and central
exclse paid during production of goods for export. Cash assistance waa ori-
ginally an additional financial compensatiom for unidentified local taxes.
However other comsiderations play a2 part in deteymining the appropriste

rate of cash assistapce, imcluding the cost disadvantsge Indian manufac-
turers may face and the condition of the world market; these considerations
are summarized by the difference bhetween the f.o0.b. reslizstion and the var-

iable (short run) cost of production, to which cash assiatance spprosimates
for some gooda. :

36. These two types of fiscal s agsistance are paid to the manufacturer
after he has exported his goode. As a result, they require finsncing by the
exporter during the wmanufacture and delivery cycle and during the peried of
adninistrative processing. Until iwo years sgo, exanination of docwments
{shipping biils, invoices and bapk cervificates) to estabiieh claims for

cash agsistance and duty dravback could teke anywhere between 6 monthe and

a year, during which pericd the exporter went without paynernt. This recently
hHecame a problem, and the ueed o speed up tha payment procedures more acute,
when the govermment tightened cradit policy to fight inflation. Accordimgly,
the government has grestly speaded up sdministration of these two schemes.
How, on submission of o ciaim certified hy a chartered accountant to the
custome guthoricles, 557 of cesh sesistance and 100Z of duty drewbeck are
paid to the sxporter. Thue, the delay 48 roduced to only 2 or I weaks.
Subsequently, the exporter must subwit wore documentation fov ex-post
checking. The Govermment is considering whether or not e sdninizter these
tue achemes through the commercial basks, which would further simplify and
expedite thelr administration; these banks hsve recently bheen granted per-
missfon te help finsance ¢he duty drawvback through the manufacture and delivery
cycle, by granting an interest free sdvance squel to the drawback endunt.

37, Cash assistance rates have been changed from Cime fo time for &
mmber of exported epginserving goode. In some cases 1t hes been greatly ia-
cressed — such as railwey wagoms which now emjoy 33=1/3% cesh senistanes ~ 1/
and in others reduced; in geneval, cogineering goode which do receive tash
azsistance support receive betwsen 5% and 15Z. The Merket Development Pund,
which is meinly used to finance cash aszistance, recently recelved an addi-
tional .®s. 200 million (over a basic annual allceazfon of Rs. 500 wmilifown)
for additiens]l cesh essistence, sc thst we can expect 2 ghort-terin incresse
in average rates of cash asaistance, som2 of which way banefit the englinnar-
ing goods exporters.

1/ This percentage refers to dowestic valve added. In almost all other
cases, casgh assistance Is expreassed sz a percaentsge of f.o.b. prlce.
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38. Duty drawback rates are of course dependent upon the excisze and
import duties of particular materiasl imputs into each industrial induwstry. 1/
However, it has been veported that duty drawback often does not cover the
full cest of excise and duty. The commonest explanstions eve that dneuifi-
cient ailowance is made for waste so that the smount of taxed raw matevial
tequired o produce sz given export product is underestimated, and that. price

rises and consequence increases in ad valorem taxea are ot taken intdo ac~
count,

3g, Export Obligationas. Export obligations sre & significant policy
instrunent for promoting exports. The Indian government imposges them ot 2
wmber of stages including the licensing of capacity, of iomports, ond of
foreign collaborazione. Certain engincering induasctries sre under am obli-
gation o export 102 of their annusl production Zf. Every firm thet hss
been producing for over five vears end is not in the mmall scale gactoy
rmust meet this cbligation, vhich is saunctioned by the remevsl of 10% of
their allocation of imported rew materials in eubsequant vesrs.

a4ty Apert for this tyvpe of induvscry-wide obligation, individwal {iwms
way incur an obligation if they wish to expand. Poreipgn companios se broedly
gpeaking allowed to enier naw collsberations in Indis only If theve iv o tesh-
nical need for their parcicipation or if they ave prepaved %o comaeil thes-
salves te s high proportion of outpuz being axported (ususlly bebwaen &0 and
1002). 3/ The same type of obligations apply to s leszer extent to fowafen
tachnical collabovationz, large houses sné sther enterprises offected by the
MRIP Act who may be called upon to axport a cevtain proportcion {@y?ﬂcabiy

60%) of output from new plsnte, st the time the induvetrisl licenmse le

sranted. PFinally, fmporte of capltel squipment may zlse carry &2 eupewt
eblization which, ence agnin, 18 gpeciiigd ma @ percem»ag@ of sanval eutput
gnd is typlicelly between 4G gnd 60X,

61, The snderlying justification for these ehligevione are: eithar
there {s the wmorker esbroad and the capacity 2t hoe Lo export 2 perticular
preduct (industvy-wide type of obligszien); or, a £ivm iz incurring addi-
pionsl forelign axchange coet and should therefore undertake additiomal
foreign exchange sarnings (foreign colisboration or parcicipation and

1/ If gn individusl fimm 2zels for some reasom that chalr excise aud fraport
duty iz gbove the aversge for their indugtry, they may apply for e
geparate asgespment of duty drawbsel.

2/ These industries are bicycleos, some small and cutting teole, ctorage
batteries, some automobile ancillaries, most cteel pipes and gubas
and transmiszcion towers. A general 57 export obligacion ie impoesd
on certeln non-euginearing induzivies. mainly chemisnli-based industrics
such ga druge and pharmsceuticeis.

3/ In addition, forefgn equity participation is alucst alwaye limited
to 40%, and technical collaborasion rovaltles o 5% of dowsstic
value-added. Lump zum payvments for designs, etcetesre, are alsa
controlled; so thet there ave in general numercus comtfols on
foreign involvement of sny soxt.
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/

import of machinery}; or, an expansion would mot usually be peimﬁtted,
and only the premise of exports juetifies the exception (expansidn by
foreign or MRTP firms).

42, None of these reasons for export chligationa ie related directly te
efficiency. For example, cven if excess capacity does exist, it may be in-
efficient to export, if marginal domestic rescurce cost excesads net forsign
exchange earnings. A moere gerious problem which obligations can create 18
poor market reputation, since low quality as well as high quality firvus may
be affected; this is of course particulsrly true of industry-wide export
obligations. Though cutside the engineering industry, the exsmple ol the
textile industry in India is generally illuminsting, where it i3 quite
possible that periodic industry-wide expori nbligations have contributed

to the generally poor reputation of Todisn textiles sbroad.

43. - Nometheless, export obligations have been used effectively ip such
countries as Korea, and there may be some practical gsin to be veaped from

a modest level of obligation related to industrisl expansion. Wnen the
domestic market ie protected, and therefore ivevitsbly move profiteble. iU

ie ome way to ensure gome investment for export. Perhsps the most practical
criticiem which can be levied at the preseat pelicy position 18 thar the level
of obligation 15 teo high; insresd of being & tool foy channelling @ﬁ}uﬁ@xﬁﬁ
inte exports, it has became a disincentive o expand ot all.

b, Raw Materisl Policy Problemag. Metal imports are canalized through
two agencies, Hindusten Stael Limiged (HSL), which handles lrom avd stsal
imports {and also preduces stesl) snd the Wining and Minerals Trading Cor-
poration (MMIC), which fmports all othor meials. The Steel Authority of
India Limited (SAIL), which 8 2 wajor producer of steels fn India, is
respongible for csnalizing ail mtesl sxports from Indla. These threg publie
sector organizations are all supposed to be commercially viable undevtakings
and thelr pricing aad distribution peliciea do therefore reflect to some
extent comnercial g8 well as economic considerations.

45, The canalizing agencles were established partly o achieve sdvan~
tages from economies of scale in iaternational frade in metals. ¥Yer axemple,
it was Iintended {(hat the engineering indusiry should benefit fron MMIC heing
able to hold inventories of copper from which munufacturers could buy “eff
the shelf” with relatively little delay. Thus, factory inventories could
be held down. Unfortunately, the wide variery of specificsilone ladustry
requires hag made it difffcult for I0TC and HSL to perform chis function
efficiently, and in fact the opposite eirtvavion seems o be prevelent, where
manufacturers coimplain of large snd sporadic comsignments of magals in spe-
cifications which are not those desivred. International gstandavds are vst
wholely applicable because order smirar ave much smaller in Indiz than they
would he typically in industriaiized couniries, but at the some time there
i3 probebly voom for improvement in meeting specifications gnd in smooth
diotribution of sugineering industry row materiale. AL the woment; the cre-
éiy squeeze mekes fluctusting snd sometimes very loug inventoriss very ex—
pensive for an expovt manufacturer,
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46. MMIC has a poliicy of pricing metals in relation to the cost of
their own {nventory; with 3 or 4 months stocks of metals, this implies
domestic prices are usually below internatiomnel (c.i.f.) prices when inter-
"naticnal prices ere rising, but are likely ¢o be higher whep ipnternational
prices fall. Simce these price cycles are usually demend induced, downturns
in international pricee usuwally reflect weal demand and therefore an intensely
competitive situatien fn the user industries. Hence, Indian exporters are
under a cost disadvantage at precisely the time they can least afford it.
This price cycla for copper is reflected in Table 7, which shows Iinferms~
tional prices riging until mid 1974, when Indian prices were compatitive

and falling thereafter when Indi&n pricea have been as ouch aa 308 abeve
1nternationa1 prices.

47. Manufacturers producing engineering goods with a significant cop~
per content, who expert against sdvance contracte, zre able to aveld this
price cycle problem. MMIC will srrange to supply copper as needed to ful-
£111 an export contract at the price that prevailed at the time the con-
tract was signed or for those whose coatracets have cost escalation clawses
related to international prices, MMTC wiil buy forward to avold the price
change risk, While this provision should accommodate many experters, those
who cannot use contrscts, are unfortunately not protected.

48. Apaxt from veiatively high prices the {mpact of excise and import
duties on work-in-progress and inventory finmancing has been & handieap to
engineering goods exporters. DBoth types of duty are receverable through
duty drawback at the end of the production and selliing cycle, but, the
adéitional financing requirement durinmg the presemt credit pqueeze adds sub—
stantially to costs., For example, duties on copper in the second quarter of
1975 were about Rs 10,000 per metriec tom over & basic cest of Re 14,280 per
ton; with a production snd sales cycle of 12 to 15 monthe, thiz can add be~
tween Ks 1,000 and Rs 2,000 per tom 0f rav material to the cost of produc~
tion at the present rataes of I{nteresr on bank borvowing. Similerly, azcise
duty on E.C. grade sluminum was gbout Rs 5,300 per metric tou im July 1975,
over & basic price of about R® 6,600 per metric tom. Of course, lmport
duties on copper cam be avoided by importing under an advanced licence which
requires an advanced obligation to export om the manufecturer. but it is not
always possible to make such arrengements.

h9. ‘In Table §, internationsl and domestic prices for a variety of

raw meterials are compared. It is apparent that in most czses, domestic
menufacturers are at a significant disadvantage: pig iron, stesl structurales,
mild steel plates and boiler quality plates are important exceptions, though
it has been reported that the competitiveness of domestic prices for thase
items has been eroded im the last 6 to ¢ months., Alwminm is slse on impor-
tant raw material which appears to be available at intermationsl prices, but
the financing of excise probgbly makes the domestic product merginally less
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competitive. 1/ Copper, zinc, and lead appear to be the most uncompetitive
raw materials which suggests that heavy electrical engineering goods and
cables may be at a particular disadvantage at the moment.

50, Where the economic cost of the domestically supplied raw material
exceeds the international cost, as is perhaps the caae for lead and sluminum,
it may still be appropriate to adept pricing policies which move towards a
domestic price that equals international price. 2/ However, it should be
possible for Indie to maintain a relatively competitive price for iron and
steel. The appropriate pricing policy for imported metals, such as coapper,
may well be simply to follow the international price with 2 small msrkup to
reflect overheads, tranaport costs and invemtory costs, with the result that
MMTC and SAIL may have vears with windfall profits and othere of windfsil
losaes on their internatiomal trading; however, over the period of complete
international price cycles, their fimanclal performance shruld not be too
seriously affected.

51, Export Credit. Ziport credit plays a viital vole in eelling Imdian
engineering goods 2breoad. Three types of credit ave important: short-term
pre~- and post-shipment credits, both of which are intended to {insuce the
exporter’s working capital on concessionary terme; znd mediuvm-term deferrved
payment arrangements, which may be subdivided into supplier's and buyer's
credits. The ghort-term credits sre available for all engineering geods
exports, and the medium~term for capital zoods, turnkey projects and major
engineering goods and services exports. Recently, construction projects
have also hecome eligible for medivm-term cvedics.

52. Pre~ and pest-shipment credit iz availzble at a concessional
interest rate of 11,.3% p.a. Limits of betwsen 90 and 180 days apply to nost
pre-shipment credit snd 90 to 120 days for post-shipment. FPor additional
days of credit the commercisl banks may charge higher vates.

1/ In the past, the unreliable supply fo domesticslly produced sluminum
was the principal problem. Now, however, the freer availability of
power has contributed to s satiefactory supply position.

2/ Consgider the case¢ of alumirum: the economic cost of prodncing
aluminum ig simost certainly understated by the present pricing
policy, because electricity, & mejor input, ie widely sold to
aluminum plants at concessionsl vates. However, the "efficient”
economic pricing policy would be: {(a} to sell electricity &t 1its
loag run marginel cost to the aluminum plants; and (b} st leasgt for
exporters, to subsidize the consumpiion of domestically preduced
aluvminum, in order to avold penslizing the user for the high coat
of production of the supplier. The eseentizl point is that export-
ing industries should usually pay international prices for their
inputg.
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53. There has been almost no change in the level of pre- and post-
shipment credit available to exporters is the manufscturing sector in the
last year., 1In Junme 1975, about Rs 7 billion had been extended against
sbout Re 15 billion of manufactured goods exports. One reason for the
stagnant availability may be that the concessionary interest rate does

not present an incentive ¢o the commercial banks to extend export credit.
While the level of credit would sppear to be gbout adequate (sufficient to
finance a 6 months everage production snd delivery cyclej, some shortiall
in pre~shipment credit evailabllity hzs heen reported. '

54. The wmeturity of deferred payment arramgements is anywhere from 1
te 15 years, the average being somewhat less than 10 vyears; the average
grace period is between 12 and 15 months. The annpal inferest rate is
usually between 7.3% and 8%, and like the grace and waturity perieds, ie

. varied according to the gize of contract, the competition from slternative
suppliers and other such factors. When a commergisl hank extends the
deferred payment arrvsngement, the bank may rediscount the bills with the
IDBI with a t.5% spread {{.e. a2t 6% to 6.5%).

55. Advance down payments by the foreignm buyer are axpected to cover
the foreign exchange reguirzements of the imported components and row nate-
risls needed for execution of the export order. When only domestic resouvrces
are lpvolved, the sdvance down payment is ususlly at least 10% of the
contract value, gnd ghipment payment smother 108 to 15%.

56, Except for the negligible percentage of deferved paynent srrange—
nents financed by commercial banke with an interest® rate pubsidy, the IDBI
ig involved in all mediun-term eumport financing in India, either by direct
participation of through its rediscounting scheme. Table %{A) shows the
distribution of deferred payment arrangements. Textile machinery is the
gingle most important recipient cetegory of @xyort goode, followed by rail~
way wagons, transmission equipmant &nd steel bare/ralls and railwey equip-
ment. The value of all finance sanctioned by IDBI up to June 1975 comsti-
tuted about 60% of the value of all export goods benefiting from deferved
payment arrangements; the remaining 407 is {n the main accounted for by
advance apd ghipment payments by foreign buyers. Table 9(B)} indicates the
extent of credit in 1974/75 for deferred payment for Indian exporters as
being in the region of Re. 300 milliion. -This constitules somewvhat leue
than/302 of the value of Rs. 1.9 billien of all caplesl goods axports im
1974/75

57. Indien credit tevms ave by and large quite competitive with com~
mercial credit from other countries, but Indian engineering gooda exporters
are novw in markets where fndustrialized countries sometimes use aid finance
to gell their goecds. & second seyious price competition problem iz the
"political pricing” of exporte from Eastern Bloc countries. A difficult
judgment, which is a marter for macre-ecomomic policy, fnvelving a trade-off
between stimulating exports and realizing forelgn exchange sarnings hes to
be made. Borrowing foreign exchenge against deferred payment paper im
European commerciel banke or selling paper on the Euro-dollar mszket (bath
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of which are examined perfodically by the IDRI) are important methods of
realizing foreign exchange earnings quickly, but neither is coetless.

38, The Impact of Export Policies. There ave many veasons for firms

to export that are not directly related te profits: for relatively large,
dominant or foreign concerns this may be the only way to expand; and status
and merket reputation at home are enhanced by being known as an exporting
firm, Furthermore, the impact on profits mav be indirect or hard to measure,
¥or example, preferved access to imported raw materials may permit an exporting
firm to keep lowar inventories or meintain higher quality standarde thas hie
competitors in the domestic market which {n turn could lead to higher profits.
On the other hand, the effect of cash agaistance, duty drawback and the premia
on import replenishment licenses are hard to quantify because the rates of
these incentives did not vary so widely from camma&ity to commodity and time
to time.

59. From the policy-making viewpoint, it would be desirable to kmow
which exports vield the greatest economic benefit, and which raceive the
greatest encouragement undeyr s glven gystem of jsmcenrives. One comcept
wvhich is ugeful towards this end 13 the domeatic resource cost (DRC) which
neagures the economic cost per vait of net foreign exchange sarmed by ex-
porting a given product. 1/ The degree of protection or subsidy sfforded

a production process can be estimsted by the difference between the domentic
end international valwe added, thet is the effective rete of protection (ERP)
or effective export subaidy (EES) 2/. Thus, the DRC identifies products
which are candidates for export promotion and the EES reveale has policies
presently affecting exporters. However, & high BES will not necessarily
induce export growth where thevre {2 aleo & high ERF. Exports must be rela-
tively preficable for sntrepreneurs to proefer expansion in export markete,

60. A number of vecent studfies have nade estimates of DRC, TES and.
ERP for selected Indisn manufsctures. Table 10 provides data on DRCs znd
ERPs from recent projects financed hy ICICI. There s & striking epresd in
DRC estimates frem Re. 5.4 per doilar (for semmiess tubes} vo Re. 1C.6 per
doliar (for cold formed springs). Other studfies have made the szme broad
obsaervation - that DRC vaeries greatly among exported products - and slso
suggested thet there is only & very poor correlation between DRC and the

1/ DRC estimates can be besed on costs of domestic resources valued st
marketr prices (which yleld the most crude estimatesz), st world prices
for tredesbie domestically produced inputs which yields an "adjvsted”
estimate) or with 21l imputs shadow priced (including capitel and
lsbor}. The DRC for import substitution will genersily de lower
than for experts, because of tremaport costs.

2/ Two methoda of meaguri ing ERP and EES sxz widely recognized: 3Ihe
Corden nethod which includes non-traded inpute in value-added and
the Balasea method which does neot. Esgentially, the former reflects
the protection to all the domestic manufacturing processes imvelvad
in preducing a product while tha Belessa method messuUres the protec—~
tion to the final manufacturing process.
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level of subsidy incentive. 1/ This absence of economic ratiomale can be
largely written down to the complexity of the incentive and control ayetem,
and the ad hoc mapner in which it has developed im the past. These obeerva-
tions suggest fivrstly that it maey be worth considering eimplifying policies,
go that it is possible to underatand and predict theilr economic effect more
clearly, and secondly there is a nced from the national viewpoint to select

exports carefully: out-and-ocut enport maximization may be an uvanecsesarily
expencive policy to follow.

Prospects

61. The Medium-Term Prospects. The prospacta for significant expan-
sion of engineeriug goods exports by 1978/79 seem 2o be relatively good.

The EEPC target is an increage of Rs 2 billion over 1975/76, to R 6 bil-
lion by 1978/79, which especially in the light of the short-run difficulties,
may be too high, but a figure of between Re 5 and Re 5.5 billien {(in comstant
1975/76 prices) ghould be attainsble.

Engineering Goods Fuxports - Targete and Projectione
- €1974/75-1978/79)
(Bo milidon)

Yeax Engineering Exports
Actual (1974/75 Re) 1974/75 3491
EEPC Targets (1975/76 Rg) - 1975/ 76 3975
' 1976/77 4300
1977/78 5030
. . i978/79 6000
IDA Estimate (1975/76 Rs) 1278/79 ' 5100
Scurces: Tables 1 and 13.
62. The EEPC estimates of growth of enmgineering goods exporte are

based on the sulmissions of principal exporting firms, which are reviewsd
in the light of market and policy proepects, ard then aggregsted. There

1/ Por example, Charles P. Staelin: "The Cost and Composition of Indian
Exports." Discussion Paper for the Center for Research on Econemic
Development, University of Michigan.
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is a tendency for the EEPL figures to be high as preiections because Chey
are targets and as such they represent the best that engineering axporters
hope to achieve, 1/

Engineering Goods Exports - Proiecticns for 1978/79
{&s billions - 1975/76 Re)

1974/ 75 1978/79 Chenge between Percentage

1974775 and 1978/79 Discribution
of Chenge

{actual) (projected)

Capictal goods 1.12 1.69 0.55 36%
Primarily steel
and pig-iven

baked ftems 0.96 §.20 0.24 15%
Non-ferrous _
products 0.12 0.23 ¢.1 /4
Consumer .
durablas 1,30 1.58 0.68 &35
Tetsl 3.49 5.0 ' 1.60 1008

Source: Table 13, IDA Estimstes.

63.

The expected growth in engineering goods exports 1 concentrated

in the capital gnoda and conswmer dursbles categories 2/, Within the capital
goods categery, exports of industrial plsnt snd wachinery ara expacted to con—
tinue to grow (by Re 0.14 billien batween I974/75 and 1978/79): cosatal vessel
ships, which is & new and potentially very dynamic ftem, are expected to ip-
creanse from enly Rs 20 wmillion to Ra 200 million: snd machine tools exporcs

1Y

2/

A sacond reason, is that these targets mey exbody on allowsnes for
inflationary incresses in unit prlces. Becsuse Lt £5 virtuslly impos-
sible to predict inflationery charges ss distime: from chauges in prices’
caused by epecification/design changes, it i3 normel to presemt and
intexpret projections of such goode as englineering goods ip “constent"
price perms, that is, with mo 2ccount tskem of inflazion. Moreover,
when comsidering the consribution te ghe balauce of payeents procpocts,
import prejecticns are usually foermulaced im constant Cerme smd the
overall picture would be misleediogly optimistfic Lf export projaections
only are scaled upwards for inflation. However, s major difficuity in
the short run (7 or 2 vears zhesd) is that concracts on which tazgets
sre bound to be bazed ave oftem in current price®. The practical pro-
blems of converting to constant prices im & gemerally 2ccepteble way
ere congiderasbla. For the make of ciarity of discussion, it is sosuwed
here that the EEPC projections axe iu constast prices, at the risk

of overstating the differencs@ hetweon theiz graﬁ@e&i@n& an& SUES .

See paregraph 5 f@r a similar discua&i@n of pagt trends.
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could well grow significantly by Rs 50 milllon over these four years, Among
consumer durables: autcmobile parts, bicycle and bicycle parts, and digsel
engines, pumps and compressors 2ll promise continued growth (by Re 130,

Rs 100 and Rs 70 million tespectively between 1974/75 and 1978/79); elec—
tronics alse are expectsd o be important, at least in terms of gross for-
eign exchange eavnings, with & projected imcresse of Rs 200 millipn. MnoGk

of which 1s attributable to the expected impact of the Santa Cruz Export
Procesasing Zome; and, fipally'it is enticipated that handtaol@ ezports will
increase by Rg 6 crores over the period.

64. If the target of Rs 4 billion of engineering goods exports is
realized in 1975/76, and thers is very little real growth im 1976/77, growth
in exporte in the followimg two vears will have t¢ be fairly rapid at shout
12% per year to achieve the projected figure of Bs 5.10 billion ia 1978/79.
The growth of nearly 207 per sunum for two consecutive years between 1972/73
and 1974/75 suggests that this should be poasible.

63, The long Term Prospects. Indiz should have a compavetive advantage
in a8 number of engioeering goods. In the nesrby South and Southeast Asian
and East African wmarkete, Indiza's substantisl axisting industrizl bssc com~
stitutes a definite advantage in the preduction of most sngineering goode;

in industries which pollute or imevitebly have poor workimg conditioms, such
as foundrice or forgings, India has & comparative advantage over many devel-
oped countvies; and of course, the lov cost of Indisn iabor should wake labor-
intensive products highly cempetitive.

66. India’s resource endcwment of basic raw materisle is sufficient to
support & sustained expension of engingering goods exporis. Coking ceal,

irvon ore and bHauxite, which are needad for irowm, steel and slwmimm progue-~
tion, are all present in gufficient quamticies to cnsure that their cost

will be comparatively low., It is move difficult o argue that energy aveil-
ability will be 3 source of comparetive advantage. Power ghortsges e likely
to be prevalant for some time to come, and will enly dieappecr after g con-
giderable commitment of scarce capitsl to power sector development.

67. While zome enginecring goods ave realatively labor-intensive, the
mejority are not. However, labor—imtensity {s sn aspect of enginsering
goods exports to be approached with caution. High qualley and high lebor-
intensity do not alwsys go together, The fact that Iadis has relatively
cheap skllled labor mesns that aome comparative advantage remains oven
within the quality conetyvaint, but it may be necessary %0 use mophisti-

cated, possibly imported, capital ecuipment to complement the mkilled
labor input.

68. Engineering goods export growth will depend to s coneidergble
extent on govermment policy. Becsuse engineering goods exports comstitute
such a small fraction of production im Indis, it iz uniikely that resource
constraints will be a determining factor se much a8 export profitabilicy.
Private sector enterprisas will omly expand thefr export sales voluntarily
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if they are profitable. In any cage, the bulk of engineering goods sales
are almost certain to remain in the domestic market for the foreseeable
future, For example, if engineering exporis were fo grow on average in real
terms by 1572 per annum from theliyr 1970 base until 1985, while engineering
industry gross output were only to increase by 5% per annum, exports weuld
grow from 47 ef total eutput to enly 15% by 1985,

69. The share of Indian enginesering goods exports in world trade

is so amall that demand is unlikely te be a constraint as leng as Indian
goods are competitive in quality ard price. Within an appropriste policy
environment, it should be possible for enginsering goods expgorts from Indis
to continue to contribute significantly to the growth of foreign exchange
svailability,
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AMHNEX
Puge 1

THE SONDHI COMMITTEE RECOMMENDATIONS

The Sondhi Committee made recommendations esrly in 1975 to the
Cabinet on policy for promoting engineering exports. Most of the recom-
mendations were formally accepted and decisions were made as follows: 1/

(1) Automatic approval for production carmarked for exports
beyond the suthorized capacity.

(11) Improved arrengements for supply for imputs for exports
production. Within the rvesocurces available, the exportsrs
will be provided with all the inputs needed, including

raw materisls, powver aud export finance on a priovity
baﬁ is » . ' : )

(111} The procedures for allecation of steel have been simplified,
gnd the Iron end Steel Contreller will have the sole
responsibilicy to make sllocetions after the exvorters’
obligatione are spongsred by the Engineering BExport
Promotion Council. '

{1¥) In cases wheve the prices of steel are revised upward by
1¢ percent or mere, the contrzcts entered inte by the
exporters will boe protected against revised prices, pro-
vided the coniracts do wot contain escslation clauvsce &0
cover the price incresse adequately.

(v} In respact of export of capitel goode and turnkey projects
the rate of cash sssistance obtaining & the time of con-
cluding the comtrae? will ke protected till the completion
of the contract, as against the existing limit of 2 years
for turnkey projacts and 18 wmanths for capitel goods,

For other engineering goods puch protection will be made
availzble for a maximas peried of three years ageimat the
existing limit of ome veasx.

This pretection will be applicable in cases where the price
is not negoetiable.

1/ With the exception of recommendation (vi), which is appsrently at{ll
under discuszion, 21l the othere are now implemented.



(vi)

(vii)

(viit)

(1x)

(x)

(xi)

{xil)

ANNEX
Page 2

For determining césh gegistance, while the existing basis
of marginel cesting will continue, 25 percent of the rates of
such cash sssistance will be added towerds the fizxed cost

‘of proeduction.

Import duty on raw materials imported against advance
licenses will not be charged if such imports are approved
by the Advance License Committee,

Export obligations in future will te imposed only by ena
authority, nemely, the Licensing Coumittee.

The procedures regarding approval on deferred payment
proposals have been simplified. The IDBI hag been made
the focal point for the receipt and proceesing of all
export proposals for deferred paywent, instesd of eppli~
cations being processed asz at presant at three sy four
points, nemely by the RBX, the BCGC, the IDBI and Govern-
ment . o

In cases where IDBI fimancing 13 aot required the exporters
can enter into firm commitments with foreign buyere without
the prior appreval of the RBI send the ECGC, providad the
deferred payment contracts ave of a value not exceeding
Rs. 50 lakhs snd the deferment period 45 up to five vesare.

A High Powered Standing Committee on Fxport Finance has

- been get up under the Chairmanship of the Deputy Governor

of Reserve Bank ef India to deal with genersl problems
faced by the exporiaers with regard o export finasces.

Decisions have been taken for liberalization of facilities
for grant of foreign exchange for travel abread ia connec—~
tion with export contrscts, making available pre-shivment
credit at & concepsional rate of interest up to 180 dayz

, for specified nedium and heevy enginearing goods and ar-

rangemente for collestion of specialized data and informe-
tion and the taking up of preliminary studies by consuvltauta,



Capital CGoods
(Percentage increase
over previous year)

Primarily Steel-Based
and Pig Iron Items

(Percentage increass
over previous year)

Non-Ferrous Products
(Percentage increase
over previous year)

Consumar Durables
{Parcentage increase
over previous year)

Total
(Percentage increase
over previous year)

/72 12/73 13/74

/75

------ Actuals--~--~ Provisional
505 Shyy 640 1116
(7.7 O07.7) ( 7h.3)
239 281 - U587 958.
(17.6) (62.6) (109.7)
45 53 1B | V- R
: (17.8) (T0.7)  (27.L)
W6l 532 w6 1301
(14.6) (40.2)  (7h.k)
1253 LIt 1935 3uot
{79.7)

(1k.3) (37.1)

Source: EEPC, 1975

TABLE !

Growth bet %age Dis- %age Dis-
ween 74/75 tribution tribution

(13.7) -( 8.3} (12.3) (19.3)

715/76 16/77 T1/78 18/79 and 78/79 197L/75 1978/79
S Projections-mmemmmn, 9] (%) (%)
1hkSS 1550 1880 2300 106 32 33

(30'13) ( 635) (19014) (21143)
870 960 - 1150 1270 33 27 21
(-8.5) (10.3) (19.8) (10.L)
125 140 180 236 98 3 L
( 7.8) (12.0) (28.9) (27.8)
1520 1600 1820 220 69 37 37
{16.8) ( 5.3) (13.8) (20.9)
3975 L300 5030 6000 72 100 100
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First 10 firms
First 50 firms
first 100 firms
First 150 firms

Total Exports

TABLE 3
Export Performance of First 150'Exportérs

of BEnginearing Goo
Tﬁﬁ’milli6§35'"5¥L"""'“""

et B - s B 1973/ Th=em——=
Value Percentage Value Percentage
398 28.2 166 2.1
683 k3. 13 - Li.2
880 6. 1219 63.1
965 69.8 ' 1379 71.3
IR 1838

-

Source: EEPC, 1975

Cme—
i p———

------ 1970/75~-
Value Percent

912 26.°
1831 52,1
2303 68.¢
2651 73
3491



TAHELE

Geographic Distribution of Indian Engineering CGoods

Exports for 1 and 1974779
: Bs miliions).

Contributi

197/ 19IWT5  _to Grows
=

South Bast Asia 5793 8810 19.4

Middle East | 14767, 11365 2.l
Africa | 2708 4800 13.h
Bast Burope 2186 2675 3.8
West Burope | | - 218, 3425 8.2
Rorth and Central America 1123 2420 8.3
South America 95 155 ol
West Indies 34 | - 60 0.2
Oceanic Island - . 129 275 0.9
Australasia. ' 358 925 3.6
19347 3910 100.0

AT — o p—— ATy g
- P oy ORI

Soﬁrée: EEPC, 1975



TABLE

The Ineidance of Jcean Freight from India

____n_r_..__._.._.____u_._ﬁ.

Percentage at f.o.b. Frice)

Product

Bicycle and Paris
Bolts and Futs

Steel Folding Furniture

Electric Fans

Steel Forgings

ree:

C. I. Cantings

Steel Wire Nails

C. I. Pipes and Fittings
Steol Pipes and Fittings

Steel Wire Ropes

Machine Tools

Manhole Covers

EEPC, 1975

Destination

L

k1.0
170

140.0

25.0

37.0

31.5
4.3
28.3
14.2
18.7
28.0

30.2

UK

30.0
9.0

-

19.0

27.0

9.8
20.0

9.4
10.3
13.4
29.4

RWATT

20.0

8.5
25.0
12.0

11.0

27.0

13.0
1.0

2h.0



TABLE &

Comparative Freight Ratas
o (08%)

Deatination

Product Origin - U, S, Bast Coast 1.5, West Coast
' per  (Percentage)  (US$ per  (Percentar
motric ton) ' matric ton)
. ) . . 1/ ' . . -
Diesel Engine India 138.07 212 Nl -
West Eurcpe 63.0 100 " ReBe -
(Difference in. 75.0 112 - -
' mﬁea) Pmpm= s EETEe . ‘ Emmn
Mild Steel Pipes  India 7140 19 62,0 136
West Burope 37.25 100 L5.5 100
{Difference in 33.75 9 18.5 36
) mt@g) mERzE o BREx new

1/ Includes 7.5% Sues Cenal surcharge snd bunking surchargs of US$20.1x.
Source: EEPC, 1975, "



TABLE 7

Donrgstic and International Pricesd of Copper (1973-7
Pounds Sterling per Metric Ton

| Integ;z; : 1 D;?izeﬂg/
1973  -October-December | 921 ‘ 817
197  -January-March 102 950
“A pril-June 1161 1106
July-September 731 1106
-Ogtober-Decanber 587 9T
1975 ~Jdamary-March 832 ’ Bo2
-April-June Skt 752
~July-Sept amber 581 752

1/ LME averags ex~warshouse price.

2/ MMIC c.i.f. import price; domestic users would usually pay substantially
more initially, but the difference which is mostly the :Lqmz-t duty, is
mainly recoversble through duty drawback.

Sourcas MMTC,



PABLE 8

Domestic and Intermational Prices of Selacte
(R3 per metric ton

Baw Materials (1975)

e Dasestic Price?/

Pig Iretd | ‘ 866 7,6-888
Stee1d/

.S, billets 168 1556

-M.5. rounds | 1310 1726

=Structurals 137-1529 13511422 \

-M.S. plates | 1529 1497

-Boiler quality plates 3058t/ 97
Coppers’ | 10883 14,280
zine & o 6588 7900
tesa Y | o 75
Alumizun Y/ | 6700 6582

RN N

Rat 808 -Um"; RE,- 1803 = i‘o

Price faced by Indian exporter.

July 1975; SAIL f.c.b. export or HSL c.i.f. import prices are taken

to be intemmational price; JPC base price is taken as dumestic price.
Average of July prices b at ECSC, Bruesels, Japan and U.K. mapksts.
(Sourcet HSL).

April-June 1975; intermational price is IME average ex-warehouse and
domestic price is MMIC c.i.f. price; the actual selling prices for
actual wsers was Rs. 26,000 and under import replenishmemt licsnces

was Rs. 2,000 per metric ton; the bulk of the differencs (ebout

Rs. 10,000 per ton) iz import duties which should be recoversble by

duty drewback. : '

April-June 1975; the internatiomal price ie IME averege ex-warehouse; '
Rs. 7,900 is the price paid under an aciual user licence; with an

import replenishment iicanse this falls to Rez. 6,450 per metric tonj

high grade zinc prices for actual users snd import replenishment licences
-are Bs. 13,740 and Ra. 12,500 per metric ton respectively. .
July-September 1975 for domestic price; October 18, 1975 price froa IME
for intemsaiional price. .

EC grade alusdnum prices in July 1975. The international price is ths V.S.
price of 38/3% ¢ per 1b.; the domesiic price is the levy price to which must

be added excise duty of about Rs. 5,300 per metric ton to give the price

peld by domestlic users, but thies daty showld be recoversble duty

drawback for exporters. Commercial de sluminum is now Rs. 8, per
metric ton plus duties, since July 1575. :

Source: EEPC, MMIC



TABLE 9

~ Bxport Credit

Deferred Payment Arran nts Sanctioned and Financed or Refinaneed

by IDBI during 1974/7

(Rg millions) £

fextile Machinery 6l 22
Congtruction/Turnkey Project. 11k 38
Transport Equlpmant - 113 - 38
Other ) -2

. 297 100

Deferred ment Arrangemsnts Sanctioned by IDBI up to the End of
June 197J ‘

Corpodity : (Rs millions) {%)
Transmission Equipment 177 12
Textile Machinery 303 20
Stesl rails/vars/railwey equipmant T 12
Rallway wagons | 248 17
Diesel engines . Lo 3
Sugar mill machines 86 6
Automobiles and spares 115 8
Boiléws L5 _ 3
Bigycles and parts , 17 1
Others . 282 19
: Total TLEL To0  (61%)
Value of all exports financed :

by IDBI and Banks 240 (100%)

1/ Buyer's and supplierfs credit.
2/ Direct loans, refinance of medium-term export credits,
overseas buysrs credits and foreign lineg of credit.



. TABLE 10
Domastic Resource Coat _for Selected Major Enginesring Industries.

(s per

i

Electrical Equipment h.3 3 1.6 1 16.5 2 |
Metal Products 9.5 1 1.8 2 - 17.5 3
Traneport Eqﬁipmmt 1May 2 h.2 3 12.1 1

Sources: Colums 1 and 3¢ T.N. Srisivessn YForeign deo Regins
‘ and Ecanomic Development in Ind:!.a:“ Discussion Papes
¥o. 105, October 157h. Indian Statistical Institutae;

Columm 2: R. Benerii, "Exporta of Mamufacturass £
 India," 1975, Jia o ’ o



.~ of variatim :

Mnths 197015 1905/16  over 197L/T5
April 1350 318,0 + 135%
May 10 290 o+ 738
June 13065 | 265.0 + 103%
July 27347 32l +  18%
August 209 .8 1220,0 o+ B8
September 171 .9 217,85 + 2718
October 31040 2545 - 18%
Novamber 310.1

December - 322 .5

Jamary 385 .0

February 31040

: March . &6%/

Total .

- (Apr. - Oct.) 137h.9 1848 .0 + 3%
Total

(&pr. - Mar.) 3451.1

Sourcs: EEPC, 1976

1/ EFPC data is compiled on the basis of data from major ports only; DGCIS

~ glve an export figure for April to October 1975 of Rs., 215,93 crores,
which includes exports via land, sir, and minor shipping ports.

2/ Includes correction for exporte vie minor ports, land and air.



197l and 1975

- Orders Outetanding '1
Bew Oxders Ixecuted Orxiars (at staxt of go;ig):‘

197y
April ROg. 135.0 311.18
May Dag. hk.0 ‘
June BET e 130.5
J'I.ll}' g : 2 ao 2?3 -7
August 209.8
September 112.5 171.9
October 216.0 310.0
Novamber 52.5 310.1
Docmﬁ' _15_29‘ 232 OE
Total 656.0 2007.5
(Total, .
Aprid~ - (585.5) {137h.9)
October)
975
Apm 55 «0 31800 30801 0
May 120.0 249.0 | :
Juns 1 92 e;s 265 «0
ly 160.0 3250
Augost L03.0 2040
Ssptexber 323.0 217.5
Oc_i‘.ob@r 281& 0 2% * 5
Kovenber 210.0 BeRo
Decamber 27 .0 13 ea‘e
Total 198h .5 . Rells
(Total, \
April~ (1537.5) (18L8.8)
October)

n.a. = not availabile.

1/ The notsonlem cutetanding position i1s available anly for Apxﬂ 1, 197k
and 1975,

Source: EFPC, 1976.
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{4} Tood Processing
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Forgings
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1.
1,
3.
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iz, ®itligne)

1878114

Aetual

.6

{38.4)
(30,8}
1,0
{iz.9
(56.5%)

50,3
112.%
(2.4)
07,09
(1.%)
(1.9
115.0
5.y
9.0
6.4
g
L

e

P EETY:
BERYR@OCRD

EE

E

1974175
hctual

3

.3
9.2

{
(TN
.
52,7
135.0
1.0
=N
.y
1238
p 1.7

DOPE.2

1975/

| £a51

Setio

TWor7ii ney  TIATA/TS ()] lE;r;?:s

(150, 0}

130.9
180.9
t 50.0}
{ 10.0)
(118.8)
0.0
ne,0
100.¢
170
100,08
pLECA

58

Eepgszss
Podooadood

wEke

“?M“

s

03,0
rio. 0
( B0.0}

{ 0.0
e,
56.0
2.0
300.9
B

9.0

1028/79

s
Ertience

bl

130.0
2%0.0
{ 82,0}
{ 1.0
* (l3g.0%
50,0
15,0
0.0
08,0
120,0
1680,0

400,10
43,0

110,0

359.0
326.0
( B0, 0y
{2A0.0)
090

biN

w8
0.0
0.0
79.0
0.6
3.0
100.0

1290.8
i N

Ho2.¢

ivre/r
we'

El

$520.0







