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CHAPTER 1

INTRODUCTORY

1.1. Background and Motivation

The analysis of foreign trade policies (or trade policies, in brief,
throughoutj as it is related to trade liberalisation has received a significant
attention in the recent literature on international trade. Broadly speaking,
the term trade policy refers to all policies which have an apparent bearing,
either directly or indirectly, on the export performance and/or import

behaviour of goods and services in the country.

In general, a trade policy may be a free trade policy or a non-free trade
policy. A free trade policy may refer to a situation of absence of barriers
(tarfl and non-tariff ) for the free and perfect movement of goods and
services and the mobility of the factors of production. On the other hand, a
non-free trade policy may refer to a protectionist trade policy wherein, for
instance, domestic industries are protected from foreign competition
through (a) subsidies to enable them to compete with cheap foreign goods,
and (b) import restrictions by imposing tariffs in the form of advalorem and

specific or by way of non-tariff barmers like quotas.

On the other hand, trade policy may be characterised as inward or
outward oriented. An inward oriented- trade policy implies bias against
exports, and emphasises on import substitution strategy and protection to
domestic industry. On the other hand, an outward oriented strategy
provides incentives, which are neutral between production for domestic

markets and exports. Thus, outward oriented strategy is neither a



discrimination against exports or imports nor biased against import
substitution strategy. Since international trade is encouraged, this approach
1s often referred to as an export promotion strategy. Specificaily, the
outward-oriented trade strategy measures involve substantial liberalization
in terms of de-controlling foreign exchange transactions, reduce export
controls and state trading, remove import quotas, import licensing and
other quantitative restrictions. These measures are aimed at (a) reducing
the bias against exports as opposed to domestic sales and distortions in the
allocation of resources, (b) increasing competition, (¢) promoting a closer
alignment of domestic prices of tradable goods with international prices, and
(d) increasing participation in the international division of labour through
export expansion and diversification. However, as UNCTAD (1993)
emphasised that “the expansion of exports was expected to give a new
impulse to economic activities, raise foreign exchange proceeds to service
debt and mitigate the often severe constraints on import capacities, to
expand investment at a more rapid rate and thus accelerate their economic

development” (p.324).

Trade liberalisation comprises reduction or removal of restrictive
measures that directly or indirectly affect trade activities, such as, monetary
and fiscal policies, industrial policies, import tariff and export subsidy
policies and quantitative controls of various kinds etc. In recent years, trade
liberalisation is the core of a more comprehensive set of structural
adjustment measures which have often been adopted in response to the
conditional finance available from multi-lateral institutions the World Bank
and the IMF. They have mainly involved in the removal of import quotas and
other quantitative restrictions or their conversion into tariffs; subsequent
reduction of the level and the dispersion of import tariff rates and/or
reduction of import taxes. Thus, trade liberalisation is an important step

towards the outward oriented trade policy.



In the late 1970’s and early 1980’s, developing countries were hit by a
series of severe external shocks - rapidly changing oil prices, rising interest
rates, and worsening terms of trade as the international prices of primary
commodities began to fall. In many countries the initial response to the
adverse balance of payments position was to tighten import restrictions,
where as several other countries undertook either voluntarily, or at the
behest of the World Bank, trade policy reforms aimed at making their
economies open and their production more competitive, In general, the most
important features of trade reforms include the following. First, a move from
quantitative restrictions to tariffs, as it would link domestic prices to foreign
prices, Second, a reduction in average tariff rates and their dispersion
across sectors; Third, a direct promotion of exports (e.g. by reduction in
export taxes) to offset the bias arising out of import tariff. Fourth, a
reduction in burdensome bureaucratic procedures, such as rules,
regulations, procedures, controls, red-tapism etc, and thereby increase
transparency. Fifth, a more competitive environment for promotion of
efficiency by improving resource allocation and achieving competitive
production structure and thereby both growth and employment. Thus, trade

liberalisation constitutes the centrepiece of trade policy reforms.

Thus the World Development Report (1988) argued “Trade Reform
means policies that reduce protection. An open trading system is a powerful
force for sustained growth and industrial expansion. With trade, enterprises
are bound by narrow domestic markets, but can expand to sell their goods
and services in the international market. The economic efficiency gains from

trade liberalisation in industrial countries are essential if output is to grow
rapidly”. (pg. 34)

In the Indian context, the liberalisation of foreign trade policy that
started in the early 1980’s continued through the late 1980’s as well.

However, in the recent past, trade policy reforms were initiated along with



the on-going national economic reforms since July 1991 with greater
emphasis. These reforms have two components. First, stabilisation part
which aims, in the short-run, at reducing the level of aggregate demand bv:
{a) reducing current account deficit (e.g. as a percentage of GDP) which is
called the external stabilization programme, and (b) reducing the domestic
rate of inflation which is called the internal stabilisation programme.
Second, the structural adjustment part which aims, in medium/long
term, at increasing the level of supply/rate of growth of output by:
(a) shifting resources from import production activities to export promotion
activities, (b) increasing the degree of openness of the economy, (c) shifting
resources from government sector to private sector activities, (d) changing
the structure of incentives and institutions such that reliance on market is

increased or the role of the state is reduced.

It should be emphasised that one of the main reasons for the
initiation of Reforms was on account of the crisis in the external sector. For
instance, the current account deficit that rose from an average of 1.3 per
cent of GDP during 1980-85 to 2.2 per cent during 1985-90 increased to 3.2
per cent in 1990-91. The foreign exchange reserves in 1991 had reached an
all time low of US $ 2236 million which was just enough to pay for three
weeks of imports. It was at this critical economic situation that the
Government initiated trade policy reforms with a view, among others, to
improve balance of payments position. Thus trade policy reforms have been
the core of the Reforms.

The trade reforms include export policy which comprises measures for
export promotion and liberalisation and import policy which comprises of
measures for import regulation and liberalisation. In fact, from time to time,
various measures for regulation of imports, and promotion and
liberalisation of exports have been announced through the Export-import

(EXIM} policy. The main objective of the export and import policy measures



has been to integrate the Indian economy into the global economy, balance
domestic demand and supply with the help of trade and allow the full
exploitation of the country's dynamic comparative advantage (i.e. changes in
a country's relative production efficiency and, hence, trade performance over
a period of time rather than at a point of time, eliminate licensing and
discretionary controls; provide reasonable protection to Indian industry;
promote productivity, modernisation and competitiveness of Indian
industry; and simplify and streamline the procedures governing exports and

imports.

Over the years, the working of these various trade policy reform
measures have given rise to several policy issues and questions. For
instance, what is the impact of trade reform measures on the volume,
growth, composition, and direction/sources of exports and imports? What is
the nature and magnitude of changes in exports and/imports during the
years of trade reform? What are the basic trade policy instruments and their
essential elements in influencing trade policy variables, namely, exports and
imports? How do we define and quantify the impact of changes in exports
and imports from the viewpoint of domestic welfare? Can we define domestic
welfare only in terms of national income, or only from the viewpoint of
production, in the context of assessing the impact of trade reform
measures? Which of the trade policy instruments is most effective in
maximising domestic welfare in India? What are the different phases of
trade regimes that India has gone through and currently it is in which
phase? Does outward orientation imply positive welfare? What lessons India
may draw from the experience of other countries that have a record of
successful trade policy reforms? What are the relationships between India’s
domestic trade policy reforms and changes in global trade policy

experiences, say under WTO, the World Bank and globalisation

phenomenon?



To find a plausible answer to the above questions is professionally
interesting as well as policy relevant. In the ultimate analysis, the policy
relevance of the answers lies in providing the trade policy reforms with both
welfare foundations and justification. To derive this policy implication is the

basic motivation for the study.

1.2. Review of Literature

In what follows, a detailed review of literature is presented with a view
to understanding how the questions raised above have been theoretically
and empirically analysed in the literature, both in the context of India and

elsewhere in the world.

For analytical purposes, the review of literature is broadly divided into
international and Indian studies. Under these studies, major theoretical,
empirical (econometric and statisticall] and descriptive approaches to
analysing trade policy reform and its impact are covered. The purpose of this
review of literature is to identify researchable issues, or research gaps, to be

focussed in the study.

It must be admitted that this review of literature is not a survey of
literature on the subject, as there exists, several excellent and
comprehensive surveys in the literature, such as, Bhagwati (1988) on
export-promoting trade strategy, Balassa (1989) on outward-orientation
studies at the international level and Krueger (1995) on trade policies In
developing countries. In addition, the recent review, available on
international studies, is by Edwards (1993) and for India by Srinivasan
(1994).

For instance, Edwards focuses, among others, on evolution of

general trade policy in terms of competing strategies between import-led

6



industrialisation and export-led growth; review of various inter-related
concepts, such as, trade liberalisation, trade orientation, trade reforms,
outward-orientation, free trade, openness etc, with emphasis on
measurement issues in terms of constructing subjective and objective
indices of trade liberalisation; analysis of different stages of trade
liberalisation; theoretical and empirical studies (i.e. statistical and
econometric ) on the impact of trade liberalisation on growth, exports
and employment etc. On the other hand, Srinivasan analyses India’s
development strategy since independence in terms of objectives (e.g. growth,
self-reliance and social justice} and policy initiatives (e.g. licensing) under
the five-year plan as well as a dominant role for the state (e.g. public sector)
in the development process. In addition, the distinct analytical phases and
changes overtime in the foreign trade regime in India are presented. An
important conclusion of Srinivasan’s paper is that India’s development
strategy based on import substituting industrialisation and system of
controls did not realise the set objectives of self-reliance, growth and
eradication of poverty. Thus, the import-substitution policy followed by India
in the early years had led to immiserisation of growth, uncompetitive
industrial sector, precarious balance of payments position and rampant

rent-seeking and corruption of social, economic and political system.

In what follows, the review of literature is focussed on studies which,
among others, supplement and complements the findings of Edwards {1993)

and Srinivasan (1994), and focuses on issues in the context of this study.

1.2.1 International Studies

Feder (1982) provides a clear analytical basis for a systematic and
empirical study on the relationship between exports and economic growth.
The analytical part of the study explains two ways by which exports

influence growth. First, through positive externalities of the export sector on



the non-export sector. Secondly, through greater productivity differential, as
compared to the non-export sector. These relationships are empirically
tested, using linear regression estimations, for a cross-country data of 31
countries including India. The empirical evidence lends support for both the
relationships tested, although the evidence for the second relationship is

shown to be stronger than the first relationship.

Following Feder (1982), Esfahani (1991) examines, among others, the
inter-relationship between exports, imports and output growth in a
simultaneous equation model. The paper specificailly examines the
consequences of adding imports to the list of input requirements for
production because of a binding foreign exchange constraint and also the
simultaneous equation bias estimation because of the strong correlation
between exports and imports. Using the data set comprising of a sample of
31 countries (including India), the study clearly shows the positive impact of
exports on GDP due to import-reduction rather than the Feder’s type
externality effect.

Moshos (1989} brings out the effects of export expansion on
economic growth in a switching regression framework. He uses an
aggregate supply analysis in which labour and capital are construed as
determinants of output. The study uses cross section data of 71
developing economies over the period 1970-1980. The results indicate
existence of a critical development level below, and above which the
responses of output growth to its determining factors differ substantially.
The evidence contradicts the view that, among more advanced developing
economies, the effect of export expansion on growth is stronger than

among less developed economies.

Thomas and Nash (1991) have analysed the conditions that prevailed

in some of the developing countries before trade policy reforms were



implemented and examined how the liberalisation came about. They point
out the important issues involved in implementing trade policy reforms and
putforth three elements for the reforms to have a positive effect. These
elements are reducing the level of protection, maintaining macro-economic
stability and accounting for the conflicts and complementarities with other
policies. With the data of 40 countries that received trade policy related
loans from the World Bank and the IMF during 1980-87, the authors found
that 60 per cent of the countries had high level of restrictions, 35 percent
had a medium anti-export bias level and a few countries like Chile and
Korea had a relatively low anti-export bias level. And, in countries where
trade policy reforms have been credibly implemented along with reforms in
the economy, the results on the external front have been positive, and at

times, spectacular.

Dornbusch (1992) has putforth a case for trade liberalisation in
developing countries and states the benefits of trade liberalisation, among
others, is in the form of improved resource allocation in line with social
marginal costs and benefits, access to better technologies and greater
domestic production for exports. His country studies of Korea, Turkey and
Mexico revealed that in all these countries trade liberalisation was a part of
a wider strategy of achieving stability and efficient resource allocation which
had led to modernisation and growth and, therefore, improved welfare,
although this improved welfare could not be solely attributed to trade policy

reforms.

Henriques and Sadorsky (1996) have attempted to empirically answer
the question, ‘does rapid income growth lead to rapid trade expansion, or is
it the other way round? By testing for the Canadian data, using time series
estimations, three competing but not mutually exclusive hypotheses, viz.,
export-led growth hypothesis, growth- driven export hypothesis, the two way
causal hypotheses, which is a combination of export-led growth hypothesis

9



and growth-driven export hypothesis or a feedback hypothesis. The
empirical evidence supports for the growth-driven hypothesis or changes in
GDP preceding changes in exports for the Canadian economy. However, it
must be emphasised that this evidence for Canada is not universal. In fact,
the paper provides a clear list of studies under all the three aforementioned
hypotheses for both developing and developed countries. Thus, the empirical
evidence is clearly mixed in nature and contents on the inter-relationship

between growth and exports for Canada.

Olugbenga et al (1997) find significant variation in the real output
levels due to changes in exports, imports, gross investment and trade
policy, in 12 Sub-Saharan African countries for the period 1965-1991
using Vector Autogression technique augmented with error correction
term. Forecast error variance decomposition is used to separate the
effects of each variable on others and on its own. The study concludes
that sizeable variations in real output growth in ten of the twelve
countries are due to changes in trade policies and exports, with some

contributions from shocks to gross investment.

krueger (1998) attempts to answer questions, such as, why trade
liberalisation is good for growth? Why is growth so rapid with outward
oriented trade strategies? Do countries with outward oriented trade
strategies grow faster? And, what are the advantages of liberalising trade?
The reason for outward orientation leads to rapid growth is that, over a
period of time, import substitution becomes a failed strategy. Therefore, any
significant removal of restrictions results in gains unless there are other

policies being pursued in the economy that thwart the impact of the gains.

Greenway, Morgan and Wright (1998) observe that trade liberalisation
acts as a major stimulus for enhancing growth. They have brought out in

detail the methodological issucs involved in modeling trade liberalisation

)



and enumerate three measures to empirically evaluate the impact of a
particular liberalisation namely policy accounts, relative price changes,
output based measures and multiple criteria measures. Further, they review
the existing stock of literature in trade liberalisation by using several
approaches and finally with the help of a large database and a panel
framework along with a range of measures of liberalisation they explain the
dynamics of trade reform. The results of their study indicate that
liberalisation and openness do impact favourably on the growth of GDP per-
capita. However, in evaluating the impact of trade policy and changes in
trade policy on growth it is vital not to equate trade liberalisation with
openness and it is equally vital to remember that openness is a function of

many factors and not just liberalisation.

Gruen (1999) expresses the view that both old and new trade
liberalisation can, on their own, bring about complete free trade.
However, they have not brought about complete free trade. Therefore, the
paper has tried to examine the new instruments of trade liberalisation
namely Export Processing Zones and duty remission and talks of a more
general approach to trade liberalisation. He concludes that even though
both new and old trade liberalisation are good neither of the two has
been so far successful in bringing about completely free trade without

any barriers or restrictions.

1.2.2. Indian Studies

Indian studies focus on the description and empirical analysis of
trade sector reforms in the broader framework of external sector reforms.
The descriptive studies, such as, Gupta (1993) and Debroy (1993) present a

useful description of the various policy measures undertaken, over the

years.
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The empirical studies on trade policy reforms are many and
diversified. To start with, Mallick (1994) estimated the causal relationship
between exports and economic (income} growth in India using annual time-
series data from 1950-51 to 1991-92. The model includes an important link
variable “imports” which enters into the production function to determine
output growth, and hence the relationship between exports and economic
growth. The results of the modified Sims test supports the feed-back
hypothesis between income and export growth and gives consistent evidence
in the determination of causal linkage between income and export growth

with and without the link variable imports’.

Rashid (1995) develops an empirical model by using the dummy
exogenous variable technique to capture the impact of economic
liberalisation during 1977-89. The mode! estimates the determinants
growth, industrial output, investment and trade by using multiple equation
model and the inter-relationship between these variables is tested using
simultaneous equation model. The estimated results offer evidence for the
hypothesis that liberalisation, by reducing controls and regulations and
adopting more outward orientation, leads to a more efficient utilisation of

resources and higher levels of growth.

Kathuria (1996) attempts to analyse the impact of trade policy on
exports in India. Kathuna compares export profitability (EP) and the gap
between domestic and export profitability across policy regimes. Based on
the simulation exercises, EP is found to have declined for most export
sectors from March 1992-Feb 1993 in the dual exchange rate regime. This
adverse movement in export incentives is however reversed with the
unification of the exchange rate in March 1993 and resulting in a huge gap
between domestic and export profitability and making domestic sales more

attractive.
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Agrawal et al {1996) classify the countries they studied into three
distinct groups. First, countries which till recently pursued inward-oriented,
interventionist trade policies characterised by significant tariff and non-tariff
barriers to trade (e.g. South Korea). Second, countries that followed an
outward-oriented, laissez-faire trade policy since the late 1980’s {(e.g.
Singapore). Third, countries which had interventionist policies till 1980's but
at the same time outward-oriented as well (e.g. India). The study reveals that
there is no one to one relationship between the extent of a country’s trade
barriers and the inward or outward orientation of its trade policy regime,
and the absence of correlation between protectionism and economic growth.
In other words, tariffs and quotas when used effectively can help promote
growth, but if these are used indiscriminately and inefficiently can impose a

significant cost on the economy and hence should be dismantled.

Mehta (1997) attempts to analyse the impact of India’s recent trade
policy reforms on external trade. The author has made use of the indices of
trade liberalisation like the Effective Rate of Protection {ERP) and the
Nominal Rate of Protection (NRP) to quantify the extent of protection granted
to the Indian industry. He also uses the index of structural change and the
Sign test to verify the hypotheses that the distribution of India’s exports and
imports by commodity composition during the year 1994-95 i.e. the post-
reform period is not different from the year 1990-91 i.e. the pre-reform
period. This is because the share of agriculture and allied products in
India’s export basket has remained more or less the same. The share of
manufactured sector too has remained more or less the same. Among
manufactured goods, the share of three commaodity groups, namely, gems
and jewelry, textile and readymade garments, accounted for 56 per cent of
manufacture goods in 1995-96 and it was around 50 % in 1990-91. Overall,
it is found that in 1980’s the export of agriculture and allied products had
remained virtually stagnant and manufacturing products accounted for

almost the entire growth in total exports. On the other hand, in the 1990’s
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agriculture and allied sectors have contributed significantly to India’s
exports. The results show a decline in the level of protection given to the
Indian industry as measured by the ERP, though there has been no
statistically significant change in India’s composition of exports or imports

between pre and post-liberalisation period.

Using Johansens’s multiple cointegration test, the long-run
relationship among real output, exports and imports for four less
developed countries viz., India, Fiji, Nigeria and Papua New Guinea, is
estimated by Adjaye and Chakraborthy (1999). The study period is 1960-
1994 in the case of India and Nigeria, 1973-1993 for Papua New Guinea
and 1969-1993 for Fiji. Real output, exports and imports are found to be
cointegrated in Nigeria and Fiji, and the Granger causality test suggests
that there i1s a uni-directional relationship from exports and imports to
real output in the case of Nigeria and Fiji. Further, the results suggest
that there is causality from real output to exports for Nigeria and Fiji,
while in the case of India and Pupua New Guinea, there is no evidence of
causal relationship between these two variables. The study also provides
evidence for exports being an important source of foreign exchange for

importing the much-needed capital inputs for higher economic growth.

Nidugala (2000) analyses the role of exports in India’s economic
growth by employing a modified version of Esfahani’s study (1991). He
examines the stability of the relationship between exports and growth
through switching regressions in the Indian context. An attempt is also
made to test whether the monetary and fiscal factors, structure of the
economy and supply shocks both domestic and external, have any
significant impact on India’s economic growth during the period 1960-
1989. The study shows that exports play a crucial role in influencing
GDP in the 1980’s. However, during the period 1961-62 to 1979-80, the

influence of exports is found to be weak. There is also evidence of a



positive relationship between exports and growth in 1980’s due to higher
level of development and change in the composition of exports in favour

of manufactured exports by the Indian economy.

Kundra (2000) evaluates the export promotion policy of India through
export zones. Export zones are set up in India as a location policy for
promotion of manufacturing industries and attraction of domestic and
private investment in export related activities. The zones comprise 100%
Export Ornented Units (EOU’s) and Export Processing units (EPU’s). These
units enjoy a package of incentives and facilities, which include duty free
imports of all types of capital goods and raw materials and consumables,
and tax holidays for export performance. To facilitate smooth inflow of
foreign investment, among others, automatic approval of projects and
licensing are accorded for these units. Further the author compares the
policy of export zones is compared between India and China for the purpose
of drawing lessons for India from the Chinese experiences. The major results
of the comparison show that the Indian policy regime is vastly different from
the Chinese policy. For instance, while the Chinese zones are well conceived
and developed as export oriented townships with developed infrastructure
and conducive macro-policy environment, the Indian zones are small
industrial estates confined to processing and assembly operations and
lacking both infrastructure and required policy environment. Hence, “From
the Chinese experience, it is evident that, for the success of area-specific
development approach, it is imperative to evolve a pragmatic operational
strategy, designate an implementing authority, devise suitable foreign
investment policies and accord priority to development of infrastructure” {p
216). This evidence is shown to have important lessons for current and

future policy for strengthening of the export zones in India.
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From the review of literature above, it is apparent that there is a need
to fill the research gap through a systematic empirical study in an eflort to
find answers to the research questions raised earlier in the Indian context.
Thus, the study undertakes a systematic analysis of the economic impact of
foreign trade policy reforms on domestic welfare in India. The nature, scope
and major objectives, methodological issues, data sources and policy

implications of the study are discussed below.

1.3. Nature, Scope and Objectives of the Study

This study aims at empirical assessment of the impact of trade
policy reforms in domestic welfare in India. The broad nature, scope and

objectives of this study are given below.

1.3.1. Nature and Scope of the Study

First of all, India is an open economy with federal structure of
government and mixed economic system. Openness implies the existence
of international trade and international mobility of factors of production.
The federal structure of government underlines that economic policies
may be formulated and implemented at different levels of government,
such as, Federal/Central/Union Government and State/Regional
Government. The mixed economic system emphasises the coexistence of
public sector, private sector and joint (public-cum-private) sector. Thus,
the nature, working and impact of economic activities and policies in
regard to production, consumption, distribution, exchange and allocation
in the Indian economy are explainable and predictable in terms of open,
federal and mixed characteristics of the Indian economy. And, trade

policy reforms is not and cannot be an exception to this explanation and

prediction.
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Broadly speaking, trade policy reforms are a part of external sector
reforms in India. The external sector reforms include reforms for external
trade (i.e. exports and imports) in goods and services, reforms for foreign
exchange regimes and for determination of foreign exchange rates,
reforms for attracting foreign investment, and ways and means of
reducing external debt and its servicing. In a way, the reforms in external
sector are inter-related as they are complementary to each other. For
instance, reforms for foreign exchange and reforms for attracting foreign
investment (especially, trade related foreign investment]} are
complementary for trade sector reforms. This complementarity implies
that while assessing the impact of trade sector reforms, it may be
difficult to isolate the impact of non-trade related external sector reforms

from the trade related external sector reforms.

Further, external sector i1s only a part of overall national economy
since the national economy may comprise several domestic sectors, such
as industrial sector, financial sector, fiscal sector and public sector. As
these domestic sectors are related to external sector, either directly or
indirectly, the impact of domestic sector reforms may not be easily
separable from the impact of external sector reforms in general and from

trade sector reforms in particular.

Thus, there exist inter-relationships between reforms within and
between sectors. And, any attempt to isolate the impact of any one
sector’s reforms from other sectors (for analytical and/or empirical
simplicity, however) would only offer partial explanation and prediction
on the impact of sector’s reforms. In fact, this study adopts such a
partial approach as it focuses only on the impact of trade policy reforms

in particular and select external sector reforms in general.
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Second, since focus of this study is on assessing the impact of
trade policy reforms on domestic welfare in India, it is essential to

describe the definition and measurement of domestic welfare in the

context of this study.

Analytically, welfare may be defined depending on the nature of
economic activity in question. For instance, welfare may be defined in terms
of maximisation of income or output from the viewpoint of production of
goods and services. Or, it may be defined in terms of maximisation of utility
from the viewpoint of consumption of goods and services. In this regard,
welfare is generally defined as that amount of money which is required to
attain a constant level of utility. In the same way, welfare may be defined in
terms of equitable or optimal (i.e. in terms of equalisation of marginal utility
of income) distribution of goods and services. However, if the focus of
analysis of economic activity i1s only the production of goods and services,
then maximisation of income/output may be a plausible single indicator for

the maximisation of welfare.

This study approaches to welfare only from the viewpoint of
production of goods and services within the national (or domestic,
throughout] economy. Thus, maximisation of domestic welfare 1s
equivalent to maximisation of national income. Accordingly, the study
focuses on the growth and determinants of domestic welfare, as they are

related to impact of trade policy reforms in the country.

This study’s approach to domestic welfare above completely ignores
all non-income or non- production dimensions of welfare, such as,
consumption of goods and services and/or distribution of income
(especially, personal income distribution). However, it must be added

that since 1990, a non-income approach to human welfare is widely



that since 1990, a non-income approach to human welfare is widely
popularised by the United Nation’s Development Fund (UNDP}, in its
annual Human Development Report (HDR), and Tinbergen (1991).

The UNDP approach is called Human Development Approach to
economic development. In the HDR 1990, the approach was defined “ as
a process of enlarging people’s choices and the level of well-being people
achieve” The choices include critical choices (e.g. to live a long and
healthy life, to be educated and to have access to resources needed for a
decent standard of living) and additional choices (e.g. political, economic
and social freedom to opportunities being creative and productive,
guaranteed human rights, personal dignity, security and self-respect).
The link between income and human development is best summarised in
HDR 1990 when it wrote: “ ... although income is absolutely necessary to
meet all human objectives, it is not always true that a higher income is
succeeded by a high level of human development. That is, some societies
may have achieved high levels if human development at modest levels of

per-capita income; where as other societies are not”,

Over the years, the HDR has focused on different themes. For
instance, while concept and measurement of human development was
the theme of HDR 1990, financing of human development was the theme
in 1991, Global dimensions of Human development was the theme in
1992, People’s participation formed the theme in 1993, New Dimensions
of Human Development was the theme in 1994, followed by the theme on
Gender and Human development in 1995, Economic Growth and Human
Development was the theme in 1996, the theme was Human
development to eradicate poverty in 1997, Consumption for Human
development was the theme in 1998, followed by the theme Globalisation
with a human face in 1999 and the theme of HDR 2000 is Human Rights

and Human Development. Interestingly, in these theme-wise HDR’s,



quantifiable indices of human development have been developed for
operational purposes, such as, human poverty index, gender-related
development index, gender empowerment index and income-distribution-
adjusted-index. However, the most popular and general index of human
development is called Human Development Index (HDI). This index is a

compasite of three indicators and is computed in the following four steps.

In step 1 three indicators are defined and measured. That is, (a)
longevity as measured by life-expectancy at birth i.e. the number of years
a new born infant would live if prevailing patterns of mortality at the time
of its birth were to stay the same through out its life; (b) knowledge as
measured by the rate of literacy for adults: i.e. the percentage of persons
aged 15 and over who can, with understanding, both read and write a
short simple statement on everyday life; (c] a decent standard of living as
measured by adjusted Real GDP per capita. The real GDP is the GDP of a
country converted into US$ on the basis of the purchasing power parity
of the country’s currency. Adjusted real GDP is the real GDP which
makes explicit for diminishing return to money in terms of Atkinson’s
formula!. This adjusted real GDP divided by the country’s total
population gives adjusted real GDP per-capita.

In step 2 the minimum and maximum values for each of the
indicators are fixed. That is, life expectancy at birth between 25 years
and 85 years; adult literacy between 0% and 100%; combined gross
enrolment ratio between 0% and 100%,; and Real GDP per capita
between US$ 100 and US$ 40,000.

' The Atkinson's formula is given as follows: W (Y) =Y "€’/ (1. €)

where, W (Y )15 the utility or well being denved from national income (Y}, and the parameter (€) measures the
extent of dumunishing returns. 1t is the elasticity of the marginal utility of income with respect to income. If the € =0,
then there are no dimunishing returns; As € -1, the formula becomes: W (Y) = log (Y).
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follows: [(Actual value minus minimum value} of the indicator] divided by
[(maximum value minus minimum value) value of the indicator]. This
index is constructed for each of the three indicators in each of the

countries separately. Let these indices for the J-th country be I;, i=1,2,3.

In step 4 a simple average of the three indices for the J-th country is
taken and the resuitant value is subtracted from 1. The result is the Human
Development index for the J-th country (HDI). That is HDI; = 1- [(I; + I, +
I3)/3]. The HDI is restricted to take on values equal to or greater than O but

less than or equal to 1.

In short, the value of HDI gives a summary information of the
attainment [i.e. what has been achieved, with greater achieverment means
better/higher progress| and shortfalls (i.e. from a desired value or target)
of country at a given point in time. In a way, attainment and shortfalls
are not mutually exclusive. For instance, greater attainment means
lesser shortfalls and vice-versa. A lower value of HDI indicates a lesser
value of human development in terms of lower attainments or higher
shortfalls2.

On the other hand, Tinbergen (1991} approaches to welfare in
terms of satisfaction or utility of households in terms of various
indicators under consumption needs (spiritual, material and social
needs), formal learning, productive activity, leisure and national security.
For instance the indicators of leisure include hobbies and holidays. Thus,

Tinbergen’s approach is broad-based to define and measure welfare with

? In the recent past, subject to the availability of data, the HDI is constructed at different levels. ms includes, for
mnstance, Haq and Haq (1998) for Human Development in South Asia, NCAER (1999_) tor ‘lndla, Prabhu and
Chatterjee (1993) for Indian States, Government of Karnataka (1999) for Kamataka State in India and Vyasulu and
Vamu (1997) for districts in Kamataka State.
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qualitative and quantitative indicators of pure consumption at household
levelss.

While the non-income approaches to welfare above are more broad-
based and comprehensive as compared to the pure income approach to
welfare, an attempt to examine, the impact of trade policy reforms on
them may not be direct or unless the impact is assessed through the
underlying income indicator or variable. Thus, for instance, as
assessment of the impact of trade policy reforms on national income is a
precondition for assessing the impact of trade policy reforms on human
development. From this viewpoint, the approach to welfare in this study
is justifiable on both income and non-income approaches to defining and

measuring economic welfare.

Third, it should be emphasised that trade policy reforms in India
comprise measures which influence export and import variables in regard to
a particular traded commodity (e.g. liberalisation measures in India’s coffee
sector, among others, in the form of introducing Free Sale Quota), a group of
traded commodities (e.g. export promotion measures for manufacturing
goods and import liberalisation of capital goods) and for all traded
commodities (e.g. economy-wide policy for exports and imports including
exchange rate reforms}. Thus, observed changes in total exports and total
imports are the result of changes in exponé and imports in all traded

comrmodities in the economy.

Although, a disaggregate study by commodities may capture and
lead to insightful analysis and comparison of the impact of commodity
specific trade policy reforms, from the viewpoint of assessing the impact

of trade policy reforms on domestic welfare as defined above, the

> An excellent theoretical discussion on the technique of measurement of consumers welfare in both pamgl and
general equilibrium context, is given n Chapler 7-9 in Boadway and Bruce (1991) | and the latest survey article on
this topic 15 Slemnuck (1998)
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disaggregate approach may not be suitable for several reasons. For
instance, it calls for estimating the impact of trade policy reforms on
welfare for each commodity separately and then aggregating the welfare
for all commodities to obtain the domestic welfare. This is possible if the
number of traded commodities is few and if trade reforms are introduced
in all commodities at the same time. In the context of India, neither the

traded commeodities are few nor trade reforms in all traded commodities

have started at the same time.

Thus, this study presumes that aggregate impact of commodity
specific trade policy reforms may be represented by observed changes in
total exports and imports in the national economy. Accordingly, the
impact of changes in total exports and imports on domestic welfare is
considered as a plausible approach to capturing the impact of trade
policy reforms on domestic welfare. In short, this study aims at capturing
and assessing the impact of trade policy reforms on domestic welfare

through changes in observed total exports and imports in the economy.

1.3.2. Major Objectives of the Study

The following are the major objectives of the study:

(i) To analyze the nature and process of trade policy reform measures in

India, especially since July 1991.

(ii) To review the basic elements of trade policy reforms in select East and
Southeast Asian countries, and changes in international trade policy
scenario with special reference to Fund-Bank conditionalities, India’s
commitment to WTO and globalisation phenomena, and draw

implications for trade policy reforms in India.
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(i) To examine alternative approaches to measuring the impact of trade

policy reforms with special reference to the impact on domestic

welfare,

(iv)  To suggest a simple model for analysing the impact of trade reforms
on domestic welfare through the role of exports and/or imports at the

national level of aggregation.

(vij  To evaluate the effectiveness of trade policy variables from the

viewpoint of maximizing domestic welfare.

(vii) To derive implications for the formulation and implementation of

welfare-oriented trade liberalisation for India.

1.4. Methodology

The methodology of the study is both descriptive and prescriptive. The
descriptive methodology is used to analyse alternative indices of trade
liberalisation for measuring trade policy reforms in India; suggest a simple
model for analysing the aggregate impact of trade liberalisation on domestic
welfare through the role of exports and/or imports, to construct an
empirical model for the purpose of estimating the welfare implications of
trade liberalisation for India with emphasis on econometric specification of
the model and technique of estimation; and for drawing implications for
welfare oriented trade policy reforms for India. The prescriptive methodology
is used to integrate the economic theory and policy of trade reforms in India
through empirical impact analysis. Thus, the methodology is contributory to
the theoretical, empirical and policy aspects of the impact of trade policy

reforms on domestic welfare in India.

Throughout, the study is based on available and published
secondary data. The data on domestic exports and imports, exchange

rates, labour supply, capital stock, national income and world exports
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and income are collected form national and international sources. The
international sources include the World Bank publications (e.g. World
Economic Surveys and World Development Reports) and International
Monetary Fund publications (e.g. International financial statistics,
Direction of Trade Statistics Quarterly etc,}. The national sources include
the Government of India publications (e.g. Foreign Trade Statistics of
India, Pre-budget Economic Surveys and National Accounts Statistics),
Reserve Bank of India publications (e.g. monthly bulletins and Report on
Currency and Finance) and CMIE publications under Economic

Intelligence Services.
1.5. Limitations of the Study

The major limitations of the study are given below. The limitations
arise for restricting the nature and scope of the study as well as for data
constraints. These limitations are highlighted below, as they should qualify
the results and conclusions of the study. At the same time, the limitations

offer new opportunities for extending this study in future.

First of all, the study analyses the impact of trade policy reforms
on domestic welfare in India exclusively from the point of view of
merchandise trade (i.e. exports and imports] and, hence, the role of
services is not examined. Or, the analysis is restricted to the impact of
trade policy reforms on merchandise trade account but not on the entire
current account of the Balance-of-Payments (BOP) account. Second, the
study excludes the role of foreign investment and foreign investment
promotional measures on welfare. Third, the study focuses on the role of
trade policy reforms on domestic welfare from the viewpoint of
production and resource allocation. Thus, impact of trade policy reforms
on consumption, income distribution and employment of the economy

are not examined. Fourth, data on all the variables included in the study
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are not available especially after 1996. Thus, for all empirical analysis
data set is limited from 1975-76 to 1995-96. Nevertheless, the
availability of data after 1996 has been used only for the econometric-
policy simulation analysis. Fifth, the study is focused on trade reforms at
the national level. Thus, no sub-national level reforms for promotion of

foreign trade either directly or indirectly, are covered.

1.6. Organisation of the Study:

The rest of the materials in this study (or, thesis throughout) is
organised as follows:

Chapter 2 provides a comprehensive account of the national
economic reforms initiated in India since 1991 and also provides a brief
introduction to the situation of the economy just prior to the inception of
reform. The different components of the national economic reform are
also explained briefly followed by the evolution of India’s trade policy
through different phases. A detailed account of the export promotion and
import liberalisation measures under the various EXIM policies from
1991-92 to 1996-97 including the latest policies is described..Lastly, the
indicators of foreign trade performance during the reform years such as
degree of openness to trade, reduction of subsidies, composition and

direction of India’s trade are analysed in detail.

The success of the East and South-East Asian nations has generated
lot of interest into what could be the reasons for their remarkable success.
Thus, in the context of this study, Chapter 3 describes in brief the East
Asian miracle followed the trade policy reforms in China, Indonesia and
Thailand under the broad spectrum of economic reforms in these countries.

However, the emphasis is more on the trade policy reforms of China and
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certain useful lessons that India could draw from China in particular and
Thailand and Indonesia in general. In addition, this chapter attempts to
understand the major changes in international trade policy scenario and
examines to what extent India’s trade policies have been influenced by the
Fund-Bank conditionalities, India’s commitments to the WTO and

emergence of the globalisation phenomena.

Chapter 4 suggests an empirical framework based on several
alternative frameworks in the literature to capture the impact of trade policy
reforms on domestic welfare in India at the national level of aggregation.
Further, a review of the disaggregate measures of the indices of trade
liberalisation, such as, Effective Rate of Protection, Nominal Rate of
Protection, Domestic Resource Costs, and their limitations are presented.
Keeping in view the basic objectives of the study, the framework of Feder
{1982) on the role and impact of exports on domestic welfare is found to be
suitable and this framework is used for empirical analysis with
modifications especially with regard to the specification of the variables and
estimation of the models. The need for capturing the role of imports on
domestic welfare through changes in exports is underlined and the

relevance of the recursive equation model is emphasised.

Chapter 5 presents a simple empirical framework for the estimation of
impact of trade policy reforms in India from 1975-76 to 1995-96. The
framework focuses on capturing the role and impact of exports on domestic
welfare in India. The framework comprises multi-equations with alternative
specifications of export variables in terms of export growth and export
performance. The non-export variables in all the equations include capital
and labour as standard inputs in the production process. The equations are
estimated using constant and current prices, linear and log-linear
functional forms with alternative specifications of all variables. In addition,

standard tests for Unit root and poolability of data between time periods are
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conducted. Based on a plausible estimated equation, sources of domestic
wcffare in regard to trade and non-trade variables are computed for the
study period as a whole and for the individual years during the study
period.

Chapter 6 attempts to capture the role and impact of imports and
exports on domestic welfare in India in a recursive equation model. The
treatment of exports in this model is different from the treatment of exports
in Chapter 5. The recursive model comprises two equations. First, total
exports as a function of imports and non-import variables. Second, total
domestic welfare as a function of estimated exports, capital and labour. In
essence, the recursive equation model estimates the impact of imports on
domestic welfare through changes in estiamted exports. Based on the
appropriate choice of the equations relating to total exports and total
domestic welfare, the efficacy of alternative trade policy variables on
maximising exports and, hence, the maximisation of domestic welfare is

obtained through econometric policy simulation analysis.

Chapter 7 presents the major conclusions and policy implications

of the study.

The tables, graphs/figures, footnotes, reference and annexures in
this study are organised as follows. First, all chapter-specific tables and
graphs are presented on separate pages at the end of each chapter.
Second, all footnotes are given at the bottom of their respective pages.
Third, all references and annexures of the study are given at the end of

this thesis.
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CHAPTER 2

EVOLUTION OF TRADE POLICY REFORMS UNDER
NATIONAL ECONOMIC REFORMS

2.1 Introduction

The main objective of this chapter is to describe the major changes
and components of India’s trade policy Reforms during the pre-Reform
and post-Reform period with special emphasis on the Reform measures
since 1991, In particular, a detailed account of the various EXIM policies
since 1991 is presented with a view to understand the major elements of
the trade policy Reform measures. The trends in India’s external sector
have been analysed in detail with the help of the various indicators of
India’s foreign trade performance during Reform years along with the

direction and composition of India’s exports and imports.
2.2. National Economic Reforms: An Overview

On the eve of launching the National economic Reforms/(or the
Reforms) in July 1991, India was faced with a host of acute economic
problems including possibility of defaulting on international
commitments or losing of access to external credit markets/loss of credit
worthiness; rising current account deficit; falling rate of economic
growth; high inflationary pressures, depletion of foreign currency
reserves, scarcities of essential commodities and breakdown of fiscal
discipline {i.e. rise in the fiscal deficit). The problems above are apparent
from the basic data on the Indian economy around 1991, as published in
the various pre-budget economic surveys of the Government of India. For

instance, the falling economic growth was evident in the declining size
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and annual growth of GDP at factor cost and constant prices (1980-81
prices} from 10.60 per cent during 1988-89 to 5.40 per cent during
1990-91 and further to 0.80 per cent during 1991-92. On the sectoral
front, annual growth of agriculture, forestry, logging, fishing, mining and
quarrying in GDP (at factor cost and constant prices) stood at 16.30%
during 1988-89, dipped to 4.20 per cent in 1990-91 and showed a
negative figure of -2 per cent during 1991-92. Similarly, the annual
growth of manufacturing, construction, electricity, gas and water supply
in GDP had also experienced a steep decline from 8.70 per cent in 1988-
89 to -1.70 per cent in 1991-92. This falling trend in the annual growth
was also witnessed in transport, communication and trade sectors in
GDP with a drastic decline {rom 7 per cent during 1988-89 to 2.30 per
cent in 1991-92. The overall decline in the growth of many sectors of the
economy on the eve of the Reforms was also reflected in the sharp fall in
the annual growth of per-capita income. For instance, the annual growth
of per-capita income which stood at 8.45 per cent during 1988-89, fell to
just 3 per cent in 1990-G1 and dipped even further to become negative at
-1.08 per cent in 1991-92.

In addition, on the domestic price stabilisation front, the crisis was
clearly evident in the increasing Wholesale Price Index (WPI), (base 1981-
82 = 100} for all commodities from 154.3 during 1988-89 to 207.8 in
1991-92. Thus, the increase in the annual growth of inflation (i.e. as
measured by the per cent increase in the WPI over the previous years)

was from 7.5 per cent during 1988-89 to 13.7 per cent during 1991-92.

Further, the figures also reveal that public sector savings as a
percentage of gross domestic savings had declined from 2.0 per cent
during 1988-89 to 1.0 per cent in 1990-91. The gross fiscal deficit of the
Central Government escalated to 8.3 per cent in 1990-91 from 7.8 per

cent in during 1988-89.
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Central Government escalated to 8.3 per cent in 1990-91 from 7.8 per
cent in during 1988-89,

Moreover, the performance of the external sector was equally poor.
on the eve of the Reforms. For instance, there was a steep fall in the
annual growth of both exports and imports. The annual growth of
exports in million US$ was negative (-1.50 per cent) during 1991-92 as
compared to 15.60 per cent in 1988-89. Similarly, the annual growth of
total imports in million US$ which were 13.60 per cent in 1988-89, but
showed a negative rate of -19.40 per cent during 1991-92. As a
consequence total current deficit as a percentage of total GDP increased
from 2.30 per cent during 1988-89 to 3.20 per cent in 1990-91. The total
foreign exchange reserves of the country were reduced to almost half
from US$ 4226 million to US$ 2236 million during 1990-91. This was
just enough to suffice one month of imports. Further, the nominal
exchange rate of the rupee had depreciated substantially from Rs. 14.48

per dollar during 1988-89 to Rs. 26.19 per dollar during 1991-92.

Thus, the problems confronted by the national economy on the eve
of the Reforms had their origin in almost all the sectors. Consequently,
the Reforms had to be formulated and implemented for all-round

development of the national economy.

2. 2.1 Components of National Economic Reforms: To overcome these
problems, the national economic Reforms were designed to have two

parts with different components as mentioned below
(i) Stabilisation part which aims, in the short run, at reducing the
level of aggregate demand through: (a) reduction in the current

account deficit or the external stabilisation programmme and
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{ii) Structural Adjustment part which aims, in medium/long term, at
increasing the level of supply/rate of growth of output through;
(a] shifting resources from import competing activities to export
activities (i.e. export promotion programme); (b) increasing the
degree of openness of the economy (i.e. the globalisation
programme); (c]) shifting resources from government sector to
private sector activities (i.e. the privatisation programme); and
(d) changing the structure of incentives and institutions such that
reliance on market is increased or the role of the state is redefined

{i.e. the marketisation programme).

The Reforms thus designed were to be implemented through six
sectoral level Reforms viz., Fiscal Reforms, Industrial Reforms, Trade and
Exchange Rate Reforms, Reforms for Attracting Foreign Investment,
Financial Sector Reforms and Public Sector Reforms. The components of
these sectoral Reforms are given below. However, it may be mentioned here
that the description of the components of the Reforms draws heavily from

the Government of India (1993) and Bhagwati and Srinivasan (1993).

2.2.1.1. Fiscal Reforms: The fiscal sector Reforms are composed of
reduction in fiscal deficit and tax Reformms. The need for containing the
fiscal deficit was necessitated by the problem that fiscal deficit had
created; such as; high level of borrowing from the Reserve Bank of India
(RBI) and its expansionary impact on money supply and, thereby, leading
to high rates of inflation; high current account deficits in balance of
payments and thereby, aggravating the problem of external
indebtedness; and preempting a portion of savings of society to support
the budget and, thereby, resulting in scarcity of investible resources also
called, ‘crowding out’ effects), high interest rates, low new investment
and reduced inter-national competitiveness. The tax Reforms included

reduction in maximum marginal tax rate of income tax; lowering the level
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and structure of customs duties; and modernising rates and exemption
of union excise duties.

Thus, the proposed strategies for reducing the fiscal deficit,
including the tax Reforms, was to delink budget deficit from
monetisation; reduce and redirect subsidies; reduce budgetary allocation
of public sector units; tighten expenditure controls; add flexibility in
administered prices to prevent losses; and completing of tax Reforms
agenda which aims at larger tax collection not by increasing tax rates but

by simplifying tax administration, tax structure and tax policies.

2.2.1.2. Industrial Reforms: These Reforms are aimed at reducing
controls and restrictions on production and investment by the proposed:
abolition of industrial licensing except for hazardous and
environmentally sensitive industries; abolishtion of permission for
investment and expansion for Monopoly and Restrictive Trade Practices
(MRTP) houses; reduction (or increasing) the number of industries for
public (or private) sector participation; and freeing access to foreign .

technology.

2.2.1.3. Trade and Exchange Rate Reforms: These Reforms are aimed
at reducing controls and restrictions on imports, exports and foreign
exchange transaction by the proposed abolition of Export subsidies;
liberalisation of the import of gold and silver; and competitive market

determination of exchange rate of Indian rupee

In essence, the trade Reforms aim at making the trade regime
transparent, reducing rent-seeking activities and increasing the price-

sensitivity of tradeable goods and services.
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2.2.1.4. Reforms for Attracting Foreign Investment: These Reforms
aim at attracting large volume of total foreign investment by simplifying
rules and procedures for direct and portfolio foreign investment by the
proposed: automatic approval of foreign investment upto 51 per cent
equity in specified list of industries; case-by-case approval of investment
above 51 per cent to be speedily given by the foreign investment
promotion board; and amendment to foreign exchange regulation act to

facilitate easy foreign investment in India and Indian investment abroad.

2.2.1.5. Financial Sector Reforms: These Reforms comprise two sub

groups: Banking Sector Reforms and Capital Market Reforms;

The proposed Banking sector Reforms included reduction in bank
funds pre-empted through Statutory Liquidity Ratio; allowing
nationalised banks to directly mobilise equity funds from the pubilic;
allowing private banks to expand and new banks to come up;
deregulation of bank deposit rates; reduction in the number of lending
rates and rise in the interest rate on government borrowing parallel to

market rate of interest.

The proposed Capital market Reforms included: functioning of
capital market to be subjected to the regulation of an independent
authority rather than by the government by giving statutory powers to
Securities and Exchange Board of India; allowing private sector mutual
funds to operate; setting up a national stock exchange as a model
exchange; and allowing foreign institutional investors in the capital

market.

2.2.1.6. Public Sector Reforms: The central piece of these Reforms is
that the financing of sick Public Sector Undertakings (PSU’s}) and
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expansion of PSU’s should be met by internal resource generation or by
raising funds from capital markets rather than supported by budget. The
proposed Reform measures included: Phase out non-plan loans to loss
making PSU’s; disinvestment up to 49 per cent in select profit making
PSU’s for {a) mobilising non-inflationary resources for budget, (b)
broadening ownership, and (c) commercialise the management; joint
ventures between public and private enterprises in expansion plans of
PSU’s; decision to restructuring or closing down of sick PSU’s by Board
of Industrial and Financial Reconstruction; flexibility in pricing steel,
petroleum products and coal.

In implementing the Reforms measures above, the policy makers in
India had aimed, among others, {a}j at a rapid growth of income and
productive employment; (b) increasing consumer’s gain from choice; and

(c) exposing producers to competition both domestically and globally.

[t should be emphasised that most of the sectoral Reforms
including the trade policy Reforms above are inter-linked. For instance,
the industrial sector Reforms, fiscal Reforms and external sector Reforms
go hand in hand or industrial Reforms in India may not succeed without
appropriate Reforms in trade policy. Thus, an integrated approach to
assess the impact of Economic Reforms on economic growth or any other
objective of Reforms must capture the impact of all elements of all
sectoral Reforms together. Such a comprehensive and complete impact
study of the Reforms although realistic, calls for enormous amount of
information, specification of inter-dependent relationships in the entire
economy and large computing facilities. In the absence of these, a
limitation on the scope of the impact analysis is inevitable, as is defined

for this study. That is, to capture only the impact of trade Policy Reforms
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with special reference to merchandise trade on national economic
growth/welfare in India.

2.2.2. Trade Policy Reforms under India’s Overall Trade Policy

At the outset, it should be noted that India did not have a clear
trade policy before independence, though some type of import restriction-
known as discriminating protection was adopted since 1923 to protect a
few domestic industries against foreign competition. It was only after
independence that a trade policy, as part of the general economic policy

of development, was formulated by India.

In the pre-Reform period, India’s export and import policy was
guided by the export and import control act of 1947. In 1977 an
additional order, namely, the export control order, were introduced and
the subsequent annual policy of imports and exports was based on these
legislations. A long term trade policy, for three years was announced in
1985 by the government and some concrete steps towards liberalisation
were taken within the framework of economic Reforms. In essence, the
export and import policy determined, in great detail, the import
procedures that were applicable to specific products, license, importers
entitlement as well as other details relevant for the import of goods and

commodities of different categories of importers.

Interestingly, the trade policy Reforms under national economic
Reforms can be treated as a part of evolving trade policies under the

following three phases:
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Phase I: The Age of Structural Changes (1950-1960)

In a striking similarity, with a host of other countries emerging
from the yoke of colonialism, policy makers in India stressed the need for
rapidly industrialising the economy with emphasis on basic and heavy
industries and supported in the external sector by a combination of
initial import restrictions, adaptation, protection and cautious utilisation
of scarce foreign exchange resources. Given the predominant share of
primary exports in the export basket and the hostile international
environment for primary commodities, export pessimism gained ground.
Therefore, import substitution was accepted not only as a correct
strategy but also inevitable in a continental economy like India. While the
overall strategy resulted in a strong and diversified industrial base, it
also led to a high cost economy, as reflected in declining productivity
across a number of industries and a positive discrimination against

exports.
Phase II: The Transition (1960’s -1990)

Even as export pessimism, coupled with import substitution,
continued to hold sway, a realisation that exports could still be promoted
through concerted government action also gained ground. It was realised
that steps must be taken to mobilise public opinion in favour of
expanding exports. On the import side, a more liberal view of self-
reliance evolved over time with the emphasis moving from import
substitution per se to efficient import substitution. In fact the Abid
Hussain Committee which was set up in 1984 provided the impetus for
undertaking wide-ranging policy actions to provide export promotion an

equal plank in policy formulation with import substitution.
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Phase III: Outward Orientation (1991 Onwards)

As noted earlier, the 1991 trade policy Reform measures were
aimed at integrating industrial, trade and exchange rate policies to
enhance the efficiency in the economy. The object of these measures has
been aimed to eliminate discretionary controls on international trade
transactions, reduce the nominal as also the effective protection available
to domestic industry, and to bring domestic prices closer to world prices.
In this context, it is important to distinguish between three dimensions
of trade policy Reforms. First, a rapid dismantling of quantitative
restrictions on imports and exports. Second, a substantial reduction of

taxes and subsidies on trade. Third, several adjustments in the exchange

rate.

In fact the process of dis-mantling quantitative restrictions on, or
licensing of, imports and exports, which was initiated in the statement
on trade policy placed before the Parliament in mid-August, 1991,
culminated in the export-import Policy which was tabled in the
parliament in end-March, 1992. Quantitative restrictions on most

imports and exports, except for specified negative lists, were eliminated.

In the sphere of imports, the negative list is made of three
categories: the prohibited, the restricted and the canalised importable
only through designated State trading organisations). Apart from this
negative list which includes most consumer goods, there are no
restrictions on imports other than the tariffs payable. The actual-user
condition, which prohibited the resale of imports, and the phased
manufacturing programme stipulation, which specified local content
requirements have been removed. In the sphere of exports, the negative
list is also made up of three principal categories. Those that are

prohibited or canalised are only a few. The restricted items which are
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subject to licensing limits on quantities, or minimum export prices, span
a much wider range that includes most of the agricultural commodities
and several unprocessed or semi-processed materials where there are
concerns about domestic prices or the terms of trade. There has been a
substantial reduction in import duties, customs duties, tariffs on imports

of raw materials and manufactured intermediates since the inception of
economic Reforms.

From the above analysis, it is evident that trade policy Reforms
under national economic Reforms are a part of continuing trade policy
Reforms in India. Nevertheless, the trade policy Reforms since 1991 are
strikingly difficult in approach and content as compared to pre-1991
trade policies. Accordingly, the trade policy Reforms since 1991 mark a

distinct stage in the evolution of India’s trade policy over the decades.

2.3. Trade Policy Reform Measures Under Export-Import [EXIM]
Policy

Since the Reforms process started in 1991, the EXIM policy has
played an important role in liberalising the controls on external sector.
Two types of control measures, not necessarily used mutually
exclusively, are tariffs and licensing mechanism. For instance, for a long
time, India has had one of the highest tariff structures in the world. In
the successive budgets during the post-Reforms period, these rates have
been brought down substantially. The average collection rate, defined as
the total customs duty realised divided by total imports, declined from 47
per cent in 1990-91 to 31 per cent in 1997-98. In fact, the decline in
tariff protection has taken place across the product sectors. However,
this decline has got reserved by the imposition of special additional duty

during 1998-99 and a surcharge in 1999-2000.
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On the other hand, India has also used the EXIM policy to make
exports more competitive as well as profitable. For this purpose, EXIM
Policy provides for special schemes, such as Export Promotion Capital
Goods scheme(EPCG). This scheme allows for access to imported capital
goods at a customs duty, which is lower than the normal duty applicable,
provided export obligation is accepted by the importer. The lower rate of
duties make export production more cost competitive. The policy also
seeks to make exports more profitable through a system, called Special
Import Licenses (SIL)!. Under this system, exporters are allowed to
import items which are on the restricted list and sell these at a profit.
The policy also allows sale of the SIL’s, the premium on the sale of the
SIL adds profit to export transactions.

India now follows a five year EXIM policy, though some fine-tuning
of policies is made annually, depending on the evolving trading
conditions and industry’s felt needs, in regard to regulation and
liberalisation of imports and promotion and liberalisation of exports.Of
all the policies announced so far the EXIM Policy for 1992-97 has been

the most crucial. The principal objectives of this policy are as follows

(a) To accelerate the country’s transition to an internationally oriented
economy with a view to derive maximum benefit from the expanding

global market opportunities.

(b) To augment the productivity, modernisation and competitiveness of
Indian agriculture, industry and services and thereby enhance their

export potential and capabilities.

' A Special Import License (SIL) is granied for duty free imports of raw materials. components.
intermediaries. consumables, parts, sparcs including mandatory spares and packing materials to main/sub
contractors for the manufacture and supply of products to United nations. Asian Development bank. Export
Processing Zones and Export Onented Units, etc,. SIL’s are quantity based and the input-outpul norms are
as determined by the competent authonty.
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(c} To encourage the attainment of internationally accepted standards of

quality and thereby improve the image of India’s products abroad;

(d) To stimulate India’s exports by facilitating access to required raw
materials, intermediaries, components, consumables and capital goods
from the international markets.

(e) To encourage efficient and internationally competitive import

substitution within the liberalised framework of foreign trade.

() To impart greater transparency in the export import policies and
eliminate or minimise quantitative restrictions, licensing and other

discretionary controls; and

(g) To simplify and streamline the procedures governing exports and

imports.

These various measures which have been announced under the
above policy for the individual years from 1991-92 to 1996-97 are

presented below, separately for exports and imports.

2.3.1. Highlights of Export Promotion Policy Measures
During 1991-92

All the export products were allowed to have uniform EXIM scrips at
rate of 30 per cent of FOB (Free On Board) except for metal-based
handicrafts, newspapers, journals, gems and jewellery which continued to
enjoy the higher benefits of replenishment. The scope of export services
was enlarged and the rate of replenishment of service exports was
increased from 10 per cent to 30 percent of net foreign exchange earnings.
Export houses and Trading Houses were to be strengthened and used as
instruments for promoting exports. The Government allowed for
de-controliing of 116 items by allowing their exports without any

licensing formalities. About 29 items shifted to the Open General License
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(OGL)?. Export Processing Zones (EPZ”s) and Export Processing Units

(EOU’s) were extended to several sectors of the economy.,

During 1992-1993

In October 1992, the Government granted select exporters (i.e.,
those exporters with annual average net foreign exchange earnings of
more than RS. 60 mil. earnings) freely tradable special import licenses
that could be used to import consumer goods specified in the positive
list. Partial convertibility of the rupee was announced. Exporters and
recipients of inward remittances were allowed to receive rupees at the
free market rate for 60 percent of the foreign exchange. For the balance
40 percent, the official exchange rate was applicable. This has been
commonly referred to as the Liberalised Exchange Rate Management

System.

During 1993-94

In this year, the government simplifies the SIL scheme i.e. granting
exporters annually exporting more than FOB Rs. 100 million, SiL’s for an
amount varying between 2 per cent and 4 per cent of gross export
earnings, depending on the average export earnings; decanalised import of
select petroleurmn product and some fertilizers. Full convertibility of the
rupee on trade account was announced. That is, the exporters and those
sending remittances to India could convert respectively all their export

earnings and remittances at the market rate.

< Exports and imports which come under the OGL do not require any licepse/permit
under the previous policies but were subject to license under the policy in existence.
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During 1994-1995

The number of restricted items were further reduced from 439 in
March 1990 to 210 in March 1994,

During 1995-1996 and 1996-97

ltems subject to control were reduced to 210 in 1994, Export taxes
were abolished. Export subsidies were streamlined. Direct subsidies, in
particular, were to be gradually eliminated and sector specific subsidies
were to be replaced by more general schemes such as not taxing export
profits and duty drawback schemes. In 1997-98 export houses and trading
houses were strengthened and used as instruments for export promotion.
They were fully exempted from paying the Minimum Alternate Tax (MAT).
The Export Processing Zone and Export Oriented Unit facility was extended

to several sectors.

2.3.2. Highlights of Import Liberalisation Policy Measures

During 1991-92

The range of items that could be freely imported was widened through
abolition of import controls. Though consumer goods remained restricted,
almost all items of capital goods, raw materials, and intermediaries could be
freely imported subject to payment of customs duties. This was done
through the introduction of megative list of imports’ which removed
discretionary powers of the licensing authorities. For instance, several items

were shifted from more restrictive to less restrictive lists.
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Further, major changes in the import licensing system were effected
by replacing a large part of administrative licensing of imports by import
entitlements linked to export earnings. The import replenishment system
was enlarged, re-structured and re-named EXIM scrips*. EXIM scrips were
to be tradable and the premium on the scrips set by the market was
expected to represent further incentives to exporters. The scrips also

served as a means of allocating imports to market forces.
During 1992-93

All essential imports are to be financed by the foreign exchange
surrendered at official rates while most of other imports {except restricted
and banned items) free foreign exchange from the market was allowed. The
customs duty on imports was rationalised. The general duty on project
capital goods was reduced from 80 per cent to 60 per cent. In the case of
capital goods, the import duty was reduced from 50 per cent to 60 per

cent.

During 1993-94

The number of restricted items was reduced to 215. Of these 16 were
prohibited, 109 licensed, 34 canalised and 56 subject to specified terms

and conditions.

During 1994-95

Additional steps were taken to liberalise import of consumer goods.

The Government placed sugar, pulses, edible oils, butter oil and skimmed

* It forms a part of the import compression measure where-in imports are linked to
exports. The traders could buy the scrips from the EXIM Scrips market and trade them
to enable them to import any item from the OGL list.
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milk powder on free import list. Textiles and garments were placed on the

list of items that could be imported through special import license.
During 1995-96

The EXIM policy was further liberalised. For instance, the negative
list was pruned which now contains 3 prohibited items and 65 restricted
items. The import of gifts no longer requires a customs clearance permit.
The Special Import License (SIL) facility was extended to domestic capital
goods suppliers. Additional SIL was announced for smali-scale industries
for exploration of new markets. The threshold limit of zero duty imports

was cut to Rs. S crores for agriculture and allied sectors.

During 1996-97

The import of capital goods under export promotion and capital
goods schemes (EPCG) was cut to 10 per cent. The threshold limit for

zero duty imports was Rs. 20 crores.

In continuation of the EXIM Policy (1992-97), a new EXIM policy
for (1997-2000) has been formulated. The new policy reflects further
strengthening and consolidation of liberalisation process initiated in the
previous EXIM policy 1992-1997. The policy for the first time emphasised
transperancy in export and import policies and sought to maximise gains
in terms of growth, efficiency, productivity, employment diversification
and quality from the expanding global market operations. Some of the

highlights of the policy are as follows:
e The restricted list of imports has been substantially pruned. Import of
542 items has been liberalised which includes about 150 items that

can now be imported against SIL. Restrictions have been placed on
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five items on grounds of environment, safety, strategic importance,
public health and security.

The Export Promotion Capital Goods Scheme (EPCG) has been further
streamlined. Capital goods including spare parts upto 20% of the
cost, insurance and freight value of the capital goods may be imported

at a concessional rate of customs duty subject to an export obligation

to be fulfilled over a period of time.

Value-based advance licensing scheme discontinued, a new simplified

passbook scheme has been introduced.

The SIL facility has been extended to domestic capital goods
suppliers. Additional SIL has been announced for small-scale

industries for exploration of new markets.

The threshold limit for zero duty imports {which was earlier 20 crores)

has been cut to 5 crores for agriculture and allied products.

It might be added here that the Modified EXIM Policy for 1999-

20003 has carried on the trade policy liberlisation further. For instance,

' Latest EXIM Policy (2000-2001)

The EXIM policy for the year 2000-2001 was announced on 31 March 2000 with the basic objective of

increasing exports for creation of employviuent shd promote high economic growth. The Policy is expected to
provide fillip to gems and jewelry exports, soflware, ugro-chemicals, blotechnology, rationalise export
promotion scheines and simplify procedures to cut down transaction costs.

[ ] L ] L] . .« & & & e a L] - .

The major highlights of the new policy are as follows:

China-1ype Special Economic Zones to have [YTA sale facility
Quantitative restrictions on 714 consumer items were reoloved

Ks. 250-crore fund to assist states in expon eflorts

Special focus on jewelry, software, phiarma and biotech exports
Diamond dollar Account scheme introduced

Customs bonding for infotech and other serviced sectors go

EPCG Scheme extended o all sectors on 5 per cent duty payment.
Post-export duty frec replenishment scheme introduced
Pre-export Duty Entitement Passbook Schieme(DEPB) was abolished
Post-export DEPB scheme till March 2002

Extant Rs. 20 crore threshold limit removed for new DEPB rates
SIL list brought down from 685 to 220, and

More benefits to EOU's engaged in granile and related units.
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about 894 items being shifted to the Free list from the current negative list
and another 414 items being placed in the SIL list. After this only 667
items have remained in the restricted list; duty free import of consumables
upto certain limits for gems and jewelry, handicraft and other sectors; and

no additional customs duty on import of capital goods under zero duty
EPCG scheme in Marine and Electronics sector.

2.4. Indicators of India’s Foreign Trade Performance During Reform

Years

One of the important indicators to analyse the impact of foreign
trade policy Reforms is to look at the changes country’s export and
imports. For instance, an increase in the size of trade of a country is an
important indicator of the positive effect of trade policy Reforms on the
domestic economy. Thus, a description of the trends in size, growth,
composition and direction of export and import trade will reveal the status

of the economy subsequent to launching of Reforms.

In what follows, the performance of India’s foreign trade in terms of
alternative aggregate indicators of the trade policy reforms since 1991 is
described*. The purpose of this description is to understand the direction
of policy changes in the recent past and to provide factual bases for
developing a plausible methodological framework for empirically estimable

impact of trade policy Reforms in India.

! No attempt has been made to present pre-reform performance of India’s trade policy since it is documented
excellently in Joshi and Littde (1994)
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2.4.1 Degree of Openness to Trade

An important aggregate performance indicator of trade policy is the
changing degree of openness to trade. An increasing degree of openness

to trade underlines a closer integration of Indian economy with the world
economy through increased international trade.

The degree of openness is the ratio of total value of exports and
imports to GDP. The degree of openness (expressed in percentage term)
during 1991-92 to 1996-97 are given in Table 2.1. The degree of
openness has increased from 16.7 percent in 1991-92 to 23.2 per cent in
1995-96 and stood at 22.2 in 1996-97. However, the degree of openness
of the Indian economy has considerably reduced in the last couple of
years. It was 20.10 in 1997-98 and further declined to 14.53 in the year
1998-99.These trends are also clearly visible in the Figure 1 on India’s
degree of openness to trade (%).

Changes in the degree of openness is attributable to changes in
exports and/or imports, given the GDP. This is evident in Table 2.2,
which gives trends in aggregate value exports and imports from 1991-92
to 1996-97. The trends show that both exports and imports have been
showing fluctuations since 1991. Exports stood at Rs. 44041 crore in
1991-92 and increased to Rs. 53688, Rs. 69751, Rs. 82674 crore in
1992-93, 1993-94, 1994-95 respectively. From the peak of Rs. 1,06,333
crore in 1995-96, the exports reached Rs. 1,18,817 crore in 1996-97 and
further increased to Rs. 1,26,286 crore in 1998-99. On the other hand,
imports stood at Rs 47851 in 1991-92, increased quite substantially to
Rs. 63375, Rs. 73101, Rs.89971 crore in 1992-93, 1993-94, 1994-95
respectively. Imports which declined from Rs. 1,22,628 crore in 1995-96,
have increased to Rs. 1,38,920 crore in 1996-97 and to Rs 1,511,553
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crore in 1997-98, have marginally declined to Rs. 1,32,447 crore in
1998-99,

Indian exports as a percentage of world exports did increase but
only marginally from 0.59 per cent in 1994-G95 to 0.62 per cent in 1996-
97 and stood at 0.61 per cent in 1998-99. However, the decline in
exports is lesser as compared to decline in imports indicating that the

various EXIM policies are gradually moving in favour of export

promotion.

It should be emphasised that although the rate of growth of
imports has declined, it continues to be greater than exports and thereby
increasing the trade imbalance contributing to the increase in the
current account deficit. Since the imports have been higher than exports,
the trade balance continues to be negative. And trade balance, being the
crucial and the most important determinant of current account balance
has always shown negative sign as that of the trade balance. These facts

are ev.ident in Table 2.3.

In particular, Table 2.3 indicates that the trade policy Reforms
have not brought about a positive impact on India’s trade balance and
current account balance. Since the inception of Reforms, India’s trade
balance has shown fluctuating trends. From Rs.-3,180 crore in 1991-92,
it climbed to Rs. -9,678 crore in 1992-93, declined to Rs. -3,350 in
1993-94, increased again to Rs. -7,927 crore in 1994-95 and shot up to a
whopping Rs. -16,325 crore in 1995-96 and then on has increased to Rs.
-20,103 crore in 1996-97 and Rs. -16,325 in 1997-98. It stood at a high
of Rs. -30,597 crore in 1998-99. Further, trade balance as a percentage
of GDP also shows fluctuating trends. It was -1.1 per cent in 1991-92
and increased to -2.7 per cent in 1995-96 but declined to - 2.4 per cent
in 1996-97, -3.8 per cent in 1997-98 and stood at -3.1 per cent in 1998-
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99. The current account deficit as a percentage of GDP has also shown
similar fluctuating trends. It stood at —0.4percent in 1991-92, increased
to 0.1 per cent in 1993-94, again reduced to —1.7 per cent in 1997-98
and stood at -1.6 percent in 1998-99. A graphical presentation of the
trends in select variables in Table 2.2. and Table 2.3 is given in Figure 3.

2.4.2 Reduction of Subsides

Another major indicator of the impact of trade policy Reforms in
India is the reduction of export subsidy to make Indian goods more price
competitive in the international market. Export subsidies of the Union
government come under the non-plan revenue expenditure. Table 2.4
presents some basic numbers with regard to export subsidies in India i.e.

subsidies for foreign trade and export promotion.

Total subsidies of the Union Government comprise of (a) major
subsidies and (b) minor or other subsidies. The major subsidies comprise
food, indigenous (urea) fertilizers, imported urea fertilizer, fertilizer
subsidy to small and marginal farmers, export promotion and market
development, and sale of decontrolled fertilizer with concession to
farmers. The minor or other subsidies include subsidies for mill-made
cloth, handloom cloth, export/import of sugar, edible oils and interest

subsidies.

An important item under the major subsidies is the subsidy given
to export promotion and market development. An interesting thing in the
analysis of subsides is the role of export subsidies as a percentage of
major subsidies. Prior to the inception of Reforms in 1991-92 the export
subsidies as a percentage of major subsidies had increased from 14.4 per
cent in 1985-86 to 28.6 per cent in 1990-91. And since the inception of

Reforms in 1991-92 export subsidies and market development as a
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percentage of major subsidies have been continuously declining. For
instance, it reduced from 17.9 per cent in 1991-92 to 5.7 per cent in
1994-95, 2.6 per cent in 1995-96 and increased marginally to 2.8 per cent
in 1996-97, declined to 2.6 per cent and 2.3 per cent in 1997-98 and
1998-99 respectively and again increased to 2.8 per cent in 1999-2000.
This is quite contrary to the fact that major subsidies as a percentage of
total subsidies still continue to be high. Even when one looks at foreign
trade and export promotion as a percentage of total subsidies we notice
that it has declined from 14.9 per cent in 1991-92 to 2.6 in 1997-98, 2.4
per cent in 1998-99 and has increased to 4.0 per cent in 1999-2000. This
decline in subsidies for foreign trade and export promotion is, however, in

line with one of the objectives of trade policy Reforms in India.

2.4.3. India’s Composition of Foreign Trade

An important aspect of the trade of a country is its composition.
Imports are indicative of what types of goods a country lacks and how
much of them it needs or is able to get. Exports bring out the fact about
the goods that a country has and how much of these it can and is
willing to sell. Seen over a period of time changes in the composition of
trade mirror the developments taking place in the domestic structure of
production. For example, an industrialising country would import
largely capital goods and export non-industrial products. A highly
industrialised economy would import raw materials and goods in which
it does not have comparative advantage, and exporting largely industrial
goods. Thus, the composition of trade can enable one to know the level

of development of a country and its economic structure.

In India, imports are basically classified into bulk imports and

non-bulk imports. Bulk imports are further divided into Petroleum, Oil
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and Lubricants (POL) and non-POL items such as consumption goods,
fertilizers, iron and steel. Non-bulk items comprise of capital goods

(mainly electrical and non-electrical machinery), pearls, precious and
semi-precious stones and other items.

The annual growth and percentage share in total of select group of
import goods are presented in Table 2.5. It is evident that there has been
a decline in the growth of import of certain commodity groups like food
and allied products though there have been exceptions also. The annual
growth of import of food and allied products which stood at -22.0 per-
cent in 1991-92 increased to 63.2 per cent in 1992-93, declined to -20.7
per cent in 1993-94 and drastically rose to 163.2 per cent in 1994-95,
and stood at -12.4 percent and 19.7 per cent in 1995-96 and 1996-
97.Again there was sudden spurt in the annual growth of import of food
and allied products in the year 1997-98 to 80.76 per cent and declined
suddenly to 1.01 per cent in 1998-99. The growth of import of petroleum,
oil and Lubricants (POL) has also increased over the years. The imports
of POL stood at -11.0 per cent in 1991-92 and 27.0 per cent in 1995-96
and 33.8 per cent 1996-97. The import of fertilizers is also on the rise
from -3.1 per cent in 1991-92 to 59.9 per cent in 1995-96 and —45.7
percent in 1996-97. Other commodities which recorded significant
growth of imports is capital goods which stood at 35.3 per cent in 1995-
96 and -10.9 per cent in 1996-97, -7.42 per cent in 1997-98 and finally
further declined to -31.95 per cent in 1998-99. Paper, paperboards and
manufactures, chemical categories show fluctuating trends. The import
of iron and steel has more or less remained constant between 3 per cent
and 4 per cent but has declined from -15.78 per cent in 1997-98 to -
22.93 per cent in 1998-99. Another commodity group, which has shown
significant increase, is Pearls, Precious and Semi-precious stones. The
import of these items stood at —6.0 per cent in 1991-92, 38.1 per cent in
1994-95 and 44.6 per cent in 1996-97, but also marginally declined to
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42.44 per cent in 1997-98. Surprisingly, during 1988-89, the import
share of these itemns has drastically declined to -1.04 per cent.

The percentage share of various commodity groups in India’s
imports reveals that the contribution of food and allied products, has
ranged from 2.2 per cent in 1991-92 to 3.4 per cent in 1996-97, 4.68 per
cent in 1997-98 and 4.54 per cent in 1998-99. Therefore the contribution
of food and allied products has in fact declined. In the same way, the
share of POL has marginally declined from 26.1 per cent in 1996-97 to
22.85 per cent in 1997-98 and 14.9 per cent in 1998-99. Further, the
share of fertilizers marginally increased from 2.4 per cent in 1996-97 to
3.4 per cent in 1997-98 and again declined to 1.2 per cent in 1998-99,
The share of paper and paperboards also declined and so also import of
capital goods. The share of capital goods declined from 28.2 per cent in
1995-96 to 23.9 per cent in 1996-97 and further to 17.5 per cent in
1997-98 and 16.4 per cent in 1998-99. Finally the share of commodities
under the group others has also declined from 24.2 per cent in 1996-97
to 5.3 per cent in 1997-98 and stood at 10.06 per cent in 1998-99.

Next, the growth and composition of exports of India are broadly

classified into four categories:

(i) Agriculture and allied products which include coffee, tea, oil cakes,
tobacco, cashew kernels, spices, sugar, raw cotton, rice, fish and
fish preparations, meat and meat preparations, vegetable oils,

fruits, vegetables and pulses
(ii) Ores and minerals include manganese ore, mica and iron ore;

(iiij Manufactured goods include textiles and ready-made garments,
jute manufactures, leather and footwear, handicrafts including
pearls and precious stones, chemicals and engineering goods and

iron and steel and
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(iv)  Mineral fuels and lubricants.

Table 2.6 reveals that in the recent past that there has been a
continuous decline of exports of Agriculture and Allied products from 9.3
per cent in 1991-92 to 11.1 per cent in 1996-97 except for 1993-94 when
it was 27.4 per cent and in 1995-96 it recorded a high of 45 per cent.
However, export of Agriculture and Allied products recorded a high of
19.79 per cent in 1997-98 to a fall of 8.30 per cent in 1998-99. Exports
of Ores and Minerals have shown fluctuating trends with 11.2 per cent in
1991-92 to -20.3 per cent in 1992-93, 20.4 per cent in 1993-94, declined
to 11.3 per cent in 1994-95, rose to 18.9 per cent in 1995-96 and again
declined to -2.4 per cent in 1996-97, -14.24 per cent in 1997-98 and -
37.08 per cent in 1998-99. The only commodity group, which has shown
a rising trend till 1995-96 is the manufactured goods. For instance, the
growth of manufactured goods stood at 0.7 per cent in 1991-92, 6.2 per
cent in 1992-93, 19.8 per cent in 1993-94, declined to 16.3 per cent
1995-96 and further decreased to 3.6 per cent in 1996-97, increased
again to 4.29 per cent in 1997-G8 and showed a decline of -11.45 per
cent in 1998-99. Even the exports of crude and petroleum products have
continuously declined from -20.9 per cent in 1991-92 to 14.8 per cent in
1992-93 and stood at 6.1 per cent in 1996-97, declined to -29.01 per
cent in 1997-98 and -71.05 per cent in 1998-99. The category of “Other
exports” has also shown persistent decline from -94.2 per cent in 1991-
92 to -35.5 per cent in 1996-97. It stood at 2.35 per cent in 1997-98 and
94,27 per cent in 1998-99.

When we look at the percentage shares of these commodity groups
in country’s total exports, the share of exports of agriculture and allied
products remained more or less the same. It stood at 17.9 per cent in
1991-92, 20.4 in 1996-97, and declined to -12.17 per cent in 97-98 and
-14.86 per cent in 98-99. On the other hand, export share of Ores and
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Minerals has marginally declined from 5.2 per cent in 1991-92 to 3.5 per
cent in 1996-97. It stood at 3.1 per cent in 1997-98 and 2.4 per cent in
1998-99. Most importantly, export share of manufactured goods to total
exports has been consistently ranging between 73 per cent to 73 per cent
throughout. The export share of Crude and Petroleum products has also
declined from 2.3 per cent in 1991-92 to 1.5 per cent in 1997-98 and 0.4
per cent in 1998-99. On the contrary, the contribution of the commodity
group others has also increased from 1.0 per cent in 1991-92 to 1.03 per
cent in 1997-98 and 10.06 per cent in 1998-99,

India’s traditional exports consisted of raw jute and manufactures,
raw cotton and manufactures, tea, oil seeds, hides and skins, etc, For a
long time before independence and even after planned economic
development started, India exported mainly these goods. Some of these
goods have continued to be important even now. But since 1960 due to
the impact of industrialisation, exports of non-traditional items are
gaining in importance. These items consist of engineering, goods,
handicrafts which include pearls, precious and semi-precious stones and
jewelry, iron and steel, iron ore, chemicals, readymade garments, fish
and fish preparations. These goods constitute more than S0 per cent of
India’s exports now. Recently, India’s software exports are also doing

extremely well.
2.4.4 India’s Direction of Trade

Under this head, the country-wise sources of our imports, and

country-wise destination of our exports are described.

The Organisation for Economic Co-operation and Development
(OECD) region (including USA, European Union and Japan), Asia and

Latin America are the main destinations of our exports. While OECD
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countries as a group maintained their share (around 30 per cent) in our
total exports in 1997-98, the share of advanced industrial economies as
a whole declined due to depressed demand in Western Europe and
Japan. There was marginal improvement in the share of EU due to
mainly higher exports in Belgium, France and Italy. While our exports to
the USA have recovered well in current year (they stood at 1.6 per cent in
1996-97 and 19.5 per cent in 1997-98 and 21.78 per cent as compared
to 17.3 per cent in 1995-96) the share of our exports to the East-Asian
countries marginally increased from 14.2 per cent in 1995-96 to 14.24
per cent in 1996-97, declined to 12.63 per cent in 1997-98 and 10.68 per
cent in 1998-99. These facts are presented in Table 2.7.

As regards the sources of imports, imports from EU, USA, and
Japan have declined over the years. However, imports from OPEC stood
at 18.9 per cent in 95-96 and further increased to 26 per cent in 1996-
97 and stood at 23.1 per cent in 1997-98 and marginally decreased to
18.11 per cent in 1998-99. Imports from Russia range between 1.7 per
cent in 1992-93 to 1.6 per cent in 1996-97 and 1.7 per cent in 1997-G8,
to 1.26 per cent in 1998-99 with a high of 2.3 per cent in 1995-96. In
addition, imports from South-east Asian countries has increased from 8
per cent in 1993-94 to 10.2 per cent in 1995-96 and stood at 10 per cent
in 1996-97 and stood at 10.04 per cent in 1998-99. Finally, imports from

other countries have marginally declined.

The trends in the direction of India’s trade also show that India has
found new trading partners. This is in consonance with the basic
objective of India’s trade policy Reforms i.e. increasing India’s exports
which can be done through diversifying India’s export destinations.
Before independence UK was the main partner of India, accounting for
34 per cent of India’s exports and 30 per cent of India’s imports. The

diversification of certain industries along with specialisation in certain
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