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ABSTRACT

This Report analyzes the industrial and trade policies that
would help assure a smooth transition from the highly
protected industrial environment of the past, in which
direct controls were a key means of allocating resources, to
a more open environment in which competitive forces have a
much greater role in shaping investment, output and pricing
decisions. After a surveying recent economic developments
(Chapter 1) and analyzing of progress and problems in
domestic resource mobilization (Chapter 2), the report
examines the past framework of domestic regulatory policies
and incentives for industrial development, the impact of
these policies on industrial structure and performance, the
recent changes in industrial policies, and extensions of
these measures that would accelerate the transition (Chapter
3). As domestic regulatory policies have been closely
linked to external trade policies, the following chapter
examines ways in which trade policies have protected
domestic industry, the effects of this protection on
manufacturing performance, and the measures which could be
taken over time to restore a greater degree of
competition--both with imports and in export markets. The
report concludes that reforms of domestic and external
regulatory policies would need to be made simultaneously
over the medium term to effect a successful transition to a
more competitive, efficient and faster growing industrial
sector. Chapter 5 ends with a call for a significant
increase in concessional assistance to provide the resource
cushion needed to reduce the risks of BOP problems--and thus
to help assure the success of the liberalization process
that is already underway.
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CURRENCY AND OTHER EOUIVALENTS

Currency

Prior to June 6, 1966: US$1.00 = Rs 4.7619
Rs 1.00 = US$0.21

From June 6, 1966 to mid-December 1971: US$1.00 = Rs 7.50
Rs 1.00 = US$0.13333

Mid-December 1971 to end-June 1972: US$1.00 = Rs 7.27927
Rs 1.00 = US$0.1374

After end-June 1972: floating rate

Rate end-March 1987 US$1.00 = Rs 12.87
Rs 1.00 - 0.0777

Rupee values have been converted into dollars by using the prevailing
exchange rates indicated above up to 1970/71. For subsequent years the
following average rates in rupees per US dollar have been used:

1971/72 : 7.444
1972/73 : 7.706
1973/74 : 7.791
1974/75 : 7.976
1975/76 : 8.653
1976/77 : 8.939
1977/78 : 8.563
1978/79 : 8.206
1979/80 : 8.076
1980/81 : 7.893
1981/82 : 8.929
1982/83 9.628
1983/84 : 10.312
1984/85 : 11.887
1985/86 : 12.237

Source: IMF, International Financial Statistics (IFS), line "rf."

In this report an estimate of 12.75 Rupees per US Dollar was used for
1986/87.

Weights

Unless otherwise specified all weight measures are metric.

Years

The Indian fiscal year runs from April 1 through March 31.
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EC NO"IC DEVELOPhENT DATA

GNP PER CAPITA IN 1983 US$260 a/

GROSS DOMESTIC PRODUCT IN 1985/86 b/ ANNUAL RATE OF GROWTH {X. Constant Prices) cJ
61L/2- 65/66- 70/71- 75/76- 80/81-
64/65 69/70 74/75 79/80 84/85

US$S1n X
Gross Domestic Product 199.03 100.0 3.2 3.9 2.9 4.0 5.4
Gross Doaestic Investeent 48.96 24.6 6.2 2.6 5.2 5.5 4.3
Gross National Saving 45.30 22.8 9.0 4.6 5.3 5.1 4.0
Current Account Balance 3.67 1.8 - -- - -

OUTPUT. LABOR FORCE AND
PRODUCTIVITY IN 1981

Value added (at factor cost) Labor Force d/ V.A. Per Worker
USs Bln. X il. X US$ Z of Nat.

Average
Agriculture 52.5 35.9 172.7 70.6 304 50.8
Industry 34.5 23.6 31.6 12.9 1092 182.6
Services 59.2 40.5 40.3 16.5 1469 245.7
Total/Average 146.2 100.0 244.6 100.0 599 100.0

GOVERNMENT FINANCE
General Governeent e/ Central Government

Rs Bln 1 of GOP Rs Oln X of 6DP
1985/86 1981/82-1985/86 1985/86 1985/86 1981/82- 1985/86

1985186
Current Receipts 507.56 19.9 20.8 278.05 10.7 11.4
Current Expenditures 563.52 20.9 23.1 337.45 12.0 13.9
Current Surplus/Deficit -55.96 -1.0 -2.3 -59.40 -1.2 -2.4
Capital Expenditures f/ 198.41 7.0 8.1 173.29 6.2 7.1
External Assistance (netlg/ 22.30 0.9 0.9

HONEY. CREDIT AND PRICES 1970/71 1975/76 1980/81 1981/82 1982/83 1983/84 1984/85 1995/96 February
(Rs Billion outstanding at end of period) 1986 1987

Money and Quasi honey 109.8 224.8 557.7 627.5 728.7 860.9 1023.6 1186.7 1170.7 1372.0
Bank Credit to Government

(net) 54.6 106.3 251.2 306.3 352.6 406.4 502.3 583.2 593.7 714.0
Bank Credit to Comsercial
Sector 64.6 156.2 366.4 434.6 511.6 607.3 709.5 828.0 797.2 904.6

April - Feb
(Percentage or Index Numbers) 85/86 86/87

honey and guasi honey (as a
X of 6DP) 27.3 30.3 43.6 42.5 44.1 44.4 47.7 48.7 48.1 41.6

Wholesale Price Index
(1970/71=100) 100.0 173.0 257.3 281.3 288.7 316.0 338.4 357.8 357.5 37:.0

Annual Percentage changes in:
Wholesale Price Index 7.7 -1.1 18.2 9.4 2.6 9.5 7.1 5.7 5.8 i.5
Bank Credit to Government
(net) 15.0 22.7 28.5 19.1 15.1 15.3 23.6 16.1 18.2 hi 22.4 i/

Bank Credit to Commercial
Sector 19.4 22.7 18.2 18.6 17.7 18.7 16.8 16.7 12.4 h/ 9.3 i/

a/ The per capita 6NP estimate is at market prices, using World Bank Atlas methodology, base period
1981-83. All other conversions to dollars in this table are at the average exchange rate
prevailing during the period covered.

b/ Quick Estimates, Central Statistical Organization. Value of GDP is at market price.
c/ Computed from trend line including one observation before first year and one observation after

last year of listed period. Srowth rate of GDP has been computed using the series for GDP at
factor cost.

di Total labDr force and percentage breakdown from 1981 Census. Excludes data for Assam.
e/ Iransfers between Centre and States have been netted out.
f/ All loans and advances to third parties have been netted out.
g/ World Bank estimates of net disbursement of concessional aid and IBRD.
hi Percentage change from end March 1995 to end Feb 86.
i) Percentage change from end March 1986 to end Feb 87.
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BALANCE OF PAYMENTS 1983/84' 1iB8i5 1985/86 1986/87 MERCHANDISE EXPORTS (AVERAGE 1982/83-85/86 b/
(US$ gln.) ai US$ Mm. " .

Exports of Goods b/ 8667 8746 8956 10249 Engineering Goods 911."- 11.2
Imports of Goods b/ 14360 14400 16066 15757 Tea 507 6.0
Trade Balance b/ -5693 -5654 -7110 -5508 Gems '1141.. 13.4
NFS (net) 1036 1039 1514 2113 Clothing 730 8.6

Leather and Leather Prod. 456 5.4
Resource Balance -4657 -4615 -5596 -3395 Jute Manufacturers 222 2.6

Iron Ore 406 4.8
Cotton Textiles 339 4.0

Interest lncose (net) c/ -526 -838 -1009 -1198 Sugar 70 0.8
Net Transfers d/ 2570 2526 2654 2176 Others 3696 43.2

Total 8518 100.0
Balance on Current Account -2614 -2927 -3951 -2417

Direct Investment 63 62 160 209
Official Loans & Grants (net) 1598 1667 2093 2460 EXTERNAL DEBT, MARCH 31.1986
Gross Disbursements 2198 2235 2722 3400 US$ billion
Asortization 598 548 629 940 Outstanding and Disrubsed 29.74

Undisbursed 15.65
Private Borrowing (net) 873 1366 1210 516 Outstanding incl.Undisbursed h/ 45.39
Non Resident Deposits 570 210 1175 1255
Transaction with IMF (net) 1306 67 -209 -540
All other Items e/ -1015 -202 69 -1334

Increase in Reserves 1-) -881 -263 -547 151
Gross Reserves (end year) f/ 5847 6110 6657 6808 DEBT SERVICE RATIO FOR 1985/86 a/ il
Net Reserves (end year) g/ 1697 217B 2367 3058 20.5X

Fuel and Related Materials IBRD/IDA LENDING. SEPT.30. 1986 a/
Imports (Petroleus) b/ 3473 3182 3943 1802 US$ million
of which: Crude 2240 1571 2902 1170 IBRD IDA

Products 1233 1611 1041 632 Outstanding and Disbursed 3536 9785
Undisbursed 5232 3937

RATE OF EXCHANGE Outstanding incl.Undisbursed 8768 13723

June 1966 to mid-December 1971 US$1.00 - Rs 7.50
Rs 1.00 = US$0.13333

Mid-December 1971 to end-June 1972 US$1.00 = Rs 7.2797
Re 1.00 - US$0.137376

After end-June 1972 Floating Rate

Spot Rate end-March 1987 USSI.00 = Rs 12.87
Rs 1.00 * USS0.0777

a! Estimated
b/ Net of crude petroleum oil exports.
c! Figures given cover all investsent income (net). Major payments are interest on foreign

loans and charges paid to IMF; and major receipts are interest earned on foreign assets.
dl Figures given include workers' remittances but exclude official grant assistance, which is

included within official loans and grants, and non-resident deposits which are shown
separately.

ei Includes exchange rate adjustments to the valuation of reserves and financing of
imbalances in rupee trade.

ti Excluding gold.
g/ Excludes net use of IMF credit.
h/ Includes IMF.
iX Amortization and interest payments on foreign loans as a percentage of total current

receipts.



1986 SOCIAL INDICATOR DATA SHEET

INDIA
Reference Groups (MRE)

Most
Recent Low-income Mid-income

t965 1973 Estimate Asia & Pac Asia & Pac:

AREA
Total land area (thou sq kn) 3287.6 3287.6 3287.6
Agricultural (% of total) 53.9 54.5 54.8

CN PER CAPITA (US$) 260.0 283.7 1021.2

POPULATION AND VITAL STATISTICS
Total population (thou) 487324.1 586182.1 749184.1
Urban pop. (% of total) 18.3 20.2 24.7 23.0 34.6
Population growth rate(%):

Total 2.3 2.3 1.9 2.3
Urban 4.0 4.2 3.7 4.2

Life expect. at birth (yrs) 44.9 48.7 55.8 61.9 60.6
Population projections:

Pop. in 2000 (mill) 994.3
Stationary pop. (mill) 1700.1

Population density per sq km
of agricultural land 274.9 327.0 415.5 317.0 176.5
Pop. age structure (%):

0-14 yrs 42.4 42.7 39.7 36.1 38.7
15-64 yra 53.9 54.3 56.2 59.5 57.7
65 and above 3.7 3.0 4.0 4.5 3.6

Crude birth rate (per thou) 45.2 39.3 32.9 27.1 29.7
Crude death rate (por thou) 20.7 16.4 12.1 9.7 9.4
Total fertility rat* 6.3 5.6 4.6 3.6 3.8
Infant mort. rate (per thou) 151.0 132.6 90.1 66.3 64.7
Child death rate (per thou) 23.0 19.3 10.7 7.4 6.9
Family planning:

Acceptors. annual (thou) 2,985.0 4,369.0 6,826.0 a
Users (% of marriod women) 16.5 32.0 49.1 56.2

FOOO HEALTH AND MNTRITION
Index of food production per
capita (1974-76 * 100) 91.5 102.0 114.1 123.2 115.8
Per capita supply of:

Calories (% of reauirmnts) 95.7 83.8 95.7 102.8 110.3
Protetns (grams per day) 53.2 50.5 52.0 56.7 50.0

Pop. per physician (thou) 4.9 4.2 3.7 3.1 7.9
Pop. per nurse (thou) 6.4 6.7 5.0 4.4 1.8
Pop. per hospital bed (thou) 1.7 1.5 1.4 1.1 0.6
Access to safe water

(% of population): Total 17.0 41.0 a 44.2 44.1
Urban 60.0 77.0 a 75.9 64.6
Rural 6.0 31.0 a 34.7 34.4

Population Growth Infant Mortality Primary School Enrollment

-(xv)-~~~~~~~
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1986 SOCIAL INDICATOR DATA SHEET

INDIA
Reference Groups (MRE)

Most
Recent Low-income Mid-Income

1965 1973 Estimate Asia & Pac Asia & Pac

LAWR FOACE
Total Labor Force (thou) 198950.4 230194.6 286967.4

FQai1e (%) 32.0 32.6 31.6 34.2 34.6
Agriculture (X) 73.0 71.2 69.7 a 68.6 53.3
:nostry (X) 11.9 12.7 13.2 a 15.6 16.6

Participation rate (X):
Tetal 40.8 39.3 38.3 41.8 38.8
Male-. 53.8 51.2 50.8 53.5 50.7
Fcmale 27.0 26.5 25.0 29.4 26.9

Age dependency ratio 0.9 0.8 0.8 0.7 0.7

KWSI E
AveraVo siz- of household:

Tota1 .. 5.6
Urban .. 5.6
Ru.'al .. 5.6 .. .

Perscntage of dwollings with
o.lctricity:

Total
Urban
Rural

E: ,C,'2ON
Enrollment rates:

Primary: Total 74.0 73.0 85.0 94.8 109.5
Male 89.0 90.0 100.0 104.2 111.6
Female 57.0 56.0 68.0 78.7 107.3

Secondary: Total 27.0 26.0 34.0 33.0 47.8
Male 41.0 36.0 44.0 40.5 50.2
Female 13.0 15.0 24.0 24.7 44.7

.Pup1 -Teacher ratio:
Primary 40.5 42.6 55.4 38.2 29.6
Secondary 22.8 20.9 .. 18.2 21.8

Pupils reaching grade 6 (X) .. 38.0 .. 56.2 74.6

INCME. CONSUMPTION. AND POVERTY
Energy consumption per cap.
(k. of oil equivalent) 100.1 122.9 187.0 316.5 510.2
Percentage of private Income
received by:

Vighest 10% of households 35.2 33.6
ighest 20% 48.9 49.4
Lowest 20% 6.7 5.9
.owest 40% 17.2 16.2

Es°. absolute poverty income
level (USS per capita):
Lrban .. .. 132.0 b .. 181.8
Rural .. .. 114.0 b .. 135.6

Ect. pop. below absolute
poverty income lav-l (%)

Urban .. .. 40.3 b .. 27.0
Rural .. .. 50.7 b .. 43.0

Passenger cars/thou pop. 0.9 1.2 .. 0.5 5.7
Newspap.r circulation
(per thousand population) 13.0 15.1 .. 28.4 62.7

EPO July 1986
Not mllabbb

N4ote: soup aerages ar population weighted. Country coverage depends on date oavalabifity and is not uniform. Unless otherwise
noted. 16 refrfs to any yer betwen 1962 and 1966; 1973 between 1970 and 1976; and most recent estimate between 19t2 and 19S5.
0. 1~. b. 1979.
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Definitions of Social Indicators

The definition of a particular social indicator may Infant (age 0-1) mortality rare - Number of infants
vary among countries or within one country over per thousand live births who die before reaching one
time. For instance, different countries define "urban year of age, in a given year.
area" or "safe water" in different ways. Child (age 1-4) mortality rate - Number of deaths

of children, age 1-4, per thousand children in the
AREA (thousand square kilometers) same age group in a given year. For most developing
Total - Total surface area comprising land area and countries these data are derived from models using
inland waters. information on infant mortality rates.
Agricultural (percentage of total) - Estimate of agri- Familv planning - acceptors, (thousands) - Annual
cultural area used for crops. pastures, market and number of acceptors of birth-control measures re-
kitchen gardens or to lie fallow, as percentage of ceived under the auspices of a national family plan-
total. ning program.

Familv planning - users (percentage of married wom-
GNP PER CAPITA (US$) - GNP per capita esti- en) - Percentage of married women of child-bearing
mates at current market prices, calculated by the age who are practising, or whose husbands are
conversion method used for the WVorld Bank Atlas, practising. any form of contraception. Women of
1986. child-bearing age are generally women aged 15-49,

although for some countries contraceptive usage is
POPULATION AND VITAL STATISTICS measured for another age group.
Total population - mid-Year (millions)
Urban population (percentage of total) - Different FOOD, HEALTH AND NUTRITION
countries follow different definitions of urban popu- Index offoodproduction per capita (1974 - 76 = 100)
lation. Such differences may affect comparability of - Index of per capita annual production of all food
data among countries. commodities. Production excludes animal feed and
Population growth rate (percent) - total and urban - seed for agriculture. Food commodities include pri-
Annual growth rates of total and of urban popula- mary commodities (for example, sugarcane instead
tions. of sugar) which are edible and which contain nu-
Life expectanty at birth i'ears) - Number of years a trients (for example, tea and coffee are excluded).
newborn infant would live if prevailing patterns of Commodities include nuts, fruits, pulses, cereals,
mortality for all people at the time of its birth were vegetables, oil seeds, sugarcane and sugar beets,
to stay the same throughout its life. livestock, and livestock products. Aggregate produc-
Population projections tion of each country is based on national average

Population in 2000 - The projection of population producer price weights.
given total population by age and sex, fertility and Per capita supply of calories (percentage of require-
the demographic parameters of mortality rates, and ments) - Computed from energy equivalent of net
migration in the base year 1980, until the population food supplies available in country per capita per day.
reaches a stationary state. Available supplies comprise domestic production,

Stationarv population - The projected population imports less exports, and changes in stock. Net
level when zero population growth is achieved: i.e., supplies exclude animal feed, seeds for use in agri-
the birth rate is constant and equal to the death rate, culture, quantities used in food processing, and loss-
the age structure is stable, and the growth rate is es in distribution. Requirements were estimated for
zero. 1977 by the Food and Agriculture Organization
Population density, agricultural land - Population per (FAO) based on physiological needs for normal
square kilometer (100 hectares) of agricultural area. activity and health considering body weights, envi-
Population age structure (percent) - Children 0-14 ronmental temperature, age and sex distribution of
years, working age 15-64 years, and people of 65 population.
years and over as percentages of population. Per capita supply of protein (grams per day) - Protein
Crude birth rate - Annual live births per thousand content of per capita net supply of food per day. Net
population. supply of food is defined as above. Requirements for
Crude death rate - Annual deaths per thousand all countries established by United States Depart-
population. ment of Agriculture provide for minimum allow-
Totalfertility rate - The average number of children ances of 60 grams of total protein per day and 20
that would be born alive to a woman during her grams of animal and pulse protein. These standards
lifetime if during her childbearing years she were to are lower than those of 75 grams of total protein and
bear children at each age in accordance with prevail- 23 grams of animal protein as an average for the
ing age-specific fertility rates. world, as proposed by FAO.
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Population per physician - Population divided by group of individuals who share living quarters and
number of practising physicians qualified from a main meals. A boarder or lodger may or may not be
medical school at university level. included in the household for statistical purposes.
Population per nursing person - Population divided Percentage of dwellings with electricity - total, urban,
by number of practising graduate nurses, assistant and rural * Conventional dwellings with electricity in
nurses, practical nurses and nursing auxiliaries. living quarters as percentage of all dwellings.
Population per hospital bed - Population divided by
number of hospital beds available in public and pri- EDUCATION
vate, general and specialized hospitals, and reha- Enrollment Rates
bilitation centers. Hospitals are establishments Primary School Enrollment - total, male andfemale
permnanently staffed by at least one physician. Es- - Gross enrollment of all ages at primary level as a
tablishments principally providing custodial care are percentage of primary school-age children. While
not included. many countries consider primary school age to be
Access to safe water (percentage ofpopulation) - total, 6-11 years, others have wider age groups. Differ-
urban, and rural -People (total, urban, and rural) with ences in country practices in the ages and duration
reasonable access to safe water supply (includes treat- of school are reflected in the ratios given. For some
ed surface waters or untreated but uncontaminated countries with universal education, gross enrollment
water such as that from springs, sanitary wells, and may exceed 100 percent since some pupils are youn-
protected boreholes). In an urban area a public foun- ger or older than the country's standard primary-
tain or standpost located not more than 200 meters school age.
from a house may be considered within reasonable Secondary School Enrollment - total, male and
access of that house. In rural areas reasonable access female -Computed in a similar manner, but includes
would imply that members of the household do not pupils enrolled in vocational, or teacher training
have to spend a disproportionate part of the day secondary schools, for pupils usually of 12 to 17
fetching water. Absent and incomplete responses, and years of age.
large variations between countries, may affect the Pupil-teacher ratio -primary, and secondary - Total
validity of the overall results of the country and students enrolled in school divided by the total
regional comparisons. In addition, certain definitions number of teachers.
and classifications such as urban and rural, reason- Percentage pupils reaching grade six - The percen-
able access to safe water in rural areas, safe water tage of a cohort of 1,000 pupils starting primary
sources (when they are not subject to laboratory school that persist into grade six.
control) vary considerably from country to country
and thus affect comparability of the data. INCOME, CONSUMPTION, AND POVERTY

LABOR FORCE Energy consumption per capita (kilograms of oil equi-
Total labor force (millions) - Economically active valent) - Annual consumption of commercial pri-
persons, including armed forces and unemployed but mary energy (coal and lignite, petroleum, natural
excluding housewives and students. Definitions in gas, and hydro, nuclear and geothermal electricity).
various countries are not comparable. Private income distribution - Income (both in cash
Female (percent) - Female labor force as a perben- and kind) accruing to percentile groups of house-
tage of total labor force. holds ranked by total household income.
Agriculture (percent) - Labor force in farming, Passenger cars (per thousand population) - Includes
forestry, hunting and fishing as a percentage of total motor cars seating fewer than eight persons; ex-
labor force. cludes ambulances, hearses and military vehicles.
Industry (percent) - Labor force in mining, construc- Newspaper circulation (per thousand population) -
tion, manufacturing and electricity, water and gas as Average circulation of "daily general interest news-
a percentage of total labor foree. paper," defined as a periodical publication devoted
Participation rate (percent) - total, male, andfemale primarily to recording general news. It is considered
- Participation rates are computed as the percentage to be "daily" if it appears at least four times a week.
of population of all ages in the labor force. These are Estimated absolute poverty income level (USS per
based on International Labour Office (ILO) data on capita) - urban and rural - Absolute poverty income
the age-sex structure of the population. level is that below which a minimal nutritionally
Age dependency ratio -Ratio of population under 15, adequate diet plus essential nonfood requirements
and 65 and over, to the working age population (age are not affordable. These estimates are very approx-
15-64). imate measures of poverty levels, and should be

interpreted with considerable caution.
HOUSING Estimated population below absolute poverty income
Average size of household (persons per household) - level (percent) - Percentages of urban and rural
total, urban, and rural - A household consists of a populations who live in "absolute poverty."



EXECUTIVE SUMMARY

1. This report examines growth in the Indian economy, the policies
that have been shaping domestic resource mobilization and balance of
payments performance, and the economy's future prospects. The report
takes a special look at the performance of the industrial sector, which
has been the subject of intense development efforts, with mixed results,
for three decades. It examines the past policy environment, the changes
being introduced, and prospects for the transition from a highly protected
environment, in which direct controls have been a key means of allocating
resources, to a more open environment in which competitive forces are
shaping investment, output and pricing decisions.

A. RECENT ECONOMIC DEVELOPMENTS

1. Economic Growth

2. The last two years have seen a good growth performance: GDP grew
at an average rate of about 5%, so the Seventh Plan is off to a
commendable start. The 1980's to date are showing that growth of at least
5% a year is achievable. Investment is being sustained at nearly 25% of
GDP. A consistent 92-94% of this investment is being financed by domestic
savings, which have been growing. The buoyancy of savings is, however,
confined to the private sector; despite a successful tax reform that
increased public revenues dramatically, and some improvement in internal
resource generation by public enterprises, public sector savings are
declining as a percentage of GDP. The consequent rise in deficit
financing is putting some pressures on money, prices, imports and the
overall balance of payments. The trade balance improved in 1986/87, and
the current account deficit fell to US$2.4 billion, or from 2.0% to 1.1%
of GDP. This improvement largely reflected higher export growth and the
positive impact of lower oil prices on India's terms of trade (imports
other than petroleum, petroleum products, and fertilizers have been rising
rapidly). India's gross reserves rose by about US$150 million during
1986/87.

3. With growth of 5% a year, the process of poverty alleviation
observed over the 1977/78 to 1983/84 period is doubtless continuing, aided
by direct interventions aimed at specific target groups. Various studies
indicate large differences in the cost-effectiveness of these
interventions, in the regional and inter-personal distribution of income
growth, and in access to health care, nutrition, and primary and
non-formal education programs. The incidence of poverty thus remains
high, with more than one third of the population remaining below the
poverty line.

4. What lies behind the 5% growth in GDP? In agriculture, with a
monsoon that was below average, the sector did well to attain a projected
growth in value added of 1.5% in 1986/87, albeit below the Plan target of
2.5% (ref. Table 1). For the third consecutive year, foodgrain output was
about the same as the 1983/84 peak of 152 million tons, and stocks remain
high. The maintenance of output in the face of poor weather suggests
progress has been made in "drought proofing" agriculture through
irrigation, and in spreading high yield varieties of rice to the eastern
states. Relative foodgrain prices have fallen, benefiting consumers
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rather than producers. Output growth in other agricultural products,
except tea and oilseeds, was better than foodgrains. Overall the
contribution of agriculture to GDP growth in the 1980s has fallen since
the period of its rapid growth in the last half of the 1970s--somewhat
more so than has been typical of other large low and middle-income
countries.

Table 1
INDIA: GDP and Sectoral Value Added

(percent per annum)

Growth Rates (percent per annum) Percent of GDP
74/75-80/81 80/81-84/85 85/86 86/87 74/75 85/86

GDP(factor cost) 4.4 5.1 5.1 4.9 100.0 100.0
Agriculture 3.0 2.8 1.4 1.5 45.9 31.4
Industry 4.7 5.4 6.5 6.5 21.9 27.3
Manufacturing 4.3 5.7 6.8 6.1 15.6 16.6

Services 5.9 7.4 7.7 6.9 32.2 41.3
Source: Text Table 1.1.

5. Industrial value added is estimated to have grown by 6.5% in
1986/87, the same as the previous year and slightly below the 6.8% target
for the Seventh Plan period. (Growth may well have been faster; the
recently revised index of industrial production, which indicates a
considerable acceleration of growth in recent years, has not yet been
incorporated into the national accounts). The manufacturing growth of
around 5.5-6.0% during the first half of the 80s represents a considerable
improvement over the average of 4.3% p.a. attained during the period
1974/75-80/81, and growth of the sector in 1985/86 was particularly good
(6.8%). In 1986/87 growth slackened somewhat to an estimated 6.1%. Real
gross output in mining grew by 7.5% in 1986/87, compared to only 4.2% in
1985/86 when coal production lagged. Power generation rose by a healthy
10.5% in 1986/87, partly in response to improved plant load factors.
Nonetheless, drought conditions hindered hydro generation, and downtime in
thermal plants continues to be a problem.

6. The services sector continued to grow rapidly in 1986/87. Value
added rose at 6.9%, close to the 7.4% p.a. average for the last 5 years,
and was an important factor in sustaining GDP growth. The most buoyant
element again appears to have been public administration and defense
(PAD). Excluding PAD, services grew at 5.9% in the 1979/80-1984/85
period, with tourism emerging as one of the key growth areas in 1986/87.

7. In sum, GDP growth is being sustained across most sectors, but
less vigorously in agriculture. It is driven more by the sheer volume of
investment over the past decade in power, irrigation, energy, industry,
services and infrastructure than by significant increases in productivity
or by gains from specialization in external trade. It is perhaps too
early to expect large increases in growth from the deregulatory measures
in trade and industry and the other changes in the policy environment
introduced over the past two years. Given the already high level of
saving relative to GDP and the domestic resource mobilization constraints
that are discussed next, it would be difficult to raise the investment
rate further without risking excessive dependence on external savings.
Thus higher productivity, induced by further policy measures in trade and
industry, will be of critical importance in sustaining growth.
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2. Domestic Resource Mobilization

8. A serious domestic resource mobilization problem has emerged in
the public sector in recent years. Total Government spending plus the
Plan expenditures of public sector enterprises is estimated to have risen
from 29.2% of GDP in 1980/81 to about 37% in 1986/87, based on budget
data. Tax revenues rose, but not as fast. Even though internal resource
generation by public enterprises also rose over this period, mainly in the
oil sector, the result has been a rise in the overall gap between these
budgetary revenues and expenditures from 8.6% in 1980/81 to an estimated
12.2% of GDP in 1986/87. This gap largely reflects trends in the deficit
of the General Government, within which the Central Government
predominates. The Central Government's current budgetary savings have
become markedly negative, contributing to a notable rise in the overall
Central Government deficit.

Figure 1.
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9. To finance this growing deficit, the Government has relied mainly
on the commercial banks, provident funds, small savings and, recently, the
capital market. Non-concessional external borrowings have grown somewhat
but remain within prudent limits. Thus far the public sector's demands
for funds have been met largely by rising private savings and financial
deepening, particularly in the capital market, without much crowding out
of funds for industry or rises in inflation. Recently, however, there are
some signs that private firms may be facing rising costs of funds,
particularly as public enterprises have started mobilizing large volumes
of funds through bonds offering very generous tax concessions. To combat
this risk, the Government has placed a limit of Rs 15 billion on the
amount of funds which public enterprise will be allowed to mobilize
through bonds this year. There is also some risk that growing public
sector deficits may exacerbate inflation. The consumer price index rose
by 8.4% per annum last year versus 8.9% last year. The wholesale price
increase was a more modest, 5.1% in 1986/87 compared to 3.8% in 1985/86.
Increased inflationary pressures would have an adverse impact on the poor
and make management of the balance of payments more difficult. It also
would curtail the deregulation process, if the experience of other
countries is any guide. Continued efforts thus are needed to avoid these
problems: Public sector savings need to be restored, and the sooner this
is done, the easier it will be.

10. The causes of this growing public sector deficit lie more with
expenditures than revenues. Revenue performance over the past two years
has been remarkable; tax receipts of Central Government rose by 19% in
nominal terms in 1985/86 and another 15% in 1986/87. All tax categories,
and the buoyancy of the economy, have contributed to this growth. The
Government has lowered tax rates, introduced a modified value added tax
(MODVAT), simplified tax structures and ensured stricter enforcement.
Various amnesty schemes have been introduced to encourage collections from
those who had stayed outside the tax net. Customs revenues have
increased substantially as non-oil imports and the actual tariff paid on
them both increased. It is estimated that tax revenues have, within two
years, nearly attained the Seventh Five Year Plan's target of 18.3% of
GDP.

11. Current exDenditures, however, have risen even faster than
revenue over the past six years, and as fast in the past two. Subsidies,
interest payments, and employee compensation have been significant growth
items. Defense has shown a rapid growth recently, with the 1987/88 budget
being 43% higher than the 1986/87 budget and 23% higher than revised
estimates of 1986/87 spending. There has been a favorable trend in
internal resource generation by public enterprises since 1980, helped by
increases in administered prices for a variety of products and services
including oil, steel, coal, fertilizers, freight, electricity and
telecommunications. Excluding the oil sector, however, returns on capital
in public sector enterprises are barely positive in real terms and
internal resource generation remains low. There remains great scope for
further improvements in resource mobilization through efficiency
improvements.
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3. External Resources

12. 1986/87 saw a welcome reversal of last year's trends in the
current account. Exports (net of crude oil) grew about 5% in constant
prices, with manufactures growing an estimated 6% in constant prices and
15% in current dollars. Hopefully this performance signals a sustained
reversal of the decline that occurred in India's share of manufactured
exports from developing countries over the 1975-85 period, and of the
slight decline in exports relative to India's GDP since 1979/80. Various
export incentives were announced and gradually implemented over the past
two years. Also, after a decade of relative stability, the real effective
exchange rate improved about 8% in 1986. This will start to help reduce
the systematic bias against exporting that has characterized the incentive
framework for most of the past three decades.

13. Imports (net of crude oil exports) fell 2% in 1986/87, mainly
because of lower prices for petroleum and its products, and fertilizers.
However, other imports were up 20% in current dollars, continuing the
rapid rise of the previous year. This increase was distributed over a
range of capital and intermediate goods, reflecting the easing of import
licensing. Nevertheless, the present ratio of imports to GDP, 7%, is
lower today than it was at the turn of the decade and the same is true of
exports (5%), reflecting the limited role played by external trade in the
economy.

14. These trade trends contributed to a reduction in the current
account deficit in 1986/87, to 1.1% of GDP, well below the average for the
first half of the 1980s.

15. Gross external reserves increased only marginally during 1986/87,
by US$150 million, as there was a large decline in "other capital inflows"
which, atypically, had been positive in 1985/86. Disbursements on MLT
loans declined somewhat during the year, and a large repayment was made to
the IMF.

16. The share of commercial debt in total debt has risen from 5% to
22% since 1980/81. The consequent hardening of terms has contributed to a
rise in the debt service ratio on medium and long term (MLT) loans from 8%
of current account earnings in 1981/82 to 17.1% in 1985/86 and 19.8% in
1986/87 according to the World Bank's Debt Reporting System. (These
figures are higher than those reported in the GOI's Economic Survey, 1987,
because of different sources, coverage, and exchange rates). Including
the rising IMF repayment obligations, the debt service ratio in 1986/87 is
estimated at 24.4% compared to 20.5% in 1985/86 and 8.1% in 1981/82. This
is still manageable, but given the export growth rate, it cautions against
increases in borrowing on market terms beyond those now projected. The
debt service position also underlines the critical role still played by
concessional aid flows in keeping external debt service within prudent
limits.

17. In sum, the picture that emerges is one of reasonably successful
macro-economic management for the 1980s to date. Inflation has been kept
on average to single digits, and foreign borrowing has been kept to
sustainable levels. Saving and investment have been maintained at high
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levels, and have resulted a growth rate that would be the envy of many
countries. There are, however, some danger signals: public sector
savings have diminished to a dangerously low level; income growth is very
uneven, while population growth is persistent, and absolute poverty
remains widespread; the long-standing problem of slow export growth, and
thus constrained imports and limits on borrowing capacity, likewise
remains. The record of economic management is such that there is little
doubt that the problems of macro-economic balance will be contained.
There exists, however, much unutilized potential: higher returns from the
savings and investment effort are not only necessary but feasible, both in
the public and private sectors; interventions in the labor market and in
production and social programs that benefit the poor could make more of a
dent in the extent of poverty; and a modest increase in the share of
exports and imports in GDP could yield gains from trade which would also,
on balance, be labor intensive. The manufacturing sector in particular
has great potential for dramatic improvements in efficiency and growth.
The next section therefore examines the factors that have affected past
industrial performance, and the scope for greater use of decentralized
decision-making in competitive markets to help improve resource use.

B. INDUSTRIAL POLICY

1. Introduction

18. From the very start of planning in India, policy towards industry
has been the subject of intense debate. Unlike agriculture, the outcome
for industry was an enlarged and sustained role for the State as promoter,
owner and regulator. There was and remains a broad consensus among
political leaders, intellectuals and businessmen that the achievement of
the nation's most basic goals--growth, social justice and self-reliance--
requires a centrally planned industrial strategy. This reflects concerns
about the impact of imports and foreign investment that go back to the
colonial period. There is also concern that the unregulated behavior of
monopolies and large industrial houses, and the unregulated pursuit of
profits in a society in which wealth and incomes are very unevenly
distributed, will not bring broad benefits, especially to the poor.

19. This consensus led to more detailed objectives, which remain
dominant influences today. These include: reducing external dependence
though import substitution in as many products and technologies as
possible; curtailing and regulating the role of foreign companies;
encouraging the dispersal of industrial development, avoiding urban
congestion and developing of backward areas; controlling large
conglomerates or individual firms lest they act against the public
interest; ensuring employment preservation, and promoting employment
generation and the development of entrepreneurship; establishing and
preserving a dominant role for the public sector in specified core
sectors; and ensuring the provision of key goods to the poor and other
preferred users at low prices. In addition there has been, at least since
the balance of payments crisis of 1957-58, a perception that foreign
exchange is inherently scarce: a further objective has thus been to
conserve and allocate foreign exchange to meet what are considered to be
essential needs and to do this through administrative means rather than
through price and market mechanisms.
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20. The pursuit of these objectives led to the creation of a set of
policy tools, of which the main ones are: the industrial license usually
required to set up a plant, expand it, move it, change the product mix or
in some cases the input mix; monopoly or dominance clearance for the same
purposes for large firms or industrial houses; control over mergers or
closures; reservation of a large set of products for small firms and
other items for the public sector along with preferential treatment for
both categories of firms; control over access to capital, domestic and
foreign; controls on direct foreign investment in India; control over
foreign exchange payments and hence technology through royalties; control
over a large proportion of imports and exports via licensing,
canalization, actual user policy (under which only actual users--not
dealers--can import), phased manufacturing programs (which require rising
domestic content in local production), technology agreements, domestic
purchase preferences, and high tariffs; and the system of taxes and
administered prices. In addition to these tools of the regulatory and
incentive framework (but beyond the scope of this report), the industrial
environment has been conditioned by immense investments in public sector
and defense production enterprises, in supporting infrastructure and
industrial services, and in financial, training, and science and
technology institutions.

21. Progress towards India's objectives has been substantial. There
is now a large indigenous industrial base, diversified in products,
location and ownership, with chemicals, basic metals and machinery
accounting for 40%-45% of gross output. Domestic production accounts for
about 95% of the supply of manufactures, including almost 100% of consumer
goods. There has, however, been a growing awareness among analysts and
within the Government of India that productivity, output and employment
performance over the past 30 or so years has not always been commensurate
with the resources invested. The share of manufacturing in GDP and in
employment has not risen much in two decades. In many sectors, uneconomic
technologies and scales of production have been encouraged, leading to
high costs. Inducements to raise productivity have frequently been low
because of the way in which the pattern of public, private and small scale
ownership, and control systems, discourage both internal and external
competition and restructuring. Similarly, the absence of effective
incentives to export meant that firms were not tested in world markets.
For a long time, these inefficiencies were hidden by the growth rate of
output during the import substitution process. Over the last decade,
however, evidence has accumulated that the pursuit of these multiple
goals, with these instruments, was producing an industrial structure that
did not generate the growth in employment, productivity and trade that the
economy requires. It has also been recognized that the lack of internal
competition, export rivalry and import competition was a major factor in
this performance.

22. Since the mid-1970s, and especially over the past two years,
Government policy has begun to address these problems. In many ways, the
reforms that have begun in industry are similar to those that were carried
out twenty years ago in the agricultural sector. At that time the latter
sector moved from a system of widespread physical and price controls
(including compulsory procurement and bans on inter-state trade in grains)
to a situation in which the free market works reasonably well and where
foodgrain supplies are adequate to meet market demands. There is
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extensive use of price signals, and Government's role is to be the
provider of infrastructure, supporting institutions, and services;
producers are largely autonomous.

23. In industry, many regulatory barriers have been lifted (see paras
87-98 for a fuller discussion). For example, more liberal conditions for
entry and expansion in the capital goods sector began to be introduced in
the mid-1970s and provided an impetus for its growth and modernization.
In cement, there was a dramatic investment and output response to the
partial decontrol of prices and reduced barriers to entry and expansion in
the early 1980s. Recent policy changes in telecommunications,
electronics, drugs and automotive products, which provide the private and
the joint public-private sectors with expanded opportunities, seem to be
bearing fruit. Industrialists are also reacting favorably to the partial
removal of licensing requirements; to the easing of some licensing
restrictions for expansion (e.g. broadbanding); to measures that encourage
reaching more efficient plant size, and to improved access to capital
markets, imported technology and imported capital goods. There have been
significant improvements in direct and indirect tax policy, and in some
export policies. Overall, the results have been positive: industrial
growth and productivity seem to have risen significantly in recent years.
However, India's manufacturing performance still lags behind some of the
other Asian economies.

24. The environment facing Indian industry today suggests that
further changes along the lines already initiated by the Government in its
industrial policies would be appropriate. With changes in both
international and domestic markets, an increasing number of industrial
activities are characterized by rapid technical progress, short product
cycles and switches in comparative advantage. Competing in this
environment requires flexibility in resource allocation and speed of
decision making that is precluded by the traditional regulatory
instruments. The long delays in approving some new large-scale industrial
projects or expansion of existing concerns, and the policy-related
difficulties in exiting from declining industries, are inconsistent with a
quick response to technological and marketing opportunities. In order to
take full advantage of India's strengths--a large pool of educated
manpower and numerous progressive industrialists well able to respond to
the rapidly shifting domestic and international markets--further
reductions in regulatory barriers and incentive distortions are both
desirable and feasible.

25. The structure, behaviour and growth of manufacturing industry is
affected by the regulation of firms on the one hand, and the incentive
system on the other. The regulatory system often requires that permission
be obtained by a firm from Government or a public agency before it can,
for example, set up a plant, expand it, produce more than its licensed
capacity, change the product mix, relocate, seek external finance or
collaboration, import specified goods or services, or close down. The
regulatory system is a negative one in that some requests are denied, and
others are never presented for fear of denial. The incentive system, on
the other hand, can be promotional--it affects the prices of outputs,
inputs, imports, exports, capital, wages, etc. and hence firms'
intentions, actions, and ultimately their allocation of resources. The
regulatory system is described first, and the incentive system next. This
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summary then discusses the consequent achievements and problems of the
industrial sector, and the steps already taken to address these problems.
It concludes with some ideas for further policy evolution and observations
on the possible speed, sequence and effects of reform.

2. The Regulatory System

26. The regulatory system in India domestically controls the entry
and growth of firms, the activities of large and dominant firms, foreign
investment and technology collaborations, production of items reserved for
SSI and the public sector, the distribution of goods, and the exit of
firms. On the external front the control system regulates the flow of
imports and exports. The distribution system also affects competition and
the allocation of resources, both domestic and imported.

(a) The Domestic Economy

27. Entry and growth of firms is affected by capacity licensing,
monopoly control, foreign investment and technology import control, and
reservation of products for the public sector or for small-scale firms.
Capacity licensing, under the Industrial Development and Regulation Act of
1951 (IDRA), has been the tool through which the Government has attempted
to match domestic capacity to planned demand. A license is usually
required to set up a new unit, expand it beyond a certain pace,
manufacture a new product in an existing plant, or relocate a plant. The
perception was that scarce capital must be allocated to priority uses.
Indeed, given that there is virtually complete protection from foreign
competition, the licensing system helps prevent excessive entry.

28. There has been a general easing of licensing requirements in
recent years in recognition of the rigidities created by the system. These
are detailed in paras 93-95 below. However, the relaxations of controls
are subject to significant qualifications, and licensing continues to be a
significant barrier to entry and growth.

29. The approval rate for license applications in the first half of
the 1980s was typically 40%-50%, the most common reason for rejection
being the existence of "adequate capacity". However, some of the
approvals were not used, not least because some of these applications were
for capacity that preempted entry or expansion by competitors and thus
helped maintain sellers markets. Restrictions on expansion appear in the
past to have been greater than those on entry, so licensing acted as a
barrier to growth, specialization and the attainment of scale economies.
In the nylon filament yarn industry, for example, between 1962 and 1985
eleven firms set up eleven plants with an average capacity of between a
quarter and a tenth of those found in India's competitors. In 1986, a new
minimum economic scale (MES) criterion for such licensing was announced,
which would imply that the Indian market should eventually be supplied by
only three plants.

30. Control of large and dominant firms is effected through
clearances under the Monopolies and Restrictive Trade Practices (MRTP) Act
of 1969. MRTP firms are generally restricted to 'core' industries, which
comprised about 40% of manufacturing value added in 1982, and are subject
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to more onerous export and location conditions. Control on entry and
growth of large or dominant MRTP firms takes place through the additional
requirement for MRTP clearance before an industrial license can be
issued. The rate of approvals is now about the same as for licenses as a
whole, but the process has traditionally been far slower: in the 1982-85
period, 72% of non-MRTP applications were decided within one year, whereas
for MRTP companies the figure was less than half, and many applications
took 2-3 years to be decided. Efforts in the past two years seem to have
accelerated the speed with which approvals are granted.

31. The way MRTP regulations are interpreted has effectively meant
that additional competition in some markets already dominated by large,
often very profitable, firms is severely limited because other large and
potentially competitive firms are forbidden entry, paradoxically
prolonging the dominance of early entrants. In recent years, changes were
made in rules governing the applicability of the Act, reducing coverage
from about 1,350 to 1,100 large companies and increasing the areas in
which MRTP firms can enter and expand, but it remains a powerful
instrument limiting entry and growth.

32. Foreizn investment and technology collaborations approvals were
highly selective from the mid '60s to the early '80s. However, in an
effort to achieve technical upgrading of industry, approvals of foreign
collaborations--mainly technical ones--was increased from 389 in 1981 to
1024 in 1985. Nevertheless, limits continue to be prescribed on the fees
payable for outright purchase or use of imported technology, and imports
of technology may not be approved if the import content of the processes
is considered to be too high. Direct foreign investment remains strictly
controlled under the Foreign Exchange Regulation Act (FERA) of 1973. Only
about 100 companies have been permitted to retain a foreign equity holding
in excess of 40%; of these, less than half are in manufacturing. Their
freedom to expand or enter new fields is even more constrained than that
of MRTP companies.

33. The freedom of firms to enter or grow is also affected by the
lists of products reserved for the small scale industry (SSI) sector. The
aim of SSI reservation is to improve the distribution of income and wealth
by encouraging employment and new entrepreneurs. Some 863 products are
now reserved for the SSI sector: existing firms above the SSI investment
ceiling are not given licenses to expand, nor are new larger firms allowed
to enter unless they export over 75% of their output. Quite apart from
the provisions for preferential purchases, input supplies, and financial
incentives, small-scale firms are protected from internal competition from
medium and large scale private firms. Similarly, certain products are
reserved for production by the public sector, in the conviction, stated in
the 1956 Industrial Policy Resolution and not seriously challenged since,
that the "commanding heights" of the economy should be not only
controlled, but also owned, by the state. They too face little
competition. A heavy price has been paid in certain product lines in
terms of quality, cost and technological obsolescence.

34. Exit: While the above controls, even after the recent
liberalizations, often make it difficult to enter an industry, or grow, it
is even more difficult in India to exit, i.e. to close down or merge with
another company. There were 120,000 "sick" units (firms that had zero or
negative net worth) at the end of 1985; nearly 80% of such firms were in
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the small scale sector. Only a minute fraction, about 60, actually closed
that year. Behind current actions that reduce the ease with which firms
can close are the goals of employment preservation, the conservation of
assets, and protection of worker's vested rights, especially unpaid wages
and pension funds. Closures or retrenchment of labor are controlled by
the Industrial Disputes Act (1984 Amendment). Permission to retrench,
which is commonly handled by individual states, can be very difficult to
obtain. Mergers are controlled by the Companies Act and are rare. Almost
no mergers have been approved that would create or expand an MRTP company
or breach SSI reservations.

35. In addition to management, infrastructural, input and marketing
problems, industrial sickness in India reflects to a significant extent
the lack of opportunity or need for timely adaptation to difficulties, and
to market forces. Survival does not require competitiveness, and the
financial institutions (17% of whose outstanding loans are to sick
enterprises) are not under pressure to maintain healthy portfolios. It is
not yet widely recognised that assets of sick firms could be used more
productively by others, and since their sale is inhibited, banks have no
incentive to foreclose and so stimulate the adaptation process. In the
longer run this discourages new entrants and employment growth. Greater
flexibility for firms to adapt, merge and in extreme cases exit is an
important corollary to progressive relaxation of entry and growth
constraints.

(b) External Trade

36. Imports: Non-tariff barriers have long been the principal means
of regulating imports and protecting local industries. These controls
include the import licensing system, the "actual user" policy (which
forbids imports by intermediaries), canalization (i.e. monopoly import by
a public sector firm), and phased manufacturing programs (that mandate
progressive import substitution). In addition, the industrial licensing
system is used as a tool of import control.

37. ImRort licensing divides imports into consumer goods,
intermediates and capital goods. Finished consumer goods have long been
banned and remain so, except for a few essential items not produced
locally in sufficient quantities such as edible oils, kerosene and certain
drugs whose import is canalized. Intermediates are divided into "banned",
"restricted", "limited permissible" and "open general license" (OGL)
categories, and capital goods into "restricted" and "OGL" lists. Goods on
OGL can in principle be imported freely by a qualified "actual user".
There has been a steady expansion over the last ten years of goods on OGL
lists. However, while there are exceptions, these generally comprise
products not produced in India.

38. Outside the OGL category, the various restrictive categories
require review on a case-by-case basis. The requesting firm must have its
sponsoring ministry confirm that the import is "essential" and give an
"indigenous angle clearance" certifying the product is not available
locally. The cost of a domestic equivalent is generally not considered in
making this judgement. Indications are that discretionary imports of both
capital goods and intermediates have risen steadily over the past decade,
reflecting more permissive operation of the control system.
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39. The fact that an import is on an 'OGL" list does not necessarily
imply that it may be imported. The importer must generally be an actual
user (industrial), i.e. a firm which uses the imported machinery or input
in its own production process. The intention and effect of this policy
(subject to some carefully controlled exceptions) is to prevent imports by
intermediaries for resale or by final consumers so as to control the end
use of imports. Truck tires, for example, are on OGL, but there have been
no imports, in part because of the high tariff (140%), but also because
none of the truck and bus companies buying replacement tires qualify as
"actual users (industrial)", while tire imports by car and truck
manufactures are prevented by Phased Manufacturing Programs. These PMP's
and their accompanying "List Attestation" procedures, aimed at progressive
and permanent indigenization, override OGL lists and are an important new
import barrier. In some cases, e.g. imports for incorporation into
exports, there is continuous customs inspection to ensure that imported
goods are not put to a higher-value use.

40. The principal intermediaries allowed to import for resale are the
16 public canalizing agencies which import (or export) commodities in
bulk. These agencies account for half of all imports including POL, or
one fifth of non-POL imports, and about 11% of exports. Of the canalized
goods, POL, fertilizers, iron and steel, non-ferrous metals, edible oils,
natural rubber, newsprint, cement, scrap metal and sugar are the most
important, but there are many other imports with lower volumes. Since it
is far from clear that economies of bulk purchase or adequate quality or
service are attained, the main use of canalization is to maintain
discretionary controls on the import, pricing and distribution of these
products. The share of canalized imports has declined in the 1980s,
largely due to lower prices for petroleum, petroleum products and
fertilizer, but also to import substitution in some canalized products
such as cotton and wheat.

41. Finally, entry and growth controls also act as discretionary
import controls, in that the issue of an industrial license requires
Capital Goods Committee clearance, which may be denied if either the
capital or the recurrent foreign exchange outlay is deemed "too great".
The same applies to technology imports, which are often linked to capital
goods imports. Government domestic purchase preferences also act as a
significant non-tariff barrier to imports.

42. While the non-tariff import control system remains firmly in
place, the proportion of "open general licence" (OGL) imports not subject
to these controls has risen during the past decade. However, most OGL
imports are intermediate materials or capital equipment which are not
produced domestically; consequently, only a very small part of imports
(probably less than 5 percent) is directly competitive with domestically
manufactured products and not subject to discretionary non-tariff
controls. There is recent evidence of increased import competition for a
few domestic industries (particularly those supplying capital equipment
for projects) arising from greater permissiveness in the administration of
import licensing and canalization, which still applies to the bulk of
imports. However, such increased competition is still quite limited.
Also, the improved accessibility of imported equipment and intermediate
imports (which has been typically accompanied by ad hoc tariff reductions)
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has tended to increase the effective protection of manufactured products,
the import of which either remains banned or subject to restrictive import
licensing and/or prohibitive tariffs.

43. Together with most primary commodities, various manufactured
products are also subject to exRort licensing. In some cases these
controls have been used to restrict exports in order to keep domestic
prices below world prices (e.g. cotton, cotton yarn, tea, hides and
leather during some recent years). However, the main constraint on
manufactured exports comes from the general incentive system, which is
discussed below (paras 47 ff).

(c) Distribution

44. The Government has made very considerable progress in recent
years in reducing controls on the distribution of products, thereby
increasing competition. For example, the share of levy cement and sugar,
which has to be sold at a Government-set price to specified purchasers,
has been reduced significantly. Distribution, however, is still often
controlled in such a way as to insulate producers from competition. In
the newsprint industry, for example, under the Newsprint Allocation policy
(Nov. 1986) each newspaper is required to buy a fixed proportion of its
supplies at a fixed delivered price from each of the four mills, and the
remainder from the STC, the import canalizing agency. There is thus no
competition between producers or from imports. The same is true for price
competition between the four producers in the primary aluminum industry.

45. In the fertilizer industry, the canalization of imports and their
distribution to farmers at the same subsidized selling price as domestic
producers eliminates import competition. Competition between domestic
producers is largely removed by the plant-specific "retention price'
system, though the recent emergence of discounts by different plants
selling in the same area indicates that some competition is developing
despite the system. In steel, the Joint Plant Committee, a producer
cartel, allocates domestic and imported steel between customers,
insulating producers from consumers and both from import competition.
Intermediate steel products like hot rolled coils are allocated between
steel pipe producers according to a formula based on past consumption.
Given quantitative controls on imports, the distribution system prevents
competition in, and rationalization of, steel-using industries.

46. In sum, the Government has, during the past few years, taken a
number of significant measures that are beginning to reform the industrial
regulatory framework which, over three decades, had tended to establish
barriers to entry, discourage growth, impede competition and adaptation,
and block exit for all but small scale producers. The regulatory
framework has had a major impact on market structures, firm behavior and
industrial performance. Before reviewing the impact of the system and of
recent changes, we examine the incentive system, another main determinant
of performance. (Other critical determinants of industrial performance
lying outside the regulatory and incentives framework--e.g., macro policy
and infrastructure--are examined broadly in paras 136 ff.)
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3. The Incentive System

47. Firms' activities and thus the allocation of resources are
determined by expected relative rates of profitability and relative risk.
These expectations and risks are in turn a function of the incentive
system: input and output prices (as modified by external tariffs), export

incentives, wages and interest rates, taxes and allowances, and various
preferences and subsidies. The control system described above has, of
course, a major impact on financial incentives--generally in the direction
of reducing risk and increasing profitability by limiting competition--but
if the present trend towards deregulation continues, the price signals
given by the incentive system will come to play a greater role in firms'
decisions.

(a) External Tariffs

48. Indian tariffs are high, much higher than in other
industrializing countries with large internal markets and diversified
industrial structures. It is difficult to say exactly how much higher
because of the proliferation of tariff exemptions, as a result of which a
given product can be subject to various duty rates depending on which
industry or firm uses it, and for what purpose. Identical stainless steel
plates, sheets and strips, for example, could be subject to a tariff
ranging from 65% to 225% depending on end use. However, both average
tariffs and duty collection rates are up to six times more than in other
industrializing countries.

Table 2
INDIA: Mean Tariffs on Manufactured Goods in 10 Countries

Manu- Duty
Intermediate Capital Consumer facturing Collection
Goods Goods Goods Sector Rates a/

India 123.0 114.5 128.5 121.7 41.3
Argentina 21.2 25.0 21.9 22.9 13.8
Bangladesh 97.9 80.5 116.1 100.8 15.0
China (PRC) 78.9 62.5 130.7 91.2 n.a.
Hungary 14.2 14.0 22.6 20.9 7.0
Mexico 23.5 23.5 32.2 24.7 6.8
Morocco 21.6 18.1 43.0 27.8 16.6
Thailand 27.8 24.8 48.5 33.5 12.5
Turkey 29.4 34.9 55.3 37.1 7.0
Yugoslavia 18.0 20.7 20.0 19.0 10.9

Source: Text Table 4.3. Note: Data refer to various recent years.
A/ Import duties collected as a percentage of value of imports.

49. Tariffs in India have gradually risen over the past decade, as
have duty collection rates, which have risen from 25.8% in 1980/81 to
41.3% in 1984/85 and, in 1986/87, reached 61%. The latter is very high by
international standards, but lower than nominal tariffs. This is partly
because of exemptions, but also because tariffs tend to be low on goods
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not produced in India, but high if there is local production capacity--in
which case imports are also severely restricted by non-tariff barriers.

50. Nominal and effective protection, as measured by comparing actual
domestic prices with world prices, is generally lower than would be
suggested by the tariff rates. Average measured effective protection
(weighted by value-added measured in world prices) is about 40%.
Protection is quite bi-modal. High effective protection (over 70%) is
found for sectors accounting for about 40% of manufacturing value added.
Industries in this category are highly capital and power-intensive,
accounting for over half of fixed capital in manufacturing, but only 18%
of employment. They also have relatively high labor costs. On the other
hand, sectors with low effective protection (less than 30%) account for
43% of capital, but 78% of employment. In other words, the protection
system mainly benefits capital and a small minority of privileged workers,
including a high proportion of public sector firms, while protection
accorded to most employment is low. Measured nominal and effective
protection is generally much lower than that available from tariffs,
suggesting considerable tariff redundancy. Effective protection for
exports is mostly lower than for domestic sales and is often negative.
Export incentives have not been able to offset fully the cost disadvantage
of operating in the domestic economy.

(b) Export Incentives

51. For many years the Government has recognized that exporters of
manufactures need special assistance to offset the higher cost and other
disadvantages of exporting from a protected and controlled domestic
market. Interventions are numerous and complex, and can be classified
under six broad headings: (a) special facilities to make inputs available
at reduced cost; (b) subsidies on domestic raw materials; (c) facilities
to make machinery and equipment available at reduced cost; (d) profits tax
and credit subsidies; (e) assistance with export marketing; and (f) free
trade zones and bonded manufacturing. The exchange rate has generally not
been used aggressively as an instrument of export policy, though there
have been periods (e.g. the mid '70s) where a substantial real effective
devaluation of the currency has been associated with a significant rise in
exports.

52. For at least ten years, and with renewed emphasis in the last
two, these schemes have been revised and extended. Special access is
allowed to duty free imports of raw materials and components, and there is
also provision for the drawback of customs duties on imported raw
materials and excise and other taxes on domestic materials. This is
supplemented by cash compensation payments which are extended to offset
other cost-raising factors such as taxes on electricity. There are also
subsidy schemes for refunding to exporters the difference between the
world prices and the domestic prices of locally produced steel and
rubber. Aluminum and copper have recently been included in this scheme,
and access is being extended to other categories of imported intermediate
goods. There is also a special scheme for bonded manufacturing. Two free
trade zones are in operation, and four more are being launched. Reduced
profits tax and interest subsidies on export finance are also provided.
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53. There is no doubt that these initiatives are having a favorable
impact, as evidenced in particular by increased exports of leather goods,
marine products, garments, gems and jewelry. However, in the highly
protective Indian environment, the greater the export-specific support,
the greater are the administrative efforts required to prevent the
benefits to exporters from being diverted to the protected domestic market
(as happened recently with imported duty-free raw silk). The consequent
administrative burdens have been the bane of most interventions. It is
even more difficult to support indirect exporters, and the limits on both
import and export houses in the pursuit of the "actual user" policy makes
the emergence of new exporters more difficult. For these reasons, it will
be difficult to create incentives adequate to match those available to
producers for the domestic market, without a thoroughgoing reform of the
trade and exchange rate regime.

(c) Prices. Wages and Taxes

54. Price controls cover 65 individual items or groups of commodities
including steel, coal, aluminum, fertilizer, paper, sugar, cement, drugs
and petroleum products. The main objectives of price controls have been
to provide concessional prices to favored groups such as government,
public sector units and the poor; to provide subsidized prices to
producers to encourage production of items such as fertilizer; and to
control inflation by limiting the price increases which might have arisen
as a result of shortages, such as in steel. Prices are usually set on a
cost-plus basis, but have resulted variously in: (a) a uniform price for
all plants for a given product (e.g. steel); (b) different prices for
different plants for the same product depending on the age of the plant,
etc. (e.g. fertilizers) and even (c) different prices for the same product
from a given plant (e.g. levy and non-levy cement).

55. As might be expected, price controls have adversely affected
industrial sector efficiency. They have created a situation in which
plants of an uneconomically small scale can survive (paper, mini-steel);
created shortages (e.g. in cement--until partial price decontrol led to a
spurt in investment after 1982, paper and hydrogenated vegetable oil);
removed incentives to minimize the investment cost of new plants
(fertilizers); and acted as a disincentive to modernization (steel in the
1970s). The Administered Price Policy paper (August 1986) holds out the
promise that plant-specific prices may be abolished.

56. Wages have shown a strong tendency to rise in the organized
sector, to a level above the opportunity cost of labor in India. They
rose 70-80% in real terms from 1960-1980, led by the strong upward rise in
wages in public sector undertakings. This rise in wage costs in the
organized sector industry has, in a wide range of industries, encouraged
excessively capital-intensive techniques--capital intensive in the sense
of capital employed per worker and per unit of value added. Real wages in
the unorganized sector are much lower. In the textile sub-sector, for
example, wages for comparable activities in the mill sector are three
times those in powerlooms. Stringent labor legislation and trade union
pressures (especially in the more industrially advanced states like Maha-
rashtra and Gujarat) have pushed up wages and contributed to low labour
absorption in organized manufacturing. A reversal of these trends (helped
by growing exports from labor-intensive firms) could, over time, markedly
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increase the elasticity of employment growth with respect to output
growth, from the historical 0.5-0.6 towards unity. This would occur
because of greater labor absorption by individual firms--the evidence
suggests that responsiveness of employment to the real wage is high--and a
shift in the composition of industrial output towards more labor intensive
industries.

57. Taxes are much less of a distorting factor than in the past, when
high marginal direct tax rates and slack tax enforcement encouraged
evasion, and investment in trading and sterile assets such as land, rather
than in manufacturing. The Long Term Fiscal Policy statement was a big
step forward in this area. The industrial sector, however, is a major
source of excise revenue and is subject to higher taxes than the
agricultural sector. Despite the introduction and recent extension of
MODVAT, levies on intermediate products and capital equipment contribute
to India having a "high cost" economy. The non-uniformity of indirect
taxes still distorts profitability and thus investment choices between
various products. Overall, however, distortions arising from the tax
system are minor compared with others in the regulatory and trade system.

(d) Scale. Location and Purchase Preferences

58. In addition to barriers to entry of medium and large firms into
areas reserved for small scale industry (SSI) and into congested areas,
etc., incentives are given to support SSI, to encourage firms to locate in
backward areas, and to encourage purchases from small and public sector
industries. Small scale industries receive excise tax concessions that
now taper off as size increases. Finance on concessional terms is
available--encouraging higher capital-intensity--and there has been
freedom from the price and production controls which exist, for example,
in the textile, cement, paper and steel industries. These factors,
together with greater labor flexibility and freedom from controls, have
enabled some SSI's to operate more efficiently than would otherwise be
possible. At the same time, however, the threat of losing these freedoms
by graduating from the small scale sector has in many cases discouraged
growth and modernization.

59. Financial incentives to locate in backward areas supplement the
licensing controls that direct MRTP, FERA and other large companies to
disperse. Central incentives include concessional long-term loans,
subsidies for fixed capital investment, transport subsidies and income tax
concessions, along with state-level incentives in the form of sales tax
exemptions, concessional finance and infrastructure. Freight price
equalization for products like steel also insulates producers and users
from location decisions. It is not clear that the results from the
consequent dispersal, in terms of cost-effective development of backward
areas, justify the expenditure on incentives. There is also evidence to
suggest that both capital and operating costs are higher in remote
locations, thus imposing a constraint on the competitiveness of the
dispersed firms. The ability to influence location clearly remains,
however, an important goal of policy.

60. Finally, government purchasers can give price preferences to SSI
and public enterprises units (of up to 10%) as well as purchase
preferences. Public enterprises also have access to capital at lower cost
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than the private sector, because of directed credit and tax and write-off
concessions on their debt. Both factors give an additional degree of
protection against private sector competition.

4. Results

61. The dense set of controls and incentives described above has been
in existence in one form or another for over three decades. Though the
controls and incentives have been changed significantly in the past few
years, they have had a profound effect on the structure of industry, the
behavior of firms and industrial performance, as is described next. They
have delivered some impressive results, but they have also left India with
an industrial structure which needs to undergo very significant further
changes.

62. Before examining the results of past policies, it is important to
make a general point. The extreme complexity and the case-by-case nature
of both the control and incentive systems have many hidden costs. They
have led to a large administering bureaucracy and impose high transaction
costs on the Government as well as on manufacturing firms, both in terms
of the time and attention required of executives, and in the delays and
uncertainties of obtaining licenses or incentives. Moreover, these
transaction costs are least for established firms following established
routines and highest for new firms or existing firms undertaking new
initiatives. Perhaps most important, the large potential gains from
successful lobbying for import or other privileges, and conversely the
large potential losses which may result from successful lobbying by
competitors or customers, inevitably divert the attention of
industrialists from their managerial tasks of maintaining and improving
the operating efficiency and general performance of their firms.

63. The transaction costs that are inherent in the system also are
not symmetrical between supplying the domestic market and exporting.
Whereas an import ban or a prohibitive tariff, as long as it remains in
place and is not challenged by customers, protects local firms without any
effort on their part, high transaction costs must generally be incurred to
obtain export incentives, which are subject to complex rules and
conditions, and which, once obtained, provide less protection than is
available in the domestic market. It is difficult to quantify these
transaction costs, but they have an effect on performance.

(a) Industrial Structure

64. Industrial value added growth was quite rapid in the 1950-65
period (almost 7% p.a.); it slowed considerably in the next two decades to
4.2% p.a.. During the past few years, perhaps in response to recent
liberalization measures, industrial growth has again been accelerating.
The share of manufacturing in GDP rose from 14.3% in 1966/67 to 17.8% in
1978/79 and has since remained below that level; it is well below the
share in other major industrializing countries. This indicates the
potential for relatively rapid growth in output and GDP share in the
future. Measured by the absolute size of value added, the sector is
around half as big as Brazil's or China's, two thirds the size of
Australia's or Spain's, about equal to Korea's, and 20-30% larger than the
manufacturing sectors of Sweden or Belgium.
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65. The primacy accorded to heavy industry has produced structural
changes: basic and capital goods industries, which accounted for less than
10% of manufacturing value added in 1950 and 40% in 1960, accounted for
57% two decades later. The share of the public sector, which for the two
decades up to 1980 accounted for more than half of investment in
manufacturing, has risen to about 20% of value added--about the same share
as the small-scale sector--and is pivotal in many heavy and basic goods.
The share of agro-based industries dropped from 47% in 1960 to 25% in 1984
as chemical and metal industries grew in importance.

66. Perhaps the most striking characteristic of the industrial sector
is the great diversity of goods produced and the high degree of
self-sufficiency--both despite the relatively small size of the market by
international standards. At present, imports seem to account for only
5-10% of the total domestic consumption of manufactured goods in India,
the proportion varying from zero in the case of textiles to 25% in, say,
non-electrical machinery. This diversity has been attained at the expense
of comparative advantage and international specialization. It has been
encouraged by high product-specific protection which, together with the
regulatory system, has led to production often being fragmented into
plants or product lines below minimum economic scale (MES) with high costs
and obsolete technology.

67. The size distribution of firms contains a few surprises. Despite
the preferences given to small firms, their share appears to be about the
same or less than in comparable countries, depending on the size criterion
used. Despite the controls on size, the share of large firms is large and
has risen. Medium-size firms seem relatively underrepresented, partly
because of the limitations on the growth of smaller firms and the
restrictions on subcontracting and other links with large firms. This
pattern is characteristic of size distribution in the steel, automotive
and textile industries, for example.

68. Market Concentration is quite high, despite the efforts made
through MRTP to control large and dominant firms, in part because of the
dominance of public sector firms. To a large extent, this may reflect
scale economies. The top four firms accounted for more than 70% of output
in 1983/84 in most machinery-producing subsectors, in intermediates such
as basic metals, some synthetic fibers and newsprint. In final goods and
fabricated items like steel tubes, paper, cotton and blended fabrics, the
four-firm concentration ratios are usually below 30%.

69. The scale of production in many plants, e.g. in the chemical,
petrochemical, synthetic fiber or electronics industries, is below world
standards, although in some cases these industries have high concentration
ratios. Production costs are correspondingly higher. Scales are often
between a third and a thirtieth of those found elsewhere. Examples are
mini-steel plants, where only one of the 135-140 plants appears to
approach MES. In the production of most intermediate chemicals for
synthetic yarns, where Indian plants are one third to one fifth of
estimated MES, ex-factory prices in late 1985 were 70-220% above world
prices. Since exports are also both modest in volume and diversified in
composition, and often not competitive in price or quality, under present
policies the opportunity to achieve adequate production scales through
exports is also limited.
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70. Within firms, the degree of product specialization tends to be
low. There is often insufficient horizontal specialisation and too much
vertical integration. This is characteristic in textiles, automotive
components, machine tools and electronics. There are several reasons:
protective trade policies have made it profitable; it has been easier
under the control system to add new products rather than expand; and the
product-specific licensing system has made it difficult to shift output
mix in response to changing opportunities. Vertical integration was
encouraged by the cascading excise tax system, and the lack of competition
among potential suppliers also creates a preference for in-house
production for quality reasons.

(b) Firm Behavior

71. The regulatory and incentive policies have affected not only
industrial structure, but also the conduct of managers, e.g. with respect
to competition and choice of technologies. The combination of regulatory
and price controls has substantially decreased the degree of price
competition in a number of sectors such as fertilizers and steel. They
have also induced managers to adopt certain forms of anti-competitive and
strategic behavior, e.g. by preempting applications by competitors for
capacity or technology licenses to restrain access to markets.

72. In this way, regulatory policies as implemented reinforced the
powers of domestic monpolies and cartels, especially when combined with
other policies such as small scale industry reservation or public sector
reservation to reduce or eliminate potential competition. This result was
possible because of the basic approach to banning competing imports when
"adequate" domestic supplies are available. The criterion of indigenous
availability has commonly been implemented without adequate attention to
the price of local products. though this may now be changing. Apart from
being sheltered from international competition through tariff and
non-tariff barriers, firms are also discouraged from having to meet
competition overseas by the anti-export bias of the trade regime.

73. A lack of competitive behavior is found in profit levels, which
are high relative to more open economies. Also, there has been little
change in the market shares of large firms. In many important segments of
industry such as plastic products, two and three wheeled vehicles, cables
and conductors and trucks and buses, the average change in an individual
firm's market share over 1974-84 was well below 5% annually. Even where
the average change in market shares was higher--as in autos before the
advent of Maruti--changes mainly reflected fluctuations due to production
constraints on the output of the two major producers.

74. Finally, the lack of competition is also reflected in technology
behaviour. R&D spending is primarily by government agencies, and is
fairly low in both public and private sector firms. There has been too
little competitive pressure for technological upgradation, and the
opportunities for such upgradation have traditionally been constrained by
policies such as indigenous angle clearance and FERA regulations.



- 21 -

Although there are exceptions, in key industries such as steel,
telecommunications, switching equipment, cables and electronics,
technologies are outdated. The symbiotic relationships that have
developed between dominant producers and buyers (as in telecommunications)
have also constrained the demand for technology change. This situation is
changing now, however, with increased Government efforts to stimulate
competition and technological improvements through technology
collaboration agreements (e.g. light commercial vehicles and 2-wheelers).

(c) Industrial Performance

75. The combined effect of policies on industrial structure and
company behavior as described above can be seen in various indicators of
performance. For example, the average level of capacity utilization in
manufacturing fell from 76% in 1970 to 66% in 1984. This decline was
notable in consumer goods industries such as paper, sugar, cotton cloth
and radios, in many capital goods, and also intermediates such as
automobile tires and cotton yarn. Similarly, there was rising capital
intensity in manufacturing: ICORs for the sector moved from 2.8 in the
'50s to 4.4 in the °60s and 6.2 in the °70s--a greater shift than is
accounted for by a rising share of intrinsically capital-intensive sectors
in total manufacturing.

76. Perhaps the best measure of performance is the trend in factor
productivity. Evidence points to rising labor productivity and capital
intensity, but little if any improvement in total factor productivity
(TFP). TFP in the '60s and '70s in manufacturing grew at around 1% per
annum, rather lower than other developing countries, whose TFP growth
ranged between 2% and 5% per annum. Thus the improved labor productivity
mainly reflected the increasing capital intensity, but overall technical
progress was slow. It is not surprising that industrial growth was hard
to sustain.

77. The low growth rate of TFP also worsened India's export
competitiveness. Export performance in manufactures has been
disappointing with particularly sharp declines in textiles, garments and
basic metals. Manufactured exports grew at about 1.5% in real terms from
1976/77 to 1984/85 and the share of exports in industrial output declined
to less than 5%. India's manufactured exports declined from 0.6% to 0.4%
of world exports from 1976 to 1983 at a time when developing countries
exports of manufactures rose from 15.9% to 17.5% of world exports.

78. This performance stems in large part from the two factors already
mentioned: (a) the environment of regulatory controls, fragmented
capacity, high protection and lack of competition resulting in high
domestic input prices; and, (b) an incentive structure (including the
protection-affected exchange rate) in which the many product-specific
export incentives and compensatory measures have not yet succeeded in
offsetting the negative effects of domestic tax structure and the policy
environment.

(d) Performance against Obiectives other than Growth

79. The above sections have Judged performance using growth-related
measures such as output, exports and efficiency, but this is only one set
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of objectives against which it can be judged. In India, in addition to
growth objectives, employment, geographical distribution and self-reliance
have been and remain exceedingly important objectives.

80. Employment trends have been disappointing, with growth in the
organised sector being in the 2.5-3% range per annum, and the
responsiveness of employment to growth in value added being modest at 0.5
to 0.6. Employment performance in the unorganized manufacturing sector
was better, with value added and employment rising at 6% and 5.5% per
annum respectively in the 1980s.

81. In the organized sector, trade union pressures have pushed up
real wages, and stringent labor legislation has reduced flexibility in the
labor market. Dismissals can be very difficult, particularly for large
plants, making firms reluctant to take on additional employees. The
protection of high wage industries and other policy interventions have
tilted the composition of industrial output and employment towards
capital-intensive, high-wage industries. A more neutral incentive system,
and the absence of labor market distortions, would have led to a more
labor intensive mix of products in the organized industrial sector and
thus to a much higher employment growth.

82. Employment performance in small scale units was more favorable
mainly because of realistic wage levels and flexible labor regulations.
In other respects, the policy environment actually reduced the potential
for employment generation. Some of the SSI concessions, particularly
subsidized credit, encouraged excessive capital intensity, both in the
choice of product and process. The policy framework which constrained the
growth of small firms and export possibilities likewise constrained
employment growth. Research indicates that it is doubtful whether the
protection of the small-scale sector, taking into account the adverse
long-run effects on output and exports, has led to significantly more
employment than would have existed in the absence of such concessions.

83. Industrial decentralization has been impressive, albeit at
considerable cost. There is now a significant industrial base in most
regions of the country and the initial dominance of Calcutta, Bombay and
Madras has disappeared. The development of infrastructure and supplies of
skilled labor throughout the South, and in the North and West of the
country, would have led to a wide dispersal of industry even without the
push from licensing. However, the attempt to modify the location of
industry to help develop backward districts and areas has not been very
successful, partly because the costs to firms have been so high--project
costs typically are 40-60% greater--and also because necessary
expenditures on infrastructure and social amenities have been enormous.
Various studies suggest that a greater impact could be obtained through
investing the same additional resources in other targeted infrastructure
and social development programs. Also, the stress on licensing MRTP firms
to set up only in backward areas could do considerable long-run harm to
productivity and export growth.

84. Great progress has been made in the achievement of self
reliance. The role of foreign companies has dropped markedly, the state
is in a controlling position, capacity has been built up for technological
adaptation and, most important, there is managerial and technical capacity
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to support the further growth of industries including those needed for
defense production. However, our analysis indicates that such self
reliance has been achieved at a substantial cost in terms of industrial
growth rates. Government leaders have begun to contemplate using the
enormous stock of expertise and skills that has been built up to enhance
self-reliance through export performance, leading to an improved capacity
to import and the development of a greater degree of production
specialization. The recommendations below assume that this shift in the
concept of self reliance, away from that of producing all goods whatever
the cost, is regarded as acceptable.

85. In sum, the regulatory and incentive policy regime of the past
three decades has produced some impressive results. There is a highly
diversified industrial output pattern, and entrepreneurial and managerial
skills have developed that are well able to carry industrialization
forward. Past policies have, however, given low weight to comparative
advantage and specialization, and development has been biased in the
direction of capital-intensive industries rather than the labor and
skill-intensive industries in which India's advantage seems to lie. The
regulatory and incentive systems have protected producers, and a small
group of high-wage employees, rather than consumers. They have also given
low weight to use of internal competition, import competition and export
rivalry as devices to guide adaptation and stimulate innovation and
cost-cutting, encouraging "rent seeking" instead.

86. A growing body of analysis and empirical work in India has
suggested that there are substantial static and dynamic efficiency losses
when regulatory barriers are pronounced and incentives distorted. There
is growing acceptance of this view in India, and in recent years a series
of policy changes have been introduced, most of which are steps towards a
less distorted framework for business decisions. The next section
summarizes these steps and, while it is generally too early to see
results, considers their likely impact.

5. Recent Reform Measures

87. In recent years, and especially in the last three, numerous
changes in policy affecting the manufacturing sector have been announced,
reflecting the Government's growing concern that past policies are not
optimally suited for future industrial growth. It is difficult to assess
the likely impact, but the direction of change has been to reduce the
scope of regulatory controls and distortions in the incentive system. The
changes in (a) trade controls, (b) tariffs and other taxes, (c) regulatory
controls, and (d) industry-specific policies are briefly reviewed next.

(a) Trade Controls

88. Non-tariff import controls have been changed by gradually
expanding the range of imports on Open General Licence (OGL) lists;
shifting other goods from highly to less highly restrictive lists; making
swifter and less restrictive administrative judgements; and reducing
somewhat the scope of canalization. However, virtually all consumer goods
remain banned except for a few commodities in short supply (e.g. edible
oils.) There has been a gradual loosening of controls on raw materials
and intermediate goods imports, but primarily of commodities that do not
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compete with domestic production. The main exception has been imports for
use by exporters. Capital goods imports have risen substantially in
recent years as the emphasis on technological upgradation took hold,
reflecting more the easing of administrative constraints than the shift to
OGL. Domestic producers have had to face limited competition, but access
to imported technology has been markedly increased.

89. Canalization has declined in importance during the 1980s.
However, this is mainly because of the drop in international prices of
POL, fertilizers, edible oils, non-ferrous metals and iron and steel; the
21 items decanalized in April 1985 were of minor significance.
Canalization and accompanying distribution controls continue to insulate
domestic producers from competition, as do the "actual user" policy, bans
on imports by intermediaries, and extensions of "phased manufacturing
programs". All told, the protective nature of non-tariff controls is
still very significant.

(b) Tariffs and Other Taxes

90. Tariffs have generally risen over the past decade, along with
auxilliary duties. The collection rate on non-POL imports has doubled
from under 30% in the late 1970s to 61% in 1986/87. Average rates of
nominal and effective protection made available by tariffs and by
quantitative import controls are higher and remain so; the increased use
of tariff exemptions has enlarged the variability of effective
protection. After a sharp drop in 1984-86, import duties on project
imports have recently been increased and equalized with general industrial
machinery tariffs. This is a highly desirable step towards introducing
more uniformity into the structure of tariffs. But the customs tariff is
still principally perceived as a source of government revenue and as an
instrument for responding to the lobbying pressures of domestic
industries.

91. The reduction and simplification of direct tax rates, the
forthcoming discontinuation of excess profits tax, the introduction and
extension of MODVAT in place of cascading excises, the tapering off of
excise tax concessions for small scale industry, the introduction of a
uniform 30% tax on royalties and fees for technology, and improved
nomenclature and administration have all improved the climate for
industrial growth and reduced distortions. These measures, and others
within the framework of the Long Term Fiscal Policy, have successfully
introduced an element of stability into domestic tax policy - a stability
not yet found in trade policies and tariffs, which remain subject to
frequent and extensive product-specific changes.

92. Direct and indirect taxes on exports have been reduced in recent
years by numerous exemptions, rebates and incentives. These measures,
supplemented by other exemptions (e.g. from certain import controls) are
all designed to offset the disincentives to exporting that have long been
inherent in the high, often absolute, protection given to domestic
production. Also, taking into account the slight recent downward drift of
the real effective exchange rate, these measures will certainly assist
exports. However, they still fall well short of putting exports on an
equal basis with production for the home market.
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(c) Domestic Regulatory Controls

93. Many liberalization measures have been introduced in recent
years, which should have a positive effect on both output and investment
behavior. Firms with assets below Rs 50 million (about $4 million),
located at least 30 miles outside urban areas, with limited foreign
exchange outgo, no longer need a license. Even for larger investments,
delicensing has opened 32 industry groups for entry by non-MRTP firms, and
23 for those covered by MRTP. Also, the list of industries in Appendix 1
that are open to MRTP/FERA firms has been expanded, along with those
listed in Section 22A of the MRTP Act (which exempts MRTP firms from
obtaining clearance). More flexibility for increasing capacity for
selected products has come under provisions for "delicensing"
"re-endorsement of capacity", "automatic growth", "unlimited growth",
"regularization of capacity", "modernisation" and "attaining minimum
economic scale (MES)" of production.

94. The impact of deregulation on output from existing investment
comes mainly from reendorsement and broadbanding schemes. The former
allows a firm to expand to 133% of licensed capacity once it attains 80%
capacity utilization; the latter allows firms to expand into production of
related items using existing equipment. For MRTP or FERA companies, these
facilities are confined to "Appendix I" industries which exclude the bulk
of value added by MRTP/FERA firms, and they have locational limitations.
Shifts or increases in output under broadbanding require permission, and
(as in the case of automobiles) it is understandable that caution is
exercised where high external protection may encourage too many production
proposals.

95. The impact of the decontrol measures on new investment is likely
to be greater. Nevertheless, there are many qualifications. Some
delicensed industries are subject to MRTP clearance; other industries
subject to licensing, but are exempt from MRTP clearance. The issue of
exemption from MRTP clearance is itself subject to tricky questions of
"dominance" and "interconnection", and, if clearance is given, more
stringent locational criteria often apply. The small scale and public
sectors remain protected. However, investment intentions as indicated by
licenses and registrations, as well as commitments by term lending
institutions, showed a marked jump in 1986 over 1985 and 1984, so the
decontrol measures seem to be having an effect.

(d) Specific Industries

96. Various statements of policy towards specific subsectors have
contained elements of decontrol. In electronics, for example, the
Government agreed in 1984 and 1985 to an enlarged role of the private
sector in switching and transmission equipment (jointly with the public
sector) and in subscriber equipment (wholly private). In 1985 the new
textile policy corrected some of the biases against the mill sector - a
bold move likely to cause unemployment in the power loom sector.
Production flexibility was allowed for the first time between cotton and
synthetic fibres, and in 1986 producers of polyester staple fibres were
permitted to produce polyester filament yarn, and vice versa. In cement,
partial price decontrol in 1982, allied to more liberal licensing, led to
a spurt in investment which has brought about a marked drop in consumer
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prices and created a buyers' market. This initiative was carried further
in the 1986/87 Budget, which announced a reduction in the levy quota from
30% to 15% for new firms. Other measures promise to benefit the sugar,
drug, electronics, paper and other sub-sectors.

97. The above, and other measures, have introduced additional freedom
to medium and large private firms to adapt and modernize. A portion of
the industrial sector is now free from the ambit of capacity licensing.
Substantial progress has clearly been made in the past few years towards
reducing the prevalence of controls, and for the controls that remain,
efforts are being made to accelerate clearances. More liberal access to
capital markets, and a surge in licences issued and registration accepted,
indicate that firms are responding positively to these changes. The
reforms are consistent in direction with each other, and with rare
exceptions have not been reversed, so there is growing acceptance that
they are here to stay.

98. The control and incentive systems remain largely intact, however,
especially on imports. The freedom to exit is still overly constrained,
yet such freedom is vital if firms are to be given adequate incentives to
adapt to market needs, and the roles assigned to small scale, public and
foreign-owned firms remain unchanged. The role of imports is still seen
as a source of supplies rather than a source of ideas and competition, but
there is growing acceptance of the need to increase exports. Substantial
stress is given to export development through various specific policies,
but there is a limit to what special export interventions can attain
without greater resource mobility, firm growth and incentives for more
progressive managerial conduct. We thus turn now to discuss a set of
measures, which would build on those already taken, that holds out the
promise of a strong and sustained supply response while also supporting
the broader social objectives of Government.

C. AN APPROACH TO POLICY REFORM

1. The Goals of Policy Change

99. The basic thrust of the reforms suggested in the main report and
summarized here is gradually to replace the current complex system of
regulatory controls and high external protection that developed over the
past 30 years or more with a system that relies more on prices (suitably
modified by taxes and subsidies) and on competition (both domestic and
international) to guide investment and production decisions. The reforms
would continue and extend a number of initiatives already taken. The aim
would be a comprehensive and coordinated policy package that would be able
to realize India's potential for more rapid and equitable industrial
sector growth, while supporting the basic goals that underlie the
industrialization effort.

100. It is tempting to consider an ad hoc reform process that does not
openly address the many assumptions about planning and the working of the
industrial sector that have underlain the policy-making process in India
for three decades. For example, is foreign exchange really inherently in
short supply? Does it have to be rationed administratively? Does the
public sector need protection from competition? Does protecting small
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firms in fact generate more employment? It is helpful, however, to
address such issues directly in order to develop the consensus necessary
to support a sustained process of reform. Many such topics - e.g. the
performance of public enterprises - are indeed now subject to public
debate. Moreover, the conclusion from international and Indian experience
is that an approach which is not comprehensive and well articulated,
covering both external and domestic reforms, may create more problems than
it solves. For example, delicensing without the threat of import
competition can lead to excess capacity in industries (like automobiles)
that enjoy high protection; export promotion schemes can be frustrated by
administrative controls needed to prevent the diversion of benefits to the
protected domestic market; and investors' response may be limited by fears
that ad hoc changes could easily be reversed. There is merit in adopting
a reform process that can be completed within a meaningful time horizon,
is comprehensive, is not vulnerable to case by case administrative
interventions, and rests upon a concensus on goals, components, sequencing
and phasing.

101. The goals of Rolicy change are assumed to be those that have
driven India's industrialization effort from the beginning. Growth is
sought through a reform package that aims to improve the allocation and
use of resources. Social justice for the poor is normally helped by more
rapid growth. The poor would also be helped by the shift that would take
place away from excessively capital-intensive activities, and away from
industries with a high-wage elite labor force. The same is true of the
measures to support a reasonable geographic dispersal of industry, and the
growth of viable firms from the small scale sector. This is not to say
that changes will be painless: some high wage-earners, who have captured
part of the rents generated by regulation and protection, at the expense
of consumers, may suffer. So too will others during redeployment between
jobs; relief during the interim must be considered. But Bank studies of
reforms have shown that an accelerated rise in employment is experienced
in most countries undertaking liberalization. Finally, self-reliance is
sought in the growth-oriented sense that internationally competitive
products will be exported in order to import - without an increased debt
burden - those goods and technologies which it is less advantageous to
produce domestically.

102. To minimize the possibility of creating new distortions, changes
in domestic regulatory policies need to be coordinated with adjustments in
trade policies, and both need to move expeditiously and predictably. The
effectiveness of changes in the regulatory and trade regimes depends on
the extent to which they are mutually consistent. Some imperfections in
synchronization are inevitable, but tolerable if the pace of reform does
not stall. Rapid import liberalization in an environment where producers
are constrained in how flexibly and rapidly they can allocate and use
their resources might lead to few economic gains and high social costs.
Thus regulatory reform freeing producers to enter into promising areas,
expand profitable operations, shift product lines and exit from shrinking
markets would be necessary to enable them to export successfully and to
face import competition.

103. The ideas that follow on further policy changes start with
domestic regulatory and incentive policies, and go on to discuss trade
policies and the economic environment for reform.
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2. Domestic Industrial Policies

104. Entry and growth have been strongly influenced in the past by
industrial licensing. Reforms during the past few years have eased
licensing requirements, but many remain. If the other policies suggested
in this report were implemented, there would seem to be no compelling
reason for retaining capacity licensing, and many reasons for removing
barriers to growth and adaptation. There are better tools, discussed
below, to attain some of the monopoly control, locational and other goals
that licensing now tries to serve.

105. It is accordingly suggested that all forms of capacity licensing
for industry could be phased out completely over the medium term (the
possible speed of adjustment is discussed in paras 150-151 below). In the
interim, the investment size limits below which a licence is not required
could be substantially raised each year. A list could be prepared of
those few industries which pose security, health, safety or environmental
concerns, for which a special permit would be required from Central
Government. Weapons, explosives and nuclear energy are examples of
industries that might require such a permit. Individual states or cities
would retain the right to require firms to obtain a zoning permit for a
given location.

106. The regulation of the expansion of large and/or dominant firms
remains an important restraint on competition, and can prevent them from
adapting so as to compete in both domestic and foreign markets. Evidence
indicates that MRTP controls have often resulted in protecting the
interests of large producers rather than those of consumers.

107. Accordingly it is suggested that the Government cease to use ex
ante MRTP investment and production clearances to regulate firms and
instead use the MRTP Act to identify and assess, and if necessary control
or punish, unfair or uncompetitive business behavior and practices that
harm consumers' interests. In other words, it would not be assumed that a
firm that has or would attain a certain size, or share of a market, would
abuse its economic power. The risk of its doing so could be controlled by
the threat of import competition, as suggested below, and by the threat of
prosecution if it engaged in unfair practices. Thus MRTP clearance, as a
condition for entry or growth, could be phased out completely in the
medium term. Meanwhile, the code of unfair practices needs to be further
developed.

108. Until such time that MRTP investment and production clearances
were phased out, the asset limits defining large or dominant firms, above
which MRTP clearance is required, could be progressively raised to permit
MRTP firms to grow at least to MES in each of their plants. Also, in the
interim period, the definition of product groups within which dominance
may occur might be broadened so that the "market" in question includes the
relevant competitive substitutes. Furthermore, it would be beneficial if
the market for the products in question were measured in terms of total
output for the domestic market from all sources.

109. Interconnection of firms is a weak criterion for establishing
monopolistic practices: in this interim period, interconnection would only
be applied in cases where linked firms operated in the same market.
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110. The overly restrictive impact of MRTP regulations could be eased
by removing entire industries from the ambit of the act, an approach
already being pursued by Government by expanding the lists in "Appendix 1"
and "Section 22A" of industries not subject to MRTP (and commonly FERA)
regulations. As these lists grew, it might at some point be easier to
shift over to a "negative list" system where only those firms subject to
MRTP regulations would be shown. This list could gradually be reduced in
scope and, in the medium term, abolished as the MRTP Commission and staff
develop more capacity to assess and punish anticompetitive behavior and
unfair trade practices.

111. Given that FERA companies now number only about 100, and those in
manufacturing are concentrated in export and high-technology industries,
there seems to be no strong reason for the exercise of special restrictive
control. They could be subject to the same diminishing need for
clearances, and enjoy enhanced competition, as for MRTP companies. The
case for easier clearances for non-MRTP FERA firms is even stronger.
Foreign equity holdings of over 40% would continue to need Foreign
Investment Board clearance.

112. Small-Scale Industry: There are many reasons for generously
encouraging the entry of new small firms and their entrepreneurs. Such
firms have strengths that flow from the inherent advantages of being
small, and they should develop on the basis of these strengths. However,
some subsidies (e.g. for credit) can and have encouraged non-optimal
behavior such as greater-than-optimal use of capital. As the case is weak
for perpetual and often absolute protection of small firms, and for an
incentive framework that discourages their graduation from the SSI sector
and their optimal use of resources, the incentives for small scale firms
should be shifted to facilitate their entry and efficient growth.

113. This would imply that entry should be encouraged by temporary
subsidies for a given firm (e.g. on credit, land, services and via income
tax exemptions). However, these should taper off over fixed period of
years. Gradual phasing out of excise tax concessions as firms expand is
already in place and will better promote growth than the previous abrupt
imposition of full tax rates upon output reaching a certain level. Of
course, any such incentives carry the risk that firms will close and
restart to gain the new entry benefits. Entry would not, however, be
encouraged by indefinite product reservation, so products whose output is
now confined to the small-scale sector would gradually be dereserved over
the medium term.

114. In the interim period before dereservation was completed, growth
could be encouraged by raising asset limits. During this period also, the
use of reservation policy to deny expansion to existing firms outside the
small sector could be discontinued. Reservation would thus at best
contribute a temporary barrier to entry to facilitate adjustment of
vulnerable firms, but would not be a constraint on growth. Unless the
medium-sized firms producing items under SSI reservation were permitted to
grow, there would be a danger of increased incidence of sickness in such
firms. Entry and growth could also be encouraged by allowing freedom for
small firms to integrate with larger units, e.g. in ancillary production,
with large units being free to take an equity stake in small firms.



- 30 -

115. Industrial Location Policy: Backward area development has been
one of the goals of the licensing system, and has been supported also by
investment and other subsidies, and infrastructure development. It is
suggested that backward areas could most efficiently be supported by
replacing investment subsidies and the use of licensing controls with
temporary production subsidies or excise/sales tax concessions. This
would reduce the current bias in favor of capital intensive production.
There is a need to ensure that inter-state competition in offering
concessions is kept within bounds.

116. Infrastructure provision in backward areas has tended to be
inadequate: there is a case for concentrating the provision of
infrastructure initially on a limited number of growth centers - say 20-30
as suggested by the Pande Committee. Serving adequately all 246 currently
designated backward areas would be virtually impossible given resource
constraints. Since manufacturers derive great benefit from such
infrastructure, and to make its provision self-financing, costs should be
passed on to the users.

117. Locational objectives also include the avoidance of urban
congestion and pollution. Rather than use licensing for this purpose,
firms could be permitted to make their own decisions but within a
framework of (a) local zoning, (b) charging full costs of the provision of
land, power and infrastructure, (c) local taxes that reflect the full cost
of provision of urban services and, (d) allowing firms freedom to move
away from congested urban areas without penal taxes or requirement to
provide compensation.

118. Public Sector Enterprises (PSE): There is widespread recognition
of the need for better public enterprise performance in both financial and
economic terms. Recent government committees chaired by L.K. Jha, M.
Fazal and A. Sengupta have recommended that public enterprises should have
increased managerial autonomy and accountability. We endorse these
suggestions. PSEs should progressively be required to compete on a more
equal basis with private sector producers and imports. Over time, this
would involve the phased removal of (a) purchasing and price preferences,
(b) access to capital and credit on concessional terms, and (c) protection
from competition through controlled marketing arrangements. Also,
increased use should be made of explicit government funding of social
obligations imposed on PSEs. Finally, there is a need for time bound
sub-sector restructuring programs to help PSEs compete effectively as
trade and regulatory controls are eased.

119. Administered Prices: Price and distribution controls have
generally had the effect of insulating both public and private producers
from competition and from the need for modernization and cost reductions.
Where more liberal pricing policies have been introduced (e.g. cement)
there have been marked beneficial results. For competitive and well
supplied markets, full or partial decontrol could be introduced
immediately. Progressive price decontrol, accompanied by removal of trade
and regulatory barriers could be pursued in other markets, e.g. in
fertilizers. The first step would be to move to a pricing policy based on
of clear economic principles. Prices need to be set so as to be
consistent with movements in market demand and supply, and reasonably
close to border prices where relevant. The recommendations of successive
government committees to abolish freight equalization practices could also
well be implemented. The phased removal of administered prices would be a
logical accompaniment of moves towards a more open trade policy.
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120. Taxation: Major steps have already been successfully taken to
rationalize the tax structure, including the recent extension of MODVAT to
virtually all final products. Further steps could include (a) gradually
moving towards a comprehensive VAT system, (b) harmonizing state sales
taxes, and (c) phasing out octroi taxes.

121. Adaptation and Exit: Giving freedom to companies to adapt as
they see fit by measures such as the above may only have a modest effect
if firms cannot adapt, by retrenchment, mergers or closure and sale of
assets. These at present act as barriers to adjustment. If exit is
difficult, the attractiveness of entry is correspondingly reduced. In the
field of labor, the Industrial Disputes Act could be modified to provide
employers with greater autonomy to manage their labor needs within
guidelines for working conditions, remuneration and retrenchment
compensation. Training and retraining, and food-for-work and employment
guarantee schemes, could be part of the package to help ease the
adjustment process. Trade union reform might move in the direction of
developing the concept of lead unions for negotiations and reducing the
number of unions in a given plant.

122. Adaptation can also be helped by enabling assets, including land,
to be transferred more quickly. Bankruptcy and winding up procedures,
which currently take up to 10 years, could be simplified. The adaptation
process will be facilitated if Government continues its policy of not
taking over sick units, and if rehabilitation programs avoid making it
attractive for businessmen to have units declared sick (e.g. by not
granting preferential access to power with deferred payments). Government
actions taken in recent budgets to regularize and facilitate the payment
of amounts owed to workers in sick firms could be strengthened to further
ease the process of adjustment. Financial institutions and banks must
likewise be encouraged to take hard decisions when problems of sickness
first emerge. More strict controls on granting of additional financial
assistance of chronically sick firms would reduce the incentives to stay
sick. While in most cases the management of decline is a job for the
firms concerned, there may be some industries in which the shedding of
loss-making capacity needs to be coordinated by the Government or a public
agency. Social adiustment programs may need to include training, and
urban food-for-work relief.

3. Trade Policies

123. The foreign trade sector will need to play a key role in India's
transition towards a more dynamic economy in three ways: First, imports
of state-of-the-art capital goods provide the fastest route to modernizing
the Indian economy and to improving efficiency. Second, foreign trade can
be used to expose Indian producers to foreign competition, thereby
complementing the Government's efforts to enhance domestic competition.
Third, export growth can provide the foreign exchange needed for imports
and the market for increased production of labor- and skill-intensive
goods. This in turn will allow stepped-up growth while reducing the
capital-output ratio. If the foreign sector is to play this role,
considerable changes are needed in current import policies, and bold steps
must be taken to accelerate export growth. All of this would need to be
done, and can be done, in a way that does not jeopardize India's balance
of payments position.
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124. Trade policy reform in India should take account of the fact that
its impact will be quite different on different industries, depending on
their competitiveness, structure and other concurrent policy reforms.
Feasible reform in Indian circumstances is likely to consist of a
combination of across-the-board measures plus industry-specific adjustment
programs, with attention being paid to the special circumstances of each
industry. Obviously, for such an industry-by-industry approach to have
any kind of coherence, it would have to work according to clearly stated
policy objectives and guidelines. The adjustment programs would need to
be structured and announced without delay to provide clear guidance to
investors and producers.

125. Imports: It would be advisable to move away from earlier
policies, which tended to offer almost unlimited protection for
"indigenously available" products, and to recognise fully the role of
actual or potential competition from imports as a source of discipline on
the prices and costs of public and private sector domestic manufacturers.

126. The first step would logically be the removal of quantitative
restrictions (QRs). They could be replaced by tariffs and/or surcharges
sufficient to provide initial protection at least as high as that now
available, so as to avoid imports that would disrupt the industry
concerned or lead to a balance of payments crisis.

127. Thereafter, there could be a gradual reduction in the variance
and average level of tariffs according to a pre-announced schedule with
compensating technical adjustments in the exchange rate to the extent
required. The goal might be, for example, to reduce the range of tariff
rates over the medium term to a band of plus or minus say 30% around a
target median value. This median value could fall from the present level
of over 100% to, say, 50%, with a consequent range of 20% to 80%.

128. The removal of QRs and setting of initial and final tariffs on
all goods could be undertaken in the light of a limited number of fairly
broadly defined industry-by-industry reviews. Where QRs are now used, the
reviews could recommed how QRs should be removed, not whether they should
be removed. They could indicate by when QR removal should be complete,
provide guidelines on the initial tariff protection, and indicate the
eventual target tariffs and their timing. To avoid "tailor made" tariffs,
all new tariffs, including replacements for QRs, could be "broad banded"
(defined to cover a broad group of related products) and be set at one of
five levels--say 20%, 35%, 50%, 65% or 80%. For many products, the new
initial tariffs could be below current levels because of redundant
tariffs; in some cases, initial tariffs might have to rise. Even goods
currently subject to QRs commonly carry a tariff, and some of these may
already be high enough that they could be held steady or even be reduced
with little impact on the balance of payments.

129. Technology: Technology imports at present require the
concurrence of the Foreign Investment Board, which reviews the import
intensity of the intended processes, and the level of royalties. It is
proposed that import of technology, whether in the form of equipment and
machinery or knowledge, be freely allowed, with firms making their own
choices on the basis of alternative specifications and prices, and in the
light of the exchange rate and taxes payable.
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130. Phased Manufacturing Programs (PMPs) are a form of non-tariff
import barrier. Their removal would be a logical part of an overall
effort to replace QRs with tariffs. Transitional arrangements for firms
with existing PMPs would need to be devised. The goal would be to enable
producers to make their own judgements on sources of supply in the light
of their own cost-minimizing calculations.

131. Canalization of imports and exports is another non-tariff control
with adverse efficiency effects. The performance of the agencies
concerned has been generally poor, and further decanalization would be
desirable. This could be undertaken through the process of enquiries into
specific industries. Canalizing agencies could continue to trade - and
might do so most effectively - but they should be open to competition from
private traders on equal terms. Similarly, abolition of the actual user
policy would also appear to be an important step, with phasing decided as
part of the adjustment programs for major industries. The re-emergence of
import and export houses would follow automatically.

132. Exports: A successful export strategy would be an essential
ingredient of trade reform. A first priority would be to strengthen
greatly, through appropriate policy changes, the export mentality which
the Government is now trying to create. Special interventions are needed
to compensate for present distortions in the domestic economy. While a
lot has been done, further measures seem appropriate, e.g. to help
exporters get their material inputs at world prices and quality. This
would require an effective prior exemption system, complemented by a
drawback system giving full rebates of duties and other indirect taxes,
for direct and indirect exporters alike. Where the economic cost of
appropriate domestic inputs was significantly higher than world prices,
import at world prices for export manufacture rather than subsidization of
high cost domestic inputs would be preferable.

133. One approach to stimulating exports might be to reaffirm the
committment to exporting by undertaking some significant changes in
general incentives for exports, even if these changes might prove
unpopular with certain groups. Such a move would stress that the
Government considers exports to be important. An example of such a change
would be the adoption of an exchange rate regime that maintained
exporters' profitability even in a world of variable exchange rates. Such
an approach, which has been successful in countries such as China,
Colombia and Turkey, would maintain the competitiveness of Indian exports
and simultaneously reduce import pressures. To complement this general
policy, numerous changes in exRort-specific measures would be needed along
the above lines to provide a "green light" treatment for exporters.

134. Even with such measures, the challenge of expanding India's
exports will be considerable. The external environment today is less
buoyant than in the latter part of the '70s. Growth in world trade has
been curtailed by the slowdown of growth in the developed countries, which
in turn has led to protectionist tendencies. Frequent and marked
adjustments in exchange rates create uncertainties for exporters. Yet,
while the difficulties of a more outward orientation cannot be denied, the
difficulties are in no sense historically unique, and those countries
which have actively participated in world trade in the past have overcome
similar difficulties and have shown quite consistently higher rates of
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growth than those countries, like India, which have not. Thus, given
India's goals of growth and reduced poverty, the strategy suggested here,
which is consistent with the Government's own strategy, seems well worth
pursuing.

135. It should be noted that, in areas such as tea and other food
products, the Government has been reluctant to allow exports because of
concerns for domestic consumption requirements. This position is
understandable, especially for goods of mass consumption whose prices are
subject to major swings in world market and whose domestic production
cannot be increased quickly to meet the export demand while continuing to
satisfy domestic consumption requirements. In most areas, however, it
should be recognized that increased exports would be provided from
increased production in response to attractive export prices, thereby
leaving domestic supply and prices relatively unaffected. In products
where there are economies of scale, increased export production could
actually lead to lower domestic prices, and would in any event lead to
greater employment and income.

4. The Economic Environment for Reform

136. Macroeconomic Policies and Public Finance: Maintenance of
macroeconomic stability, in particular containing the rising government
deficit, will continue to be a critical element in industrial reform. In
India, there are already some signs that rising Rublic sector deficits may
be spilling over into inflation and balance of payments deficits.
Continuance of these trends would prejudice the reform program in numerous
ways. First, aggregate demand pressure would stimulate imports and slow
export growth, providing ammunition to those who say that the reforms are
not working. Even if these criticisms are resisted, growing trade
deficits would ultimately force the Government to cut imports sharply by
reimposing protection. Second, experience elsewhere suggests that reforms
are often blamed, incorrectly, for any rise in inflation, despite the fact
that higher imports and greater competition actually tend to depress the
price level. Finally, large government deficits will tend to absorb
credit and thereby reduce the availability of funds for new lines of
investment and for easing the transition to a more competitive economy.
Such "crowding out" would be intensified if the Government chose to
finance itself through higher inflation and restrictions on interest
rates, a route which it has officially rejected in accepting the
recommendations of the Chakravarty report. Cross-country studies indicate
that such problems have been the principal causes of failed attempts at
liberalization. For these reasons, fiscal restraint will be a necessary
part of any reform package.

137. Financial Sector Policies: The reforms proposed in this report
would require substantial investments in plant and equipment, both for
modernizing existing factories and building new ones. A well functioning
financial sector would be vital for mobilizing these resources. India is
presently witnessing the emergence of a diversified financial system. In
the capital market, efforts to develop the regulatory and institutional
framework for stable and orderly growth would need to be intensified. New
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vitality and efficiency also need to be injected into the more traditional
activities of banks and financial institutions. Although the capital
markets and other new sources of finance are expanding rapidly, the
institutionalized system will remain the most important source of funds
for the forseeable future. The commercial banks and the development
institutions need to adjust to a more open and competitive environment.
Change is particularly urgent in the commercial banking sector, which
suffers in varying degrees from overregulation, excessive branching, poor
customer service and increasing arrears.

138. Infrastructure: Weaknesses in power and telecommunications have
impeded industrial growth. Despite rapid growth of the power system,
there remains a large unsatisfied demand. Estimates of the current total
electricity deficit range between 6% and 10%; peaking power deficits as
high as 30% are estimated for the Northern Region. Planned rationing and
unplanned cuts are common, and the quality of power supply is poor in
terms of voltage and frequency. The manufacturing sector resorts to
self-generation for over 15% of its total power consumption, and this
share continues to rise, even though its cost can easily be twice that of
grid power. Since responsibility for the power sector is predominantly in
the hands of the States, the Central Government needs to find a way more
forcefully to induce greater efficiency and financial discipline in the
State-controlled utilities. Power tariffs closer to long-run marginal
costs, particularly in agriculture, would encourage power savings and more
efficient use of the substantial existing investments. The reforms in
industry and trade policy described above would lead to a less
power-intensive pattern of output, and thus help bring supply and demand
into balance. Telecommunications lines in service in 1986 met only 75% of
expressed demand, and service quality is inadequate. In addition to
significantly increased investments, there is a need for improving the
quality of the equipment, and introducing more commercially-oriented
management along the lines that the Government has recently initiated. It
should also be noted that, if India is successfully to increase the role
of foreign trade in its economy, improved port and airport facilities, and
related infrastructure, will be required to avoid bottlenecks.

139. Labor Market Policies: Industrial and trade policy reforms can
be justified only if they lead to faster economic growth, increased
employment opportunities and improvements in the standard of living. The
evidence from liberalization programs in other countries suggests that
most of the gains in employment will occur in small and medium-sized firms
that currently have low effective protection, and in the service
industries that support larger establishments. An increasing number of
larger firms are likely to resort to using inputs from ancillary units to
contain costs. These units tend to be more labor-intensive, and have
lower wage costs, on average, than large industrial units with strong
unions. Organized manufacturing, because of its capital intensity, would
suffer most under the reforms proposed here. Because of its small share
in employment, it is unlikely for the time being to offer significant
additional employment opportunities, especially given its relatively high
wages and restrictive employment practices. Industrial policy reform
might even lead to a short-term loss of jobs in organized manufacturing as
steps are taken to deal with overstaffing and the closure of plants in
sick industries. Policies would need to be designed to redeploy these
workers effectively; in many cases they would suffer a loss of income
since their wages are much higher than average.
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140. To further minimize any adverse effects of industrial policy
reform on employment and, at the same time, provide employment for a labor
force that grows at more than 3% a year, the Government might also
consider the possibility of changing existing labor laws to ensure greater
flexibility in the labor market. This would provide greater incentives
for firms to employ more labor as output expands. In addition, Government
policy could further improve access to primary education, a basic
requirement for developing a skilled labor force. Finally, not all
segments of the labor force that would be affected in industrial policy
reforms can be helped through these measures. In some sub-sectors, direct
intervention programs, such as employment guarantee schemes, would be
essential as a temporary respite for those adversely affected by the
policy reforms. Efforts to improve Government-assisted social services
such as health, sanitation, housing and education also will help alleviate
the conditions of the unemployed poor. Such programs would imply an
increased fiscal burden at a time of overall resource constraints.
However, such expenditures would deserve high priority, not only for
social justice, but also because they would facilitate reforms that could
generate faster growth.

D. THE IMPLICATIONS OF THE REFORMS

1. Costs and Benefits of the Reform Package

141. The strategy proposed above would be fairly radical in the Indian
context - the gradual removal of most Central Government controls on
industrial development and an external trade regime with significantly
reduced and unified levels of protection. The controls and the protection
would be replaced by indirect levers of control which would allow the
Government to influence the course of development through policies
affecting prices and competition, and through its own investment and
current expenditure programs. These reforms would result in prices much
more in line with world prices than is true today, and in a greater degree
of import competition and export rivalry than the nation has ever seen.
Given the degree of change proposed, it is necessary to ask what the
expected costs and benefits will be.

142. These questions are easy to ask - and hard to answer. The
success of any policy change depends heavily on the degree of support for
the policies and on exogenous factors, such as movements in world oil
prices and growth in OECD countries, over which India has no control.
With all of these uncertainties, it is only possible to indicate the
nature of the benefits and costs, the factors which influence their size,
and steps which could be taken to reduce the potential costs. Although
the macro economic picture shown in Section E below is consistent with the
reforms proposed here in terms of overall GDP growth, imports, exports,
etc., it is impossible to say by what percentage any of these variables
would change if a certain policy were only partially implemented or
dropped altogether.

143. Although measuring the cost and benefits is difficult, it is
quite clear that many of the costs would be up front, while the benefits
would come later. Investments for modernization and efficiency come
before the higher quality, lower cost goods are produced. Workers will be
retrenched to cut costs and improve productivity before increased growth
generates new jobs. Imports to upgrade export industries will come before
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the exports. All this means that the proposed strategy will succeed best
if ways are found to finance, reduce or offset the front-end costs, and to
sustain the effort to the point that the longer term benefits can be
realized. Increased concessional aid could play an important role in
balancing the costs and benefits of reform, thereby helping assure its
success (ref para 153 ff).

144. The main benefit expected of the policies proposed here is more
efficiency, which would lead to faster growth of overall GDP and per
capita incomes, thus helping serve the nation's goals of growth and social
justice. These benefits would not be shared equally; the paragraphs below
indicate the main winners and losers from the changes in external and
domestic trade policy.

145. External Trade Policy: The greatest beneficiaries from a more
open economy would be the mass of Indian consumers, who would begin to get
better quality goods, mainly domestically produced, at lower cost. Among
producers, the beneficiaries would be those relatively efficient producers
currently enjoying low or negative effective protection, especially those
involved in efficient labor intensive processing of domestically produced
inputs. Employment in general, and especially employment in these
industries, would also be expected to benefit.

146. Those industries most likely to benefit from external trade
policy reform would include, for example, selected textiles, garments,
sports gear, gems and jewelry, agro-industrial products and many items
from labor-intensive engineering and capital goods industries. Those
industries most likely to be hurt, at least in the short run, would
include producers and workers in highly protected industries, especially
those heavily dependent on imported inputs, with high capital and energy
intensity. Those propped up with direct and indirect subsidies and with
little or no export potential would be particularly vulnerable. These
industries probably would include larger passenger cars, non-ferrous basic
metals, small paper mills, small tire plants, basic chemicals, small steel
plants, and a number of petro-chemical based activities. Even in these
industries, however, some plants might thrive under the proposed policy
regime.

147. Domestic Regulatory Changes: These changes will also have net
benefits for some and net costs for others. Those gaining will be firms
already operating in a relatively free, competitive environment; those in
all sectors (small as well as medium and large) which are currently
constrained by artificial barriers to growth, product and technology
choice; those which are currently tied to inefficient locations either
needing to move out of crowded urban areas or needing to shift from
backward to more developed areas; and those which need to close down
plants and shift resources into more productive uses. Those standing to
lose from the changes include firms making artificial profits or enjoying
a relatively easy life behind barriers that protect them from domestic
competition--barriers such as capacity licensing for entry and growth, and
protection from competition by other large firms (through MRTP
regulations). Also likely to lose are those taking advantage of the
special financial concessions accorded "sick" companies and workers
employed in protected industries at wages far in excess of what the
ordinary factory worker would receive. There would also be less
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employment in public administration, because the numbers needed to run the
present control system far exceed the numbers needed to manage the
proposed incentive framework.

2. Sequencing and Phasing of Policy Reform

148. Sequencing: As stressed above, it would be vital that changes in
domestic regulatory policies and in external trade policies take place
simultaneously. If domestic controls were relaxed without introducing
greater competition from imported goods, a serious risk would arise of
distortions in the pattern of investment. Producers might over-invest in
highly protected goods that offered opportunities for quick returns, even
if the economic cost of production were excessive. An example of this
type of problem is already occurring in steel, where mini-steel plants are
being set up to produce specialty steels that are not economic for SAIL,
but at costs substantially above world market prices. Also, without the
threat of external competition, there would be a tendency towards
monopolization of the domestic market in products requiring large scale
production; the large scale producers would drive the smaller producers
out of business but, with no effective competition from imported goods,
could behave as sheltered monopolists by allowing the general efficiency
of the operations to fall and their costs to rise while charging excessive
prices. It is also possible that capacity might be further fragmented if
many small firms entered the market before investors could be found to
build a plant of minimum economic size. Leaving high external protection
in place would also stimulate additional investment in capital intensive
activities, lowering economic efficiency and the potential for growth.

149. On the other hand, if external controls were relaxed without a
relaxation of domestic controls, then domestic industry might not be able
to respond appropriately in terms of changing investment patterns, product
mix, technology, inputs etc. Consequently, instead of promoting efficient
economic growth, such an external liberalization might damage major
segments of the domestic manufacturing sector. To avoid the balance of
payments problems that a number of countries have faced following the
premature relaxation of controls on external capital flows, it is
suggested that these be considered only at a later date; free external
capital movement is not a requisite part of the reforms package proposed
here.

150. Time Phasing: The pace of transition is a critical and sensitive
element in any reform package. Time is needed to build new factories and
modernize existing ones, find and learn new technologies, redeploy workers
and assets from activities that will no longer be competitive, develop new
markets (including export markets), find new sources of financing, etc.
Too fast a pace could raise costs of adjustment to the point where the
Government would be forced to reverse the process. On the other hand, too
slow a pace would delay the benefits of the reform. Moreover, there is an
interaction between the slowness of the reform and the final outcome,
since a slow reform allows vested interests adversely affected by
continued policy reforms to mobilize increasing support and halt the
process. Also, a slow process that put off most of the costs of
adjustment until the end of the programs would not be credible, and
correspondingly would stimulate little response in its early stages.



- 39 -

151. There is little solid empirical evidence on the tradeoffs between
the adjustment costs and the speed of the reforms, not in the least
because the exact size of the long term benefit of the full package is not
known. Other countries that have undertaken such major reforms have
typically decided on a three to five year horizon. This also has been the
time frame for many major programs of sectoral restructuring in developed
countries, and in developing countries supported by the Bank. As
mentioned above, a major part of the Government's role in the proposed
program would involve devising and implementing such plans in India's
public sector. All this suggests that a minimum of five years would
probably be necessary to carry out the reforms, while a program of more
than seven years would probably be too slow.

152. In conclusion, the success of the proposed reform program depends
heavily on executing it so that the benefits are seen by the majority to
outweigh the costs within a reasonable time period. An important step
would be to develop a consensus on goals and means. In India, any ruling
party is a coalition of groups with different interests. In this vigorous
democracy, with its ample vehicles for the expression of opinion and the
exercise of influence, the development of a consensus on public policy
proceeds step by step and will take time. Once the process began, rapid
economic growth would help success by maximising the opportunities for
those who suffer in the short run from decontrol and increased
competition. Sustained growth requires a well-managed balance of
payments, supported by concessional aid flows, to avoid the risk to the
reform of a balance of payments constraint. We turn to this next.

E. BALANCE OF PAYMENTS PROSPECTS. CAPITAL FLOWS AND CONCESSIONAL AID

153. Improved terms of trade have helped India's balance of payments
prospects, but there is little room for complacency. With foreign
exchange savings of about US$2.5 billion on imported crude oil, petroleum
products and fertilizers, largely because of falling prices, and export
growth of about 5% in constant prices, India's (gross) international
reserves rose by about US$150 million in 1986/87. This occurred despite a
rapid rise in non-oil imports, declines in net invisibles and in capital
inflows of all types, and a large repayment (US$540 million) to the IMF.
Nevertheless there is reason for continued caution on the balance of
payments, especially as the debt service ratio has been rising.

154. Bank projections indicate that real export growth would need to
reach an average of at least 6.1% a year during the Seventh Plan period in
order to maintain a viable balance of payments. This growth should be
achievable if the proposed policy package begins to be adopted and despite
the slow growth of exports in 1985/86. If a 6.1% p.a. growth rate is
achieved, and assuming (a) some rise in imports for purposes of
modernization as well as some rationalization of imports, (b) prices of
crude oil and petroleum products continue to remain low, and (c) MLT
disbursements pick up sharply; then (a) growth would likely be somewhat
higher than the Seventh Plan target, and (b) the debt service ratio would
be somewhat below 1986/87 levels by the end of the Plan.

155. The reforms suggested in this paper could be expected to bring
about very fundamental structural changes in the Indian economy over time,
especially with respect to the share of imports and exports in GDP. The
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opening up of the economy would be a gradual process, phased so that
import growth does not markedly outstrip export growth, thereby resulting
in BOP problems. Exports will accelerate only gradually; however, by the
mid-90s it is possible to think of exports of goods and non-factor
services rising from the current 7% of GDP to around 9%, with a
corresponding increase of imports relative to GDP.

156. There are also numerous downside risks for the balance of
payments during the next several years: export growth may become
sluggish, especially if the pace of reform slackens; crude oil prices may
rise, or the quantity of oil imports may rise if explorations are
unsuccessful; oilseeds imports may rise if efforts to expand production at
reasonable costs are unsuccessful; MLT disbursements may continue to be
sluggish. Perhaps the greatest downside risk of all is that the trend of
rising government deficits will continue and spill over into rising
balance of payments deficits. If any of these downside risks materialize,
the balance of payments could worsen sharply. For example, a drop in real
export growth, to an average of 3.2% p.a. for the Plan period, in
combination with an attempt to maintain growth through aggregate demand
policies, would lead to a fall of US$1350 million in gross reserves by the
end of the Seventh Plan, and leave the debt service ratio about as high as
in 1986/87, even after the nearly complete amortization of the IMF loan.

157. If foreign exchange reserves were to begin to fall rapidly, as a
result of any of these problems, and if there were to be no increase in
concessional aid, the Government would be faced with two options: cutting
imports or increasing commercial borrowings. Neither is attractive.
Regarding the first option, while there is not a simple one-to-one
relationship between import growth and GDP growth, such a cut in imports
would probably reduce growth in the short run. Perhaps more importantly,
it would signal the reversal of the current movement toward import
liberalization.

158. Increased commercial borrowing is also not an attractive option
for maintaining imports and avoiding a loss of international reserves.
While India currently enjoys an excellent credit rating in international
capital markets, its debt service ratio has risen from about 8% in 1981/82
to over 19% in 1986/87, reflecting the growing share of commercial
borrowing in India's debt. Including IMF repayments and interest, the
corresponding figures are 8.1% and 24.4%. In these circumstances,
additional commercial borrowings, especially against the backdrop of a
substantial trade deficit, would soon become difficult. Moreover, such
borrowings would merely postpone and increase the problem, unless the
economy's future export prospects improved. This highlights, once again,
the pivotal role of export growth and the need to increase the efficiency
of the economy through greater exposure to internal and external
competition.

159. External assistance, because of its low cost, allows India to
undertake a faster liberalization than would otherwise be possible, since
the alternatives would be fewer imports or greater commercial borrowing.
Eventually this strategy will translate into larger imports, faster
growth, and more employment; its demonstration effects may even contribute
to similar policy changes in other countries.
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160. Concessional flows are also a fundamental element in anti-poverty
programs. Support from donors contributes to the provision of food aid,
basic services to the poor--for example, in innovative nutrition and
health care programs--and provision of urban services and housing.
Finally, donor support continues to play an important role in raising
agricultural productivity, which raises rural incomes directly, through
higher labor demand and indirectly through lower relative food prices.

161. For these reasons, and given that for the first time in three
decades a significant policy reform movement is under way in the
industrial sector, there is a strong case for an increased level of
external assistance. The foregoing balance of payments projections assume
a total external assistance package of US$4 billion of commitments in
1987/88. This is divided into concessional funds of US$1.9 billion, and
non-concessional loans from the World Bank, bilateral agencies and other
multilateral lenders of US$2.1 billion. For 1988/89 the total package is
US$4.4 billion, divided into US$2.1 billion concessional and US$2.3 from
the World Bank, bilateral agencies and other multilateral lenders. The
Consortium members are projected to provide US$3.3 billion of the total
external assistance in 1986/87 and US$4.0 billion in 1988/89.





Cha ter 1

RECENT ECONOMIC DEVELOPMENTS

1.01 Broadly speaking, economic performance has been good in the last
two years. The Seventh Plan is off to a good start and, for the 1980s as
a whole, the economy seems on a higher growth path with increases in GDP
averaging over 5% p.a. Indications are that the incidence of poverty has
declined. During the last two years Government growth policy has aimed at
increasing efficiency, since the rate of investment is already high. In
the areas of taxation and industry, the response has been good.
Additional measures along the same lines would further improve industrial
performance in the medium run, as discussed in Chapters 3-5. Short run
variations in growth continue to depend on (a) agricultural performance,
although success in "drought-proofing" the sector has reduced the impact
of weather fluctuations, and (b) aggregate demand pressures from the
government budget. Careful control will be needed to check the rising
trend in government deficits. Otherwise there are dangers of "crowding
out" private investment and spillovers into higher inflation and balance
of payments deficits. If these problems develop, they would imperil the
drive to increase competitiveness and, ultimately, economic growth and
poverty alleviation. Although the trade balance has improved, largely as
a result of falling oil prices, and reserves are equivalent to over five
months of imports, there is little room for complacency. Despite the
improved trade balance, pressures could develop from the bunching of
payments on past borrowings from the IMF and other sources, protectionism
in developed countries, or an upswing in oil prices.

A. THE REAL ECONOMY

1. GDP Growth

1.02 GDP growth in 1986/87 is projected to be roughly the same as the
Plan's 5% target and slightly below the 5.1% figure recorded in 1985/86.
Growth was about equal to the average for the first half of the 1980s and
substantially higher than in the last half of the 1970s.

Table 1.1
INDIA: GDP and Sectoral Value Added

Growth Rates (percent Rer annum) Percent of GI)P
74/75-80/81 80/81-84/85 85/86 /a 86/87 /b 74/75 85/86

GDP(factor cost) 4.4 5.1 5.1 4.9 100.0 100.)
Agriculture 3.0 2.8 1.4 1.5 45.9 31.4
Industry 4.7 5.4 6.5 6.5 21.9 27.3
Manuf. 4.3 5.7 6.8 6.1 15.6 16.6

Services 5.9 7.4 7.7 6.9 32.2 41.3
Source: Appendix Table 2.2.
Notes: Growth rates computed between end points of periods. Periods were
chosen to minimize the impact of the 1979/80 drop in agricultural output.
Least squares growth rates are similar, except for agriculture where extreme,
fluctuations produce a large difference. From 74/75 to 79/80 GDP grew 3.9% p.a.
a Quick estimates (Central Statistical Organisation, India).
b World Bank Projections.
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2. Sectoral Developments

1.03 Agriculture production rose slightly in 1986/87 but fell below
Plan targets in some areas for the second year in a row. Foodgrain
production is estimated to have increased little over 1985/86. For the
third consecutive year foodgrain output was about the same as the 1983/84
peak of 152 million tons, which in turn represented a jump of 18% over
1982/83. The main explanations for this leveling off are: below-normal
rainfall in many states for the third year in a row, and difficulties in
extending the Green Revolution to new areas. Stocks of foodgrains
nonetheless remain high as a result of four years of near-record output.

1.04 Non-foodgrains production, which had declined by about 3.0% in
1985/86, is expected to show an increase of around 2.0% in 1986/87. This
is largely due to the expected increases in oilseeds, sugarcane, and
fruits and vegetables. Raw jute and cotton are expected to show declines
from the record production levels of 1985/86. Tea production fell by over
5% in 1986 because of poor rain and, to a lesser extent, political
disturbances in West Bengal. In addition, world tea prices have declined
from the high average level that prevailed between 1980 and 1984. Tea's
poor performance partially offset the growth in India's other primary
exports.

1.05 From a longer term perspective, agriculture's share in GDP
continues to decline as planned and expected. Over the period 1974/75 to
1984/85, agriculture grew at 2.9% per year, compared to an average growth
in GDP of 4.7% and a population growth of 2.2%. The declining share of
agriculture reflects the well-known cross-country pattern. However, the
ratio of India's agricultural growth to GDP growth, 0.62, is somewhat
below the average ratio in the larger low and low-middle income economies
of 0.69, indicating some room for improved agricultural performance.

1.06 Agricultural growth speeded up in the mid 1970s, then slowed in
the 1980s. This slowdown, together with the reduced share of agriculture
in GDP, has reduced the importance of agriculture in determining the long
term rate of growth. Agriculture accounted for 28% of growth in the
period 1974/75 to 1980/81, but only 17% in the period 1980/81 to 1986/87.
At the same time, variance in agricultural output around the trend has
been reduced in the 1980s, reflecting some success in "drought-proofing"
agriculture through irrigation and progress in rice cultivation in the
eastern states. Despite the near-record output levels, in per capita
terms foodgrain output has improved only slightly compared to the early
1960s, albeit with a smaller percentage of the labor force in agri-
culture. The Green Revolution has banished the spectre of widespread
famine and reduced the relative prices of basic foodgrains, but much
remains to be done.

1.07 Central and State governments have taken numerous actions to
improve agricultural performance. These include public investment in
irrigation, groundwater development, and strengthening of extension and

I Based on data from Peoples Republic of China, Kenya, Pakistan, Sri
Lanka, Sudan, Indonesia, Turkey, and Colombia from the World Development
Report. 1986.
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research institutions. Efforts are also being made to increase the
efficiency of the irrigation infrastructure, to improve water management,
to sustain the flow of agricultural credit, and to stimulate the
productivity of rainfed farming through watershed development. Policies
of low taxes; subsidies for fertilizer, water, credit, and power; and
generally favorable support prices have continued to stimulate
production. In 1986/87 paddy and wheat procurement prices were raised by
2.8% and 3.2% respectively over 1985/86 levels. For 1987/88 the wheat
price has been raised again, by 2.5%, although this represents a decline
in wheat's relative price. Although these policies have stimulated
agricultural growth, they are becoming increasingly costly to the
treasury.

1.08 Higher agricultural output will be achieved as the efforts to
extend the advances made in Punjab and Haryana to other areas and other
crops bear fruit. These two states now produce over 15% of India's
foodgrains on only 7% of the area under foodgrains. The successes with
wheat and rice must be duplicated with other crops, particularly oilseeds,
where demand is growing. To stimulate oilseed production, the Government
recently provided some fiscal incentives and cut back on imports.
However, wheat and rice remain more profitable because of their high
yields. Since oilseeds are primarily grown in rain-fed areas,
breakthroughs will be achieved primarily through improved dry-farming
techniques. Other important areas for agricultural development are social
forestry and anti-erosion programs of reforestation and planting of hardy
grasses. In some areas, private farmers are responding to the scarcity of
firewood by switching to silviculture based on rapid-growing strains such
as eucalyptus. There is room for better performance even in the areas of
higher agricultural productivity, by providing incentives for diversifying
the fertilizer mix away from the current heavy reliance on nitrogen.

1.09 Output in mining. manufacturing, and electric power grew about
8.0% in 1986/87, down somewhat from the 8.7% rate ac2hieved in 1985/86,
according to the new index of industrial production. Manufacturing
output grew about 7%, also down from 1985/86, when growth hit its five
year peak of 9.7%. For the two years as a whole, ave5age growth is still
above the Seventh Plan target for gross output of 8%. Mining output
grew over 7.5% in 1986/87 according to the industrial production index,
compared to only 4.2% in 1985/86, when coal production lagged.

2 The new index shows a compound average growth of 6.8% p.a. for 81/82-
85/86, versus 6.5% for the old index. The new index uses 80/81 weights,
while the old index used 1970 weights. The new index also includes some
different products, including some made by the small scale sector. A
large difference occurs in the index for manufactures in 85/86. This
largely reflects higher growth in textiles, electric machinery, leather
products and miscellaneous products in the new index; the difference in
weights at the two digit STIC level had only a marginal impact.
3 The Seventh Plan targets are 8% growth in real gross output and 5.5%
for real value added, a large differential. For FY 1981-85, the old index
of manufacturing production and real value added in manufacturing grew at
similar rates. This correspondence reflects reliance on the old index of
production to estimate increases in value added for much of this period.
The new index will imply a larger differential until the national accounts
are revised to reflect the new output index.
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1.10 Electricity generation increased by about 10.5% in 1986/87
compared to 8.5% in the previous year. Drought conditions continue to
hinder hydro-generation but thermal production has performed well and
plant load factors are up. Despite the continued increases in generation,
power shortages continue to be about 6-10% of total demand, causing loss
of production and increased costs, particularly in industry. Poor
performance of many utilities controlled by the states--in terms of
const-ruction, operation of plants, and distribution losses--is a key
problem. Power tariffs to agriculture are being increasingly subsidized,
offsetting efforts to conserve energy and develop non-conventional sources
and placing the utilities in a weak financial position. Industrial
tariffs, on the other hand, have been raised in real terms and appear to
be close to long-run marginal costs in several states.

1.11 From a longer term perspective, the share of industry in GDP
changed very little between 1974/75 and 1984/85, reflecting both low GDP
growth (4.7% p.a.) and an industrial growth rate (5.0% p.a.) that was only
slightly higher. Although the ratio of industrial growth to GDP growth
was similar to that in the larger low income and low-middle income
economies, it fell below the ratio for the low income countries over the
same period. Indian manufacturing performed even worse by international
standards; the share of manufacturing in value added has remained in the
15% to 17% range for some time. Cross-country studies on the composition
of output generally agree that India's industrial performance has lagged.

1.12 Analyses of Indian manufacturing suggest that growth slowed in
the 1970s, particularly in the first half of the decade, compared to
growth up to the mid-1960s and that total factor productivity growth was
poor, accounting for 15% or less of industrial growth (Ahluwalia,
Coldar). Although such intertemporal comparisons are fraught with
difficulties, this slowdown was fairly striking and across the board.
The elasticity of employment in manufacturing with respect to value added
also was not particularly high in this period, averaging about 0.6, so
marufacturing employment did not grow very fast. During the first half of
the 1980s, growth of value added in manufacturing increased, averaging
5.7% p.a., and employment growth appears to have been about 4.4% p.a.

1.13 In the last two years the growth of manufacturing and industry in
general seem to have increased again. This faster growth was a keystone
of thie Seventh Plan. The Government has announced numerous measures to
make manufacturing more efficient and increase competition. Despite the
rlse in the growth rate, the impression remains that response to the
measures has been less than desired. One explanation is that
manufacturing growth had been underestimated, a purely statistical

4 The composition of output changes significantly over time, even in
narrowly defined sub-sectors. Also, growth tends to be overstated in the
ear'y stages of import substitution, because production is valued at
protection-inflated prices rather than at the prices of the goods it
re'laces. Finally, up to 1965, Indian real national product in
manufacturing was computed by applying constant value added coefficients
to indices of physical output growth, while between 1968 and 1979 nominal
va_ue added in the sectors was deflated by wholesale price indices.
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phenomenon that was at least partially corrected by the new index. As the
new index is incorporated in the GDP figures, this problem will further
diminish. However, even the new industrial index cannot capture the
impact of many new activities, and small scale production remains
difficult to measure. A more comprehensive picture is contained in the
Annual Survey of Industry, but that is available only with a long lag--the
latest available Survey is for 1982/83. Moreover, even the Survey is
biased by substantial underreporting. A second, complementary,
explanation is that the measure's effectiveness has been limited by delays
in implementing policy decisions; the multiple objectives of the measures;
the tendency to focus on specific firms and industries, rather than on the
sector as a whole; and, despite improvements in cutting down red tape, the
continuance of administrative delays. Finally, infrastructure bottlenecks
and power outages continue to play an important role in limiting
industrial growth. Since India has one of the developing world's highest
ratios of generating capacity and of power output to GDP, these problems
seem to be related to a power-intensive industrial structure, uneven
distribution of capacity, and inefficient industrial location, as much as
to the lack of power.

1.14 Some industries also have complained that slack demand has
limited sales. Contraband, motivated by excise tax differentials and high
protection, seems to be a particular problem in textiles. In some
sectors, particularly textile mills, industrial sickness is becoming
widespread. This reflects a combination of an inappropriate product mix,
costs (in domestic currency) that prevent exporting of excess production,
high excise taxes, and the cumulative effect of over 30 years of policies
that, until recently, discouraged mill production. While attempts must be
made to save economically viable units and make them internationally
competitive, hard decisions also must be taken to close those beyond
rehabilitation. The Government already has taken a number of steps to
improve the institutional arrangements for dealing with sick firms. As
discussed in Chapter 3, further efforts are necessary to improve the
regulatory environment, increase competitiveness, and build a more
resilient industrial sector, although this may entail some transitional
costs as firms adjust to the new environment.

1.15 Rapid growth in Services--the tertiary sector--has made an
important contribution to the economy's growth. In the last two years
growth in value added in the service sector averaged over 7.0%, compared
to overall GDP growth of about 5% p.a. Over the last few years, services
have accounted for more than half of GDP growth. That relative growth
rate of services is high by international standards, but is similar to the
pattern of growth in India over the last ten to fifteen years.

1.16 To a large extent, the growth in services reflects the growth in
public administration and defence (PAD). For example, during the last
Five Year Plan the service sector grew at an average rate of 5.9%
excluding PAD, versus 7.1% including PAD. Some care is necessary in
interpreting the benefits of this growth pattern, as there may be some
problems in measuring the real volume of PAD. In particular, the deflator
for PAD does not fully reflect compensation paid to government employees
for inflation and is substantially below the deflator for the rest of
GDP. If the increase in real PAD were measured by the growth in PAD
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employment, inflated by the rate of productivity growth in the rest of the
economy, then the estimated growth of services would be nearly one
percentage point less than the figure shown in the national accounts.

B. PROGRESS IN POVERTY ALLEVIATION

1.17 The percentage of population below the poverty line fell from
48.3 to 37.4, according to the Seventh Plan's comparison of consumption
expenditure in the 1977/78 and 1983/84 National Sample Surveys. Although
methodological issues have been raised concerning the exact size of the
decline, and there are substantial year-to-year variations in rural
poverty, it nonetheless seems clear that progress has been made. The
Planning Commission attributes the reduction in poverty in this period
both to anti-poverty interventions and overall growth, of which better
agricultural performance was an important element. In regions of rapid
agricultural growth, the overall demand for labor increased, contributing
to higher money incomes of the poor households. At the same time, the
reduction in the relative price of foodgrains raised real incomes,
especially among the poor. In contrast, in the agriculturally lagging
States of the eastern and central regions, the rate of decline in poverty
incidence was much slower. Thus, the continued diffusion of agricultural
technology towards the rainfed eastern states and the arid zones, promised
in the Seventh Plan, will be crucial in attacking the main geographical
concentrations of poverty. Some progress has already been made in
improving rice cultivation in the eastern region. The reduction in the
variation of agricultural output also has made a contribution to reducing
the transitory incidence of poverty.

1.18 Emphasis also has been placed on direct intervention programs,
the Integrated Rural Development Program (IRDP) in particular, as a
vehicle for alleviating poverty. According to the Annual Plan, 1986/87,
over 3 million beneficiaries were assisted during 1985/86 under IRDP.
However, numerous evaluations of the Ministry of Rural Development and
others have pointed out problems in administering IRDP, including
leakages, misidentification and difficulties in reaching scheduled castes,
tribes and women. In this context, it is often hypothesized that better
targeting can be achieved by decentralizing the administration. Therefore
Karnataka's recent changes towards democratic decentralization are worth
watching. Apart from the general problem of administering poverty
programs, low returns to investment have been reported in regions with
poor infrastructure, suggesting a complementarity between overall growth
and anti-poverty interventions. Greater attempts are thus needed to
integrate direct poverty alleviation interventions with general
developmental programs, so as to exploit potential demand linkages and
realize improved returns on investments.

1.19 Other direct interventions have focused on employment. The high
level of foodstocks has enabled the Government to expand its food for work
programs. Experience in Maharashtra's Employment Guarantee Scheme
suggests that poor households, especially the landless, scheduled caste
households and women, can benefit from seasonal employment programs. The
guarantee of employment, even for a short period, acts as a substitute for
unemployment insurance and these schemes also achieve some self targeting
through the unattractiveness of such work to higher income households.
The Government plans to expand national employment programs, and this may
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ease problems of transitional unemployment related to industrial
modernization. However, the experience in Maharashtra also suggests that
attention must be paid to the quality of the public works, the choice of
projects, and the integration of the projects within the regional eco-
system, so that employment is productive, and resources are not wasted.

1.20 Several state governments have introduced direct nutrition
program to combat poverty-related malnutrition. One of the best known is
the Tamil Nadu Chief Minister's Nutritous Meal Program whose coverage is
reported to have reached 8.4 million children and elderly citizens.
However, there is an urgent need to improve the cost-effectiveness of
these programs. For example, the Tamil Nadu program now costs about
US$150 million annually or at least about US$18 per recipient for
delivering a single component--nutrition. By contrast, through effective
targeting and careful monitoring, the Integrated Child Nutrition Program
in nine districts in the same state has provided multiple services,
including health care, immunization, nutrition supplements, and non-formal
health education, and effectively combated malnutrition in early childhood
and among pregnant women at an annual cost of only US$8.40 per child or
mother protected.

1.21 Although the interrelationship between poverty and social sector
development is well-recognized in India, distortions remain in the
spending priorities within education and health. Government expenditures
on education continue to be skewed in favor of professional, scientific
and technical education, despite the higher returns to rural primary
education and rural non-formal education. Increased provision for
elementary education was made in the 1986/87 and 1987/88 budgets, but
large subsidies to higher education remain. User-charges would raise
revenues that would permit even greater expenditures on primary
education. Health expenditures continue to be oriented toward urban
hospitals rather than controlling infant morbidity and mortality in rural
areas. In sum, more could be done to meet the needs of the poor, without
additional spending, through a different distribution of expenditure.

1.22 Finally, the Government's programs for modernizing the economy
are bound to influence the incidence of poverty. The observed decline in
poverty during the recent period when the growth rate accelerated, in
contrast to the near stagnation observed in the earlier periods of slow
growth, suggests that the poor will benefit to the extent these programs
stimulate growth, reduce unit costs and prices, and contribute to the
general efficiency of the economic system. However, there are bound to be
lags in realizing the benefits of modernization and growth, and the
process will inevitably involve adjustment costs. Government's response
to these problems must be quick and flexible.

C. MACROECONOMIC BALANCES

1.23 India continues to invest about 25% of its GDP. This ratio has
been stable for the last seven years. In 1985/86, 54% of investment was
private, 46% public. India's investment ratio is substantially above the
average for developing countries, though somewhat below very high
investing countries' like Korea and China. Since India's growth rate is
below these countries, and about average for developing countries, there
appears to be room for improvements in efficiency.
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1.24 Investment is largely financed by national savings. Foreign
savings (the current account deficit) generally has been less than 2% of

Table 1.2
INDIA: Macroeconomic Balances

(% of GDPmp)

1980/81 1981/82 1982/83 1983/84 1984/85 1985/86

Foreign Savings 1.7 1.9 1.7 1.4 1.6 2.0
(Current Account Balance)

Private Sector
Gross Domestic Investment 13.7 12.6 12.3 13.2 13.0 13.6

Fixed Investement 10.6 10.3 9.9 10.4 10.5 11.3
Change in Stocks 3.1 2.3 2.4 2.8 2.5 2.3

Savings 19.3 17.7 18.1 19.5 20.5 20.2
Investment-Savings Gap -5.6 -5.1 -5.8 -6.3 -7.5 -6.6

Public Sector
Gross Domestic Investment 11.0 11.9 12.2 11.1 12.1 11.6

Fixed Investment 9.2 9.9 11.2 10.5 10.9 10.7
Change in stocks 1.8 2.1 1.0 0.6 1.2 0.9

Savings 3.6 4.9 4.7 3.4 3.0 3.1
Current Revenues 19.5 21.0 22.1 21.2 22.7 23.4
Current Expenditure 15.9 16.1 17.4 17.7 19.7 20.3

Investment-Savings Gap 7.3 7.0 7.5 7.7 9.1 8.6

Public and Private Sectors
Total Savings 22.9 22.6 22.8 23.0 23.5 23.3
Total Investment (GDI) 24.7 24.5 24.5 24.4 25.1 25.3
Investment-Savings Gap 1.7 1.9 1.7 1.4 1.6 2.0

Memo Items:
Share of GDI financed by
foreign savings (%) 7.1 7.8 6.8 5.7 6.5 7.9
GDPmp (Rs bill. at
current prices) 1274.5 1476.8 1651.4 1940.6 2143.8 2435.5

NOTES ON SOURCES:
1. Foreign savings are Bank Estimates.
2. Investment data are from National Accounts Statistics, published by CSO.

Total national savings are derived residually.
Public savings and current expenditure are from National Accounts
Statistics, while private savings are residual.
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GDP, and correspondingly financed about 6-8% of India's investment.5 Up
to 1984/85, private sector savings increasingly exceeded private sector
investment; despite a slight decline in 1985/86, the surplus was still
6.6% of GDP. This growing surplus has allowed the government to finance a
growing public sector investment program with a declining rate of public
sector saving (See Section F and Chapter 2 for further discussion).
Private savings are increasingly passing through the financial sector; the
share of financial savings--currency, deposits, shares and debentures,
government debt and insurance and pension funds--rose from 45% of saving
in 1979/80 to 55% by 1983/84. The most rapid growth has occurred in
goverment debt, and shares and debentures.

D. THE EXTERNAL SECTOR

1.25 The Government views the external sector as an important element
in its drive to increase efficiency, particularly in industry. Current
policy aims at modernization through access to imports of new equipment
and technology. The external sector also provides markets for some labor
intensive industries and could complement domestic policies to increase
competition by exposing some industries to foreign competition. At the
same time, it is important not to overestimate the probable impact of the
policies, which are targetted to produce only small shifts in macro-
economic aggregates. In particular, non-oil imports and exports have
averaged only about 5.8% and 4.9% of GDP, respectively, during the first
half of the 1980s. If Plan targets were achieved, these variables would
change by less than 0.5 percentage points of GDP by 1989/90. Moreover,
the Government's ability to use the external sector in these ways depends
on (a) resisting claims from groups that have benefitted excessively from
inward looking policies, while providing adjustment assistance to those
that are hurt by the switch to greater international competitiveness, and
(b) maintaining a viable balance of payments, which underscores the
importance of the export thrust and of limiting the rising government
deficits.

1.26 The trade balance improved substantially in 1986/87. The deficit
was about US$5.5 billion (about 2.5% of GDP), down from US$7.1 billion
(3.6% of GDP) in 1985/86. The current account balance, which includes
large net transfers to India, also improved, declining from 2.0% to 1.1%
of GDP. These improvements reflect lower imports and higher exports.

1.27 Inmorts (net of crude petroleum exports) declined about 2% in
1986/87, to an estimated US$15.7 billion. This decline followed a sharp
rise in 1985/86. Increased imports of oil and petroleum products (26%),
partly to fulfill contractual obligations; iron and steel products (7%);
and capital goods (11%) accounted for about 46% of the 1985/86 rise in
imports. However, over half of the import rise was scattered over a
variety of products, which probably reflects the easing of import
restrictions. Although the 1985/86 rise in imports largely represented a
rebound from the low imports of the previous three years, it became a
focal point of opposition to the Government's trade policy.

5 Foreign savings are by definition equal to the inverse of the current
account. In the 1980s annual flows from MLT loans and IMF credits were
larger than 2% of GDP but these were partially offset by outflows of other
types of capital and the buildup of (gross) official reserves.
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Table 1.3
INDIA: Balance of Payments Summary

(million U.S. dollars)

1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87

(P)
Exports, f.o.b.a 8332 8477 8386 8667 8746 8956 10249

Imports, c.i.f.a -15893 -15333 -14385 -14360 -14400 -16066 -15757

TRADE BALANCE -7561 -6856 -5999 -5693 -5654 -7110 -5509-

Net Non-factor Services 1365 1002 935 1036 1039 1514 2114

RESOURCE BALANCE -6196 -5854 -5064 -4657 -4615 -5596 -3395

Net Factor Incomeb 615 381 -293 -526 -838 -1009 -1198

Net Current Transfers 2771 2317 2505 2570 2526 2654 2176

CURRENT BALANCE -2810 -3156 -2852 -2614 -2927 -3951 -2417

Direct Investment 8 10 65 63 62 160 209
Official Grant Aid 643 496 399 367 453 450 369
Net M&LT Loans (DRS)c 2013 1720 2115 2204 2600 2853 2609

Capital Flows NEId -311 -1717 -1399 29 -264 1244 -79

Errors & Omissionse -200 -441 210 -474 272 - -

Net Credit from IMFf 312 689 1968 1306 67 -209 -540

CAPITAL BALANCE 2465 758 3357 3495 3190 4498 2568

Change in Reservesf 345 2398 -505 -881 -263 -547 -151
(- = increase)

End-Year Reserves 6859 4461 4966 5847 6110 6657 6808
(Gross) f

' World Bank estimates based on preliminary data.
a Excluding crude petroleum exports.
b Excludes interest on non-resident deposits.
c Includes IMF Trust Fund which is excluded under Net Credit from IMF.
d Residual item; includes non-resident deposits, reserve valuation changes, rupee

trade imbalance, unrecorded military imports, etc.
e As estimated by the Government of India.
f IMF data. Reserve figures exclude gold holdings of the RBI.
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1.28 The reduction in imports in 1986/87 reflects savings of about
US$2.5 billion on petroleum, petroleum products and fertilizers, largely
as a result of the fall in their prices. These savings were almost
completely offset by rising imports of other goods, which continued to
increase much faster than GDP. In 1986/87, such imports grew about 20% in
dollar terms, compared to 29% in 1985/86. As the 1986/87 trade figures
became available and showed a fall in total imports, the focus of
criticism of Government policy shifted from imports' overall growth to the
impact of import competition on specific sectors, such as capital goods.

1.29 Exports (net of crude petroleum exports) roughly achieved Plan
targets in 1986/87. Exports exceeded US$10 billion, growing an estimated
14.4% in current prices, and about 5% in constant prices. Manufactured
exports grew about 16% in current dollars and 6% in volume terms. Exports
of primary products also performed well, despite reduced tea exports. If
last year's export performance can be sustained, it would represent a
major improvement over the 1980/81-1985/86 period when total exports grew
by only 1.5% p.a. in current prices and just over 2% in constant prices.
In fact real exports have grown slowly since their sharp rise after 1976
(see Fig. 1.1). Manufactured exports have performed somewhat better than
total exports, largely because of growth in gems and jewelry, chemicals,
and, since 1981/82, garments, which perhaps reflects the impact of
promotional measures in these areas. However, exports of manufactures
still grew by only about 2.9% p.a. in current prices and 3.7% p.a. in
constant prices from 1980/81 to 1985/86.

Figure 1.1
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1.30 The Government has taken a number of measures to stimulate
exports, recognizing the importance of export growth in containing the
trade deficit and reducing the need for external financing. In addition,
foreign markets provide an opportunity to expand production, especially
industrial production, without as much additional investment as an equal
volume of import substitution. The policy changes have aimed at
approximating a "free trade" regime for certain exporters, paralleling the
approach used by East Asian export-oriented economies. Some of the
important specific measures have included:

a) the initiation, in April 1985, of a passbook scheme for duty-free
imports for exporters, which broadened the coverage of the
existing advance license scheme;

b) the liberalization, in late 1986, of the business income tax
deduction, making it 4% of net foreign exchange realization plus
50% of the remaining profits from exports;

c) the expansion of the International Price Reimbursement Scheme
(IPRS) to include producers of aluminum and aluminum products as
well as iron, steel and special alloy steels;

d) reduction of interest rates to exporters from 12 to 9.5%;
e) faster processing of export credit and duty drawbacks; and
f) upward revision of the rates of Cash Compensatory Support (CCS)

for offsetting internal taxes, from July 1, 1986.

In October/November 1986 the GOI announced another series of measures,
including:

a) extension of IPRS to raw materials for all major export sectors,
b) permission to retain 5-10% of foreign exchange receipts for

export promotion,
c) duty-free capital goods imports for exporters in "thrust"

industries,
d) full remission of excise duties and domestic taxes, and
e) remission of 20% of interest charges on IDBI loans, for firms

exporting over 25% of output.

1.31 A real exchange rate policy that maintains export profitablity is
another factor in achieving a sustained, rapid growth in exports. No
country has successfully raised exports over the long run without such n
exchange rate regime. As shown in Fig. 1.1, India's real exchange rate
improved for exporters in 1975. There was also a sharp rise in exports,
particularly manufactured exports, suggesting that India's exports are
indeed responsive to changes in the real exchange rate.7

6 The real exchange rate takes into account the relative movements of
domestic prices in India and in the economies of its major trading
partners, together with changes in the exchange rates of each country.
These relative changes in prices and exchange rates are weighted according
to the importance of trade with each partner country. The resulting index
(1984/85-1.00) is multiplied by the 1984/85 Rs/$ exchange rate to make the
index easier to interpret. An increase indicates a real devaluation;
exchange rate adjustments have more than kept pace with inflation.

This is also confirmed by statistical analysis, which indicates that
over the period 1970/71-84/85 real exports responded more than propor-
tionately to real devaluation.
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Table 1.4
INDIA: Key Economic Variables

1980/81 1981/82 1982/83 1983/84 1984/85 1925/86
INCENTIVE INDICATORS

Real Effective Exchange Rate
Index 1980=100 100.0 100.0 101.6 98.9 102.7 :L05.9
Annual change (% p.a.) 0.0 1.6 -2.7 3.8 3.1

Real Interest Rates (% p.a.)
Short term (Treasury Bills) -5.9 -4.6 -2.4 -4.3 -1.5 -0.2
Long term (IDBI) -0.2 4.0 6.3 4.3 7.3 8.8

Index of real wages a 100.0 100.4 104.0 110.9 115.7 :L17.5

Prices of agr. commodities
(domestic and int'l) US$/MT

Wheat US 168.3 154.6 132.6 137.3 140.2 :L28.7
India b 148.2 145.6 147.5 146.4 127.0 L28.3

Rice Thailagd 433.9 482.8 292.9 276.9 252.1 215.9
India 133.0 128.8 126.7 128.0 115.3 1L16.0

Tea London 2230.0 2020.0 1930.0 2330.0 3460.0 1980.0
India 1902.0 1751.0 1779.0 2589.0 2819.0 2150.0

EXTERNAL TRADE INDICATORS

Volume Index of Major Exports
1984/85=100

Tea 107.1 100.0 91.0 90.7 100.0 1L00.0
Iron ore 87.9 92.8 85.0 86.6 100.0 1L05.7
Textiles 109.5 86.7 78.0 87.4 100.0 84.8
Readymade garments 96.0 87.8 82.1 93.9 100.0 1L08.9
Engineering goods 108.7 114.6 104.0 98.8 100.0 83.8

India's exports as % of:
Exports of non-oil dev. countries 2.7 2.6 3.0 2.8 2.7 2.3
Exports of developing countries 1.4 1.4 1.7 1.8 1.8 1.6
World Exports 0.5 0.5 0.6 0.6 0.5 0.4
India's exports as % of LDCs'
manufactured exports 2.8 2.8 2.8 2.3 2.1 n.a

Manufactured Exports
Real Growth rate 1.5 -1.3 0.3 10.7 4.4 4.6
Value as % of Total Exports 66.1 67.6 68.4 69.3 71.2 72.8

Commodity Terms of Trade
Index 1980/81-100 100.0 104.3 106.0 106.8 110.0 1.12.9
Annual change (% p.a.) -27.5 4.3 1.6 0.8 3.0 2.6

a Per capita emoluments of public sector exployees at 1960/61 prices (1980/81=100)
b Procurement prices
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After 1976/77 the real exchange rate remained relatively constant until
1985/86; the ups and downs in 1978-81 mainly reflecting the fall in Indian
wholesale prices while other countries experienced sharp inflation, and
then the catch up in Indian inflation. Thus exchange rate movements
offset the differential between Indian and external inflation over the
period 1976-85. However, India actually lost competitiveness relative to
the many developing countries that devalued even faster than their
inflation differential (see Table 1.5). As a result, India's share of
world trade has fallen. In particular, India's share of world export of
manufactures fell from over 0.5% during the last half of the 1970s to
under 0.4% in 1984. In 1986/87 the crawling peg is estimated to have
improved the real exchange rate by roughly 8%.

1.32 The response to the export promotion measures and the improved
real exchange rate has been viewed as somewhat disappointing, despite last
year's performance. Aside from the normal lags in response, there are

Table 1.5
INDIA: Cross-Country Indices of Competitiveness. 1979 -1986a

(1979-100.0)

Index
June 1986

India Gained Against:
Japan 132.8
United States 124.8
Sri Lanka 110.2
Singapore 102.1
United Kingdom 101.6

India Lost Against:
Thailand 99.0
Hong Kong 97.1
Malaysia 93.2
Bangladesh 92.2
France 90.2
Philippines 89.5
Germany 86.0
Korea 83.6
Mexico 82.4
Pakistan 80.6
Colombia 76.4
Brazil 68.5

a The indices shown in this table are calculated on the basis of
purchasing power parities. An increase in the index indicates an increase
in Indian competitiveness.

Source: International Financial Statistics.
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some explanations that are peculiar to India. One factor has been the
time lag between the Government's announcements of policies and their
implementation. During this time lag there sometimes have been hints that
the announcements may not be implemented. In addition, the policies have
been fairly product specific, rather than generally applicable to all
exports. In particular, there has been no announcement that the exchange
rate regime will be aimed at maintaining export profitability. Another
factor is the difficulty in replicating a free-trade environment for
exporters in the context of a highly protected economy. Without actually
allowing duty free imports, this is very difficult because (a) it is
difficult to compensate exporters fully for the impact of protection on
their domestic inputs, particularly when much of the protection is quota
based; (b) administration of the quasi-free trade environment introduces
delays and costs that hinder bona fide exporters; and (c) resource pulls
to export production are blunted by widespread quotas, which allow
producers of import substitutes to cover higher factor costs with higher
prices without losing market shares. Moreover compensation for high
domestic costs can run afoul of GATT rules and lead to countervailing
duties. Finally, it must be recognized that if exporters view the new
incentives as primarily administrative measures, that can easily be
withdrawn, they will respond cautiously. Experience in many countries has
shown that a necessary condition for sustaining rapid export growth is an
environment where exports are kept profitable, through a combination of
favorable real exchange rates and "green light" treatment for exporters.

1.33 Invisibles traditionally have provided a substantial offset to
the trade deficit, equal to about 1.5% of GDP in recent years. The
positive balance on invisibles declined in 1986/87, reflecting lower
workers' remittances from the Gulf and higher interest payments because of
the increased reliance on non-concessional borrowing. Tourism picked up
in 1986/87 and has become a major foreign exchange earner. Further major
falls in workers' remittances appear unlikely, as the repatriation of less
essential workers from the Gulf is nearly over and almost half of the
remaining remittances come from Indian workers in OECD countries. Thus,
the main determinants of future changes in invisibles will be the volume
and terms of borrowings and the improvements in tourism.

1.34 The capital account remained in surplus in 1986/87 but that
surplus declined sharply compared to 1985/86. While Direct Foreign
Investment has been growing since 1984/85, reflecting government policy
changes and the improved investment climate, it remains a small item.
Disbursements of Medium and Long Term Loans (net) declined about US$250
million. Net repayments to the IMF were up from US$209 million in 85/86
to US$ 540 million in 86/87. Most importantly, "other capital inflows"
declined about US$ 1.3 billion from the atypically large inflows of
1985/86. The unusual inflows in 1985/86 reflected rises in (a) 1985/86
miscellaneous inflows (up US$ 500 million compared to 1984/85) that were
probably one-time stock adjustments to the changes in government policy
and (b) inflows into non-resident deposits (up an estimated US$ 900
million compared to 1984/85) in response to better incentives.

1.35 Gross international reserves at the end of March 1987 were up
US$151 million compared to March 1986. They are now about US$6.8
billion--equivalent to about 5 months of imports. The increase in gross
reserves was much less than the improvement in the curent account balance
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because of the decline in the capital account surplus mentioned above.
Net reserves improved more than gross reserves owing to the large IMF
repayment. Despite the improvements in reserves and the current account,
there is little room for complacency regarding the balance of payments.
Non-oil imports are growing quite rapidly. Moreover, in the last two
years overall balance of payments performance was buoyed by one-time
improvements: in 1985/86 large increases in nonresident deposits and other
capital inflows, and in 1986/87 sharp declines in oil prices. Finally,
the 1986/87 reserve figure also was buoyed by a capital gain on the RBI's
stock of foreign exchange holdings that offset the actual flow deficit in
transactions measured in dollars. Barring additional favorable shocks,
India's reserve position is likely to deteriorate unless exports continue
to grow, borrowings are increased, or imports and growth are curtailed.

E. PRICES AND MONETARY DEVELOPMENTS

1.36 Inflation measured by the consumer price index (CPI), was about
8.4% between March 1986 and March 1987, down slightly from the 8.9% rate
of the previous year. The wholesale price index (WPI) rose over 5.1%,
versus 3.8% in 1985/86.

1.37 From a longer term perspective, inflation, measured by the CPI,
averaged 6.2% during the period 1974/75-84/85. The WPI rose by 7.1% per
year, although in the 1980s it rose much less than the CPI, largely as a
result of the impact of changing relative prices of petroleum products.
Narrow money (currency in the hands of the public plus deposit money) rose
by 12.8% on average, slightly more than the sum of inflation in the CPI
and real GDP growth. The principal factor driving narrow monetary growth,
through increases in the money base, has been Reserve Bank (RBI) credit to
the Government. Between 1974/75 and 1980/81, increased RBI credit to the
Government accounted for about 54% of the growth in base money. Between
1980/81 and 1985/86 increased RBI credit to the Government actually
exceeded the growth in reserve money.

1.38 Broad money (narrow money plus bank time deposits) has grown much
faster than narrow money, increasing by an average of about 19% p.a.
between 1975/76 and 1980/81 and about 16% p.a. between 1980/81 and
1984/85. India's ratio of broad money to GDP is among the upper third of
the developing countries. This financial depth reflects three factors:
(a) public confidence that the Government views inflation as antithetical

Table 1.6
INDIA: Inflation and the Growth of Financial Assets

(percent p.a.)
1974/75 - 1980/81- 1985/86 1986/87P
1980/81 1984/85

Inflation(CPI) 4.6 8.7 8.9 8.4
Inflation(WPI) 7.7 6.4 3.8 5.1
Narrow Money (Ml) 11.8 14.3 10.4 15.1
Broad Money (M3) 19.1 16.3 15.9 18.3

Memo Growth GDPfc 4.4 5.1 5.1 4.9
Sources: Annex Table 6.1 and price indices for March.
P Projection based on change February 1986 to February 1987.
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to its development objectives, (b) an interest rate policy that has kept
domestic deposit rates near world rates in real terms (See Table 1.4) and
(c) an expansion of bank branches.

1.39 Although the mobilization of financial savings has been
successful, some stresses are developing in the financial system. Banks
are forced to devote a substantial fraction of deposits to reserve and
liquidity requirements (both of which were raised recently), and to forced
investments. Although this provides low cost credit for the Government
and preferential borrowers, it limits the funds available to
non-preferential borrowers. Moreover, repayments are lagging on some of
the forced investments and on some of the credits to traditional
industries, and the expanded branch network involves high costs. The net
effect is that non-preferential credits pay a spread of 7.5 percentage
points or more over deposit rates and the volume of such credits is
limited. As a result, industry has relied increasingly on capital market
finance during the first half of the 1980s. However, there are
indications that the capital market is becoming more expensive for private
corporations. The Government and the public sector enterprises have begun
to issue attractive debt instruments, particularly when their tax
preferences are considered. To compete, private debentures must carry an
attractive convertible feature. In the stock market, price earnings
ratios have fallen substantially, implying a greater cost for pure equity
funds. While the volume of issues has increased, this may simply be a
temporary response to the rise in average interest costs. If rising
government deficits and public enterprise borrowings continue to preempt a
growing fraction of savings, then private enterprises will be subjected to
rising financial costs and will lack the credit necessary to adjust to the
more competitive environment. Moreover, as these stresses become more
apparent, it is likely that the growth of deposits will slow, putting
further stress on the system. The Government has recently reduced the
ceiling rates on bank loans and non-bank instruments, and raised rates on
some bank deposits, in an attempt to reduce the cost of finance and
increase the banks' share. However, this measure may also affect bank
profits and the availability of credit to the private sector. Its success
ultimately will depend on the Government's ability to limit its financing
requirements.

F. PUBLIC FINANCE

1.40 The General Government deficit (Central plus States) has risen as
a percentage of GDP in the last few years. In 1986/87, the deficit was
estimated at over 11% of GDP, versus an average of 8.6% of GDP in the
period 1981/82 - 1984/85. The Government's saving (excluding retained
profits of public enterprises) also has deteriorated. Current revenues
typically exceeded current expenditures by over 1.5% of GDP during the
Fifth Plan. In the Sixth Plan, saving by the General Government averaged
about -0.5% of GDP, while in the first two years of the Seventh Plan
current expenditures exceeded current revenues by over 2% of GDP.
Although the public sector is still a net saver overall (see Table 1.2),
its saving has declined in line with the decline in General Government
saving. Moreover, the overall public sector's saving reflects large
depreciation allowances and profits in a few public enterprises, which
offset dissaving by the General Government and the majority of public
enterprises.
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Figure 1. 2
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1.41 Changes in Central Government revenues and expenditures are the

main determinants of the changes in General Government deficits and
saving, as shown in Figure 1.2. Central Government deficits have risen

from an average of less than 6% of GDP in the period 1975/76 and 1979/80,
to about 7% in the Sixth Plan and to almost 10% in 1986/87. Savings
declined from about 0.5% of GDP in the period 1974/75-1978/79, to
dissaving of 0.9% in the Sixth Plan and to dissaving of 2.6% of GDP in
1986/87.

-1.42 Central Government revenues were buoyant in the last two years.
Tax revenues have risen about 37% since 1984/85, reflecting the
Government's successful implementation of a two pronged strategy of tax

reform and better compliance. The rapid rise in Central Government
expenditure has nonetheless outstripped the revenue increases. Current
outlays have been the main factor, increasing over 50% since 1984/85.
Capital expenditures of the Centre have grown more slowly, though somewhat

faster than nominal GDP. The Government has maintained Plan outlays

better than previous administrations, fulfilling planned expenditures, in

real terms, in each of the first two years of the Seventh Plan. However,
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this was achieved through reliance on the resources of public enterprises,
borrowed as well as internally generated, and increased budget deficits.

1.43 Continuation of the rising trend in government deficits would
prejudice the growth strategy in a variety of ways. On the financial
side, increased government debt would crowd out private credit, credit
that is needed to smooth the transition to a more productive and more
responsive economy. If the Government chose to cover a rising deficit
with market-related financing, then its rising share of bank credit and
capital markets would increase the costs and decrease the availability of
credit to the private sector. Some signs of such problems are already
appearing, with competition from tax-free government debt keeping interest
rates on corporate debentures at high real levels and making returns on
equity and deposits look less attractive. Alternatively, the Government
could switch to greater reliance on the RBI to finance a growing deficit.
That would push up inflation and cut total real credit, putting more
pressure on firms and making it even more difficult to extend additional
credit to the dynamic firms. Finally, large increases in external
borrowings would be unattractive because of their cost.

1.44 Rising government deficits also would threaten the export push
and the gradual relaxation of controls on imports and domestic prices and
production. The aggregate demand created by rising government deficits
would absorb exportables, particularly manufactures and other
non-traditional exports. It also would increase demand for imports. The
worsening trade account would be attributed to trade liberalization,
rather than to rising aggregate demand, especially since the greater
availabilty of goods would limit inflation temporarily. Pressure would
then build up for the reimposition of quantitative controls on imports.
Once this was done, with or without a devaluation, internal prices would
rise sharply. This would further discredit the economic reform efforts
and create pressures for reimposition of domestic controls.

1.45 Control of the fiscal deficit is thus a key element in the
success of the Government's program. The Government has recognized the
potential problem and taken some steps to limit the growth of
expenditures, including zero based budgeting and a request that each
ministry reduce its 1986/87 expenditures by 5%. The 1987/88 Budget
proposed a small decline in the absolute size of the deficit, which if
achieved would lower the deficit by about 0.3% of GDP. However,
additional measures may be necessary, since the rise in tax revenues
partially reflects recovery of arrears and better compliance, which may
not be repeated, and the deficit at the end of the fiscal year typically
has exceeded the Budget figure in recent years. The States also will need
to generate additional resources to meet Plan targets, cover the ongoing
costs generated by the capital investments in their Plans, and provide for
the rise in civil service salaries that will be necessary to maintain
comparability with the Central Government.



ChApter 2

PUBLIC SECTOR FINANCES AND DOMESTIC RESOURCE MOBILIZATION

A. INTRODUCTION

2.01 This chapter looks at the recent developments in public sector
spending and revenue, examines the factors behind India's rising deficit,
and offers some ideas for raising additional revenues while improving the
efficiency and equity of the fiscal system. The main conclusion is that
India faces a domestic resource problem because of rapidly mounting
expenditures, despite (a) successful tax policies that have almost
achieved the Seventh Five Year Plan's target for tax collections as a
percentage of GDP in two years, and (b) substantial increases in the oil
and gas sector's contributions to public sector revenues. To deal with
its resource problem, the Government will have to (a) control public
spending, (b) continue its tax reforms, and (c) improve the contribution
of public enterprises.

B. TRENDS IN PUBLIC SECTOR SPENDING AND REVENUES

2.02 The importance of India's public sector has risen dramatically
since 1980/81. Public sector spending has risen from 26.9% of GDP in
1980/81 to 31.9% in 1985/86 according to the national accounts, which
provide the best measure of the public sector's claim on the economy's
resources and nets out intergovernmental transfers. According to the
government budget, which is the basic instrument for controlling public
spending and which includes Central,and State Government spending plus the
public enterprises' Plan spending, public spending rose from 29.2% of GDP
to 35.2% over the same period and is estimated to have reached about 37%
of GDP in 1986/87.

2.03 The period 1980/81 to 1985/86 also witnessed a major increase in
public sector revenues, which rose from 19.5% of GDP to 23.4% of GDP on a
national accounts basis (from 20.5% of GDP to 24.1% according to the
budget). For 1986/87 all indications are that revenues have continued to
grow faster than GDP. Central government tax revenues, a major element in
public revenues, rose by 19% in 1985/86 and 15% in 1986/87, reflecting the
success of the government's policy of tax reform combined with better
compliance and higher customs revenues.

2.04 Although public sector revenues rose rapidly, particularly in the
last two years, public sector expenditures rose more rapidly. The public
sector deficit consequently rose, from 7.3% of GDP in 1980/81 to 8.6% of
GDP in 1985/86. Similarly. the gap between budgetary outlays and revenues
(including the resources of public enterprises for their Rlans) rose from
8.6% of GDP to 11.1% in the same Reriod and to 12.2% in 1986/87. Table
2.1 provides a convenient vehicle for analyzing the sources of change in
the public sector deficit in more detail. The data are drawn from the
national accounts definitions, in order to focus on the public sector's
claims on resources, but all the items have a close counterpart in
budgetary concepts !nd thus are easily related to the government's fiscal
policy instruments. A three year average, centered on 1980/81, is

1 The exception is the public enterprise surplus, which refers to the
surplus on public enterprise activities, rather than just the resources of
public enterprises devoted to Plan activities.
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used as the basis of comparison to reduce the impact of special
circumstances in any single year.

2.05 The table illustrates that the major source of the rising deficit
was the decrease in public sector saving; public sector investment
increased only slightly faster than GDP over the last five years. The
decrease in saving was in turn a consequence of the substantial rise in
current expenditure, which outstripped the rises in taxes and public
sector enterprise surpluses.

Table 2.1
India: Sources of Change in the Public Sector Deficit

(percent of GDP, National Accounts basis)

Average
79/80-81/82 1985/86 Change

1. Current Expenditure 16.0 203 4.3
Interest 1.1 2.4 1.3
Subsidies 2.2 3.3 1.1
Comp. of Gov. Employees 6.4 7.3 0.9
Transfers 2.4 3.0 0.6
Other 3.9 4.3 0.4

2. Current Revenues 20.4 23.4 3.0
Taxes 16.4 17.7 1.3
Public Enterprise Surplus 2.9 4.4 1.5
Other 1.1 1.3 0.2

3. Public Sector Saving (2-1) 4.4 3.1 -1.3

4. Public Sector Investment 11.3 11.6 0.3

5 Deficit (Investment-Saving Gap) 6.9 8.6 1.7

Source: Appendix Table 5.1(b).
Note: Totals may not add due to rounding.

2.06 The decrease in public sector saving directly reflects the
growing dissaving of the general government and, in turn, of the Central
Government that was mentioned in Chapter 1. The Central Government's
budgetary results showed an average saving of 0.7% of GDP in the five
years preceding 1979/80, but in 1979/80 savings became negative (-0.5%) of
GDP (Table 2.2). This shift was a consequence of the increased devolution
of tax revenues to the States, in particular the doubling of the States'
share of the Central Government's excises from 20 to 40 percent, in accord
with the Seventh Finance Commission's recommendation. The Central
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Table 2.2
INDIA: Central. State and General Government Finances

(percent of GDP)

Average
79/80-81/82 84/85 85/86 86/87

CENTRAL GOVERNMENT

1. Current Expenditure 10.6 12.6 13.9 14 .8a
Non Developmental 6.5 7.6 8.2 NA
Defense (2.8) (3.0) (3.1) (3.6)a
Interest (2.1) (2.8) (3.0) (3 .4 )a
Other (1.6) (1.8) (2.1) NA

Developmental 2.0 2.6 2.7 NA
Grants to States 2.1 2.4 3.0 3.0a

2. Current Revenue 10.1 11.0 11.4 12 .2a

3. Saving (2-1) -0.5 -1.6 -2.4 -2.6a

4. Capital Expenditure 5.8 6.7 7.1 7.Oa

5. Surplus (3-4) -6.3 -8.3 -9.6 -9.6a

STATE GOVERNMENTS

6. Current Expenditure 10.9 12.6 13.1 12.5b
Non Developmental 3.3 3.8 4.1 3 .8b
Developmental 7.0 8.1 8.1 7.8b
Education (2.5) (2.7) (2.8) (2.7)b
Health (1.1) (1.3) (1.2) (1.1 )b
Agriculture (0.8) (0.8) (0.8) (0.7)b
Other (2.6) (3.3) (3.3) (3.3b

Interest to Centre 0.6 0.8 0.8 1.0

7. Current Revenue 11.9 12.2 13.2 12.7b

8. Saving (7-6) 1.0 -0.4 0.1 0.2b

9. Capital Expenditure 4.0 3.5 3.5 3.2b

10. Surplus (8-9) -3.0 -3.9 3.3 -3.1*

GENERAL GOVERNMENT c

Current Expenditure 18.8 22.1 23.1 23.7d
Current Revenue 19.3 20.0 20.8 21.3
Saving 0.5 -2.1 -2.3 2.4d
Capital Expenditure (Net) 8.1 8.3 8.1 8.7d
Surplus -7.6 -10.4 -10.4 -1.0d
a Revised Estimate.
b Budget Estimate.
c Nets out transfers between Central and State Governments.
d World Bank Projection (based on budget estimate, updated by data in 1987/88

Budget documents of the Central Government).
Source: Appendix Tables 5.2, 5.3 and 5.4.
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Government's dissaving has continued to grow since then, reaching 1.6% of
GDP in 1984/85 and 2.4% and 2.6% of GDP in 1985/86 and 1986/87,
respectively. All the major components of the Central Government's
current spending have risen faster than GDP since the beginning of the
1980s. The increases in defence (particularly in the last two years),
interest and grants to the states amounted to 0.8%, 1.3% and 0.9% of GDP
between 1979/80-1980/81 and 1986/87. The 1987/88 Budget proposes a 23%
increase in defense spending over 1986/87 revised spending (43% over the
original 1986/87 Budget). Developmental expenditures rose about 0.7% of
GDP between the beginning of the 1980s and 1985/86. Spending on
education, public health, and agriculture have each risen about 0.1% of
GDP, with the remainder of the rise in developmental expenditures
scattered among other items.

2.07 State Government expenditures are about 16% of GDP, with about
four fifths in current spending and one fifth in capital spending in each
of the last two years. State revenues have been much less buoyant than
current expenditures. As a result, the State Governments' saving has
declined as a percentage of GDP. Increased development expenditures
account for much of the rise in the States' spending, although the major
items, Education, Health and Agriculture, show little increase. However
the States' non-developmental expenditures show the same disturbing upward
tendency as the Centre's. Increased interest payments to the Central
Government have wiped out much of the increase in Central Government
transfers. Although the States' overall deficit, as a percentage of GDP,
is only slightly higher than at the beginning of the 1980s, this was
achieved by allowing capital expenditures to decline relative to GDP.
There is ample evidence that this has slowed execution of development
projects in many states.

2.08 State Government finances did show an improvement in 1985/86.
However the RBI's recent survey of State Government finances makes clear
that this was largely due to transfer from the Central Government and that
the resource mobilization of the States leaves much to be desired.
Moreover current spending is likely to increase rapidly as the Fourth Pay
Commission's recommendations filter down to the state level. Unless
action is taken, there is little chance of achieving the States' resource
mobilization targets under the Plan. Yet the recent budget announcements
of Haryana, Himachal Pradesh, Mizoram, Orissa and Tripura, for example,
make no provision for additional taxes. Assam, Gujarat, Karnataka,
Punjab, Rajasthan and Tamil Nadu's proposals for additional tax revenue
would reduce their deficits but gaps remain.

2.09 Plan sRending (both current and capital) currently amounts to Rs
404 billion (14.9% of GDP), with 74.5% of it incurred by General
Government out of its budgetary resources and the balance by public
enterprises out of their internal and extrabudgetary resources. Central
Government outlays on the Plan in 1985/86 and 1986/87 were roughly 40% of
Plan targets in real terms, a much larger proportion than in any previous
Five Year Plan. This was largely achieved through increasing reliance on
the public sector enterprises. The Central Government has announced its
intent to continue to rely heavily on public enterprises to fulfill the
Plan in 1987/88.

2.10 Power accounts for the largest share of the public sector Plan
spending, followed by large and medium industry, petroleum, railways,
major and medium irrigation, and other sectors (see Table 2.3). Increased
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Table 2.3
INDIA: Public Sector Plan Spending

(% of GDP)

80/81 84/85 85/86(RE) 86/87(P)

Public Sector Plan Spending 11.7 13.9 14.0 14.9
of which:
Power 2.1 2.2 2.3 2.7
Large & Medium Industry 1.5 2.0 2.1 2.0
Petroleum 0.6 1.2 1.3 1.4
Railways 0.8 0.8 0.8 1.0
Major & Medium Irrigation 1.0 0.8 0.8 0.8
Agricultral Programs 1.7 2.0 1.9 2.0
Social Services 1.6 2.1 2.0 2.1
Other 2.4 2.8 2.8 2.9
(RE) Revised Estimates.
(P) World Bank Projections, based on budget estimates, updated by data

in 1987/88 budget documents for the Central Government and its
enterprises.

Source: Appendix Table 5.10.

efficiency in the use of these resources is almost certainly possible.
However, this subject will not be given a detailed treatment here as
Seventh Plan allocations and sectoral priorities were the focus of the
Bank's 1986 Country Economic Report.

2.11 As was shown in Table 2.1, the main elements in the rise in the
public sector's current expenditure are interest payments, subsidies,
compensation of government employees and transfers. The next section
examines some of these elements in more detail. Section D analyzes the
sources of public revenues, particularly the impact of the successful on
going tax reform and the role of public enterprises. Finally, Section E
examines the financing of the public sector deficit.

C. PUBLIC SECTOR EXPENDITURES

2.12 Interest RaYments by the public sector have risen by 1.3
percentage point of GDP since the beginning of the 1980s. This reflects
three elements: (a) rapid growth in government debt. The outstanding
Central and State Government debt rose from 51.8% of GDP in 1980/81 to
62.4% in 1985/86, reflecting the accumulation of the growing gap between
government revenues and expenditures; (b) payment of higher average
interest rates on government debt--the Government continues to rely
heavily on market borrowings and the rates on these borrowings are rising
(for example, the interest rate on Government of India 7 year loans rose
from 8% in 1984/85 to 10.2% in 1986/87); and (c) greater reliance on
mobilization of resources by public enterprises in the capital market.

2.13 The recent shift to higher average interest rates on public
sector debt will improve the efficiency of the financial system and reduce



- 67 -

the hidden burdens on savers and non-priority borrowers, as the
Chakravarty Committee's Report on the Working of the Monetary System
pointed out. The alternative ways of financing deficits--monetary
expansion or requiring the bank system to hold low-interest government
debt--are unattractive. However, this shift necessarily implies some rise
in the ratios of public sector interest payments to GDP and the public
sector's current expenditures to GDP until the adjustment in the
composition of Government debt is completed. The question is whether the
observed growth in these ratios is excessive, and a precursor of a
so-called internal debt trap, where rising interest costs of domestic debt
alone lead to an explosion of debt.

2.14 Such a debt trap would arise if the rate of interest on
government debt exceeded the growth of nominal GDP. Then, simply "rolling
over" the interest payments on a fixed amount of interest bearing debt in
private hands by issuing additional bonds would imply a steadily growing
ratio of government debt to GDP. While this could occur for a while,
particularly if the real interest rate on government debt were increased,
private portfolios would become saturated with government debt.
Eventually either non-interest expenditure would have to be cut,
additional taxes levied, or currency issued in order to service the debt.
As this argument makes clear, India is not presently in danger from such
an internal debt trap. The average interest on Government domestic
borrowings (including RBI borrowings) remains less than the growth of
nominal GDP, so that the internal debt can be serviced by issuing new
debt.

2.15 Recent large budgetary deficits, not high and rising interest
rates, have been a major cause of rising interest expenditures. Of the
interest payments in 1986/87, for example, roughly 42% represents interest
on the deficits incurred during only the last five years (that is, the
deficits excluding interest costs of the stock of debt existing at the end
of 1981/82), while 51% represents interest on the stock of debt issued
between Independence and the end of 1981/82 (assuming that interest
payments on that stock of debt have been financed by issuing new debt and
that the interest rate was the rate prevailing during 1982/83) and only 7%
represents the impact of rising interest rates on the carrying costs of
the stock of debt existing at the end of 1981/82. In other words, if the
non-interest deficit had been held to zero between 1981/82 and 1986/87,
then government's interest costs would have been 42% lower in 1986/87 and
actually would have fallen as a percentage of GDP. Thus, domestic debt is
largely rising because of the imbalance between non-interest spending and
revenues, not because of rollover of existing debt at higher interest
rates. Continuation of this trend would eventually swamp private
portfolios with government debt.

2.16 There are other problems with current trends in interest
payments. First, while the average interest paid on borrowings is
substantially below the growth rate of nominal GDP, this figure does not
reflect the impact of tax exemptions that public sector debt enjoys. To
the extent this occurs, the true cost of government borrowings exceeds the
interest paid, because of the loss of tax revenue. The implicit rate paid
on government debt is thus much closer to the nominal growth of GDP and
the danger of falling into an internal debt trap correspondingly much
greater. Second, and more important, the fall in public sector saving



- 68 -

implies that the Government must issue more debt to finance a given volume
of investment. One way or another this additional debt tends to "crowd
out" private borrowing for investment, unless additional financial savings
are mobilized through higher real interest rates. (See Section D for
further discussion of this issue.)

2.17 Subsidies are provided to a wide array of economic activities,
including bio-gas plants, new industrial units in backward areas,
controlled cloth, transport of coal, interest payable by public
enterprises, export promotion and market development, domestic and
imported fertilizers, food, irrigation, rural power, railways, seeds and
vegetable oil. The largest subsidies at the Central Government level are
those for fertilizer, food, export promotion and interest, accounting
collectively to Rs 49.9 billion in 1986/87 (1.8% of GDP).

2.18 These subsidies have frequently driven a wedge between financial
incentives and economic returns from various activities. Unless they are
(a) explicitly offsetting major distortions, as is generally the case with
the Government's fiscal assistance to exporters, for example, or (b) the
best feasible way of pursuing non-economic objectives, their reduction
would improve efficiency as well as help to reduce the deficit.

2.19 The fertilizer subsidy is a good example of the types of
problems that can arise. The Government's fertilizer subsidy was Rs 18.9
billion (0.7% of GDP) in 1986/87, up from Rs 5.1 billion (0.4% of GDP) in
1980/81. The subsidy is derived from (a) the Fertilizer Retention Price
Scheme (FRPS), which guarantees individual fertilizer producers a 12%
after-tax return on net worth at 80% capacity utilization, subject to
certain efficiency norms, and (b) the policy of fixing farmgate prices
with little reference to either the cost of domestic production or of
imports. The allocation of this subsidy between fertilizer producers and
users depends on the cost of potential imports. With current low
international fertilizer prices, the bulk of the subsidy accrues to
producers and, among them, the more inefficient producers receive higher
rates of subsidy. In addition to this subsidy, which arises from pricing
policies, public sector fertilizer units incur large losses, which
amounted to Rs 1.3 billion in 1985/86. Furthermore, state governments
subsidize fertilizer consumption by giving rebates on the farmgate prices
fixed by the Central Government.

2.20 In view of the FRPS's adverse effects on the efficiency of
industrial investment and the operation of existing plants, together with
the rapidly rising fiscal burden of the associated subsidy, consideration
should be given to replacing it with a tariff-adjusted import parity price
scheme. This scheme could be similar to that advocated by the B.B. Singh
Committee but linked with international trade prices, rather than to
domestic prices in selected countries. Furthermore, a strategy needs to
be developed to link user prices more closely to the costs of imports to
avoid unintended increases in the user subsidy if world prices rise again.

2.21 Compensation of Government Emplovees: Rapid increases in the
number of government employees, combined with (a) revisions in their pay
scales, (b) annual increments in basic pay, and (c) frequent increases in
dearness allowances (35 such increases to the Central Government employees
between February 1, 1980 and January 1, 1986), have boosted the wages,
salaries and pensions payable to government employees--from 6.4% of GDP in
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the beginning of the 1980s to 7.3% in 1985/86. Normal increases and the
Central Government's acceptance of the Fourth Pay Commission's
recommendations are estimated to have raised the 1986/87 wage and salary
bill to as much as 7.8% of GDP. The rise will be further compounded by
the likely repercussions of the Commission's recommendations on the wage
and salary bills of the State Governments. On various occasions the
Government has commented on the need to contain its wage and salary
expenses, but no specific policies have been adopted as yet.

D. PUBLIC SECTOR REVENUES

1. Taxes

2.22 Total tax collections amounted to 16.7% of GDP in 1984/85 and
rose to 17.7% of GDP in 1985/86. The Seventh Plan envisages a rise to
18.3% by 1989/90 but collections continue to exceed projections and the
1987/88 budget suggests that this target has nearly been achieved.

2.23 Numerous reforms were made in tax policy in the last two years,
and many of the key proposals of the Long Term Fiscal Policy were
implemented. The principal objectives of this Policy were to simplify the
tax structure, establish a set of reasonable rates, improve compliance
through better administration and enforcement, raise revenues, foster a
more open, stable and predictable tax policy environment, and make the
structure of taxes more conducive to growth and equity. The Government
has taken several steps to achieve these objectives. Nonetheless,
considerable room remains to further reduce distortions and improve
revenues.

2.24 Indirect taxes are the mainstay of India's tax system, currently
accounting for about 85% of the total tax collections. The major indirect
taxes are Central excise duty, customs duty, sales tax, State excise duty,
vehicle tax, stamps and registration fee, tax on goods and passenger
transport, electricity duty and entertainment tax. The first two are
levied by the Central Government and the remaining by State and Union
Territory Governments. The Central excise duty is the largest contributor
to the Central Government's tax revenues, and sales tax to those of the
State and Union Territory Governments. Customs duties and excise taxes
also have accounted for most of the recent rise in the revenues.

Table 2.4
INDIA: Analysis of Recent Increases in Major

Central Government Tax Revenues
(percent of increase)

Including States' Share Excluding States' Share
85/86 86/87 85/86 86/87

Customs Duties 48.0 48.3 71.7 63.7
Excise Taxes 34.8 34.1 20.4 23.2
Income Taxes 17.2 17.6 7.9 13.1
Total 100 0 100.0 100.0 100.0
Memo: Total Increase (Rs billion) 51.8 40.9 34.7 31.0
Source: Government of India, Receipts Budget 1987/88.
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2.25 Central excise duty: Leviable on the production or manufacture
of goods ranging from aerated waters to zip fasteners, the Central excise
duty is the single most important source of revenue, accounting for about
one-third of consolidated government tax revenues and about one-fourth of
current revenues. Because of the high and varying rates involved, excise
taxes are also a factor in the high cost of industrial goods and price
distortions.

2.26 In line with the objectives of simplifying taxes and reducing
distortions that hinder growth, the Government has taken important steps
to reform the excise duty system. In 1986 it announced the introduction
of a Modified Value Added Tax (MODVAT) for goods covered by 38 chapters of
the Central Excise Tariff Act of 1985. The major categories of products
covered included chemicals, plastics, glass and glassware, rubber
products, base metals and articles of base metals, machinery and
mechanical appliances and motor vehicles. As long as (a) inputs and
outputs are both covered within the specified 38 chapters, and (b) the
outputs are not exempt from excise, the excise and countervailing duties
paid on inputs can be credited against excise duties due on final goods.
Except for exports, no credit is available when final goods are exempt.
Exports are exempt from excise taxes, but taxes paid on inputs to exports
are refunded, serving as an export incentive (under GATT rules, rebate of
domestic indirect taxes is allowed). The 1987/88 budget proposed the
extension of MODVAT to all commodities other than textiles, tobacco and
petroleum products.

2.27 The initial introduction of input relief under MODVAT was
accompanied by upward adjustments in excise duties on final products to
leave revenues unchanged. This procedure avoided significant
distributional effects since effective tax rates (tax rates that take
account of rates on inputs as well as outputs) were designed to be similar
to previous levels. However, there were some protection enhancing
effects, given the practice of levying countervailing duties on imports at
rates equivalent to excise duties applicable to similar domestic goods..
The recent extension of MODVAT was not accompanied by higher tax rates on
final products. Measures also have been proposed to deal with some of the
problems that had arisen in the administration of the tax.

2.28 The recent extension of MODVAT will facilitate restructuring of
customs duties as envisaged in the Government's Long Term Fiscal Policy.
Since import and excise duties are the two major determinants of effective
protection, the extension also will simplify the task of undertaking
much-needed reforms of import duties.

2.29 Various features of MODVAT will need attention in the further
development of the tax. One aspect is the use of exemptions. An
exemption is a mixed blessing under MODVAT: a product that is exempt is
also denied credits for taxes paid on its inputs. An exempt product will
normally pay less tax (taking account of taxes paid on inputs) than it
would if it were taxable, even though no credits for taxes paid on its
inputs are available. A product using an exempt product as an input, on
the other hand, would bear higher taxation, since credits for taxes on
inputs into the exempt product would, in the ordinary course, not be
available. The Government has put in place special mechanisms to take
care of this problem in selected cases, but these have added to
administrative costs. Under MODVAT, therefore, it would be desirable
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to use exemptions sparingly, and to tax products that the Government
wishes to tax more lightly than others through concessionary rates.

2.30 The Government also could review the current regime of numerous,
widely-varying excise rates, which complicates the tasks of firms and
administrators. Moving closer to a full-fledged Value Added Tax system,
based on only a few rates, would greatly simplify the tax system and
improve economic efficiency.

2.31 Customs Duties also account for a large share of government
revenues. Chapter 4 provides an extensive discussion on the impact of
tariff rates and exemptions on Government revenues and efficiency.
Suffice to say here that the ratio of customs duties to GDP in India is
not particularly high by international standards, despite India's high
nominal duties. This is because the tax base, foreign trade, is small
relative to GDP. The experience of the last two years, when non-petroleum
imports were allowed to rise and average tariff rates increased, suggests
that a shift from license-based protection to tariff-based protection
(with fewer exemptions from tariffs) would increase Government revenues.

2.32 Sales Taxes are the most important source of revenue for the
State and Union Territory Governments, currently accounting for about 58%
of the taxes raised by them and for 27% of their total current revenues in
1986/87. The sales tax system introduces numerous distortions. A given
state will usually have a large number of different sales tax rates, which
it applies to different goods according to varying criteria. Moreover,
some states also levy different rates of sales tax on certain items such
as electronic goods depending upon whether they are produced locally or
outside the state. The result is that fairly similar goods are taxed at
different rates within states as well as across states and the domestic
market is fragmented, encouraging relatively small units to set up behind
internal protective walls. The Central Government has condemned many of
these practices, but has been unable to achieve a reduction in the
distortions.

2.33 Direct Taxes. India currently levies three direct taxes on
income: (a) a tax on agricultural incomes is levied by some states under
the provisions of their separate agricultural income tax acts; (b) a tax
on non-agricultural incomes is levied by the Central Government under the
provisions of Income Tax Act of 1961; and (c) a tax on excessive corporate
profits, called surtax, is levied by the Central Government under the
provisions of Companies (Profits) Surtax Act of 1964. In addition, the
Government levies a tax on wealth (with rising marginal rates) and a gift
tax. Direct taxes amount to 2.4% of GDP, with income taxes accounting for
nearly 90%.

2.34 Beginning in 1985/86 the Government has implemented a number of
notable tax measures, with the objectives of increasing the efficiency and
equity of the tax system and raising more revenues. These measures, which
reflect recommendations contained in the Long Term Fiscal Policy, include:
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Rates of non-agricultural, non-corporate income tax have been
reduced across the board. The highest marginal rate is now 50%,
against over 60% earlier.

The non-agricultural income tax rates applicable to companies
have been reduced by 5 to 10 percentage points to a range of 50%
to 65%.

The surtax on "excess" profits will be discontinued for tax years
ending after March 31, 1987.

Royalties and fees for technical services paid to foreign
companies will now be taxed at the uniform rate of 30%.

- The scheme of compulsory deposits by income tax payers (which
amounted to an additional tax on personal incomes) has been
abolished.

- The maximum wealth tax rate was reduced from 5% to 2%, the estate
duty was abolished, and the limit on non-taxable gifts was
raised.

In addition, numerous steps were taken to reduce administrative delays and
improve compliance. Tax payers will now pay self-assessed taxes when due,
with a sample of returns being scrutinized, rather than having tax
officials assess their returns and issue an assessment order. Tax
administration was strengthened, an amnesty program initiated and a
well-publicized campaign of enforcement undertaken.

2.35 The Central Government's 1987/88 Budget contains additional
proposals for further reform of direct taxes, including:

- Depreciation on blocks of assets instead of the present complex
system linked to individual assets. There will be only three
rates of depreciation for plant and machinery: 100%, 50%, and
33 1/3%. In most cases the result will be faster depreciation.

- Capital gains from the sale of land and buildings in urban areas
will be exempt from tax, provided the gains are invested in
approved relocation schemes.

- Reduction in the holding period for concessional income tax
treatment of capital gains on sale of shares from 36 to 12
months.

2.36 The income tax collections from non-corporate assessees rose from
0.9% of GDP in 1984/85 to 1% in 1985/86. Much of this increase was
probably due to factors such as (a) addition of new assessees through
intensive survey work, (b) improved tax compliance by existing tax payers,
and (c) improved recovery of past tax arrears. Continued efforts will be
necessary to improve compliance further; otherwise the ratio of taxes to
GDP will level-off. Indeed this may be happening already; the revised
estimates for 1986/87 indicate non-corporate tax collections were roughly
the same percentage of GDP as in 1985/86. Moreover, tax collections would
weaken if the Government, for one reason or another, relaxes its measures
to improve compliance.
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2.37 Further steps to achieve the Long Term Fiscal Policy's objectives
could be taken in three areas: (a) broadening of tax base, (b) lowering
of tax rates on non-agricultural incomes, and (c) improvement in tax
administration.

2.38 Broadening of Tax Base: The Indian Income Tax Act is honeycombed
with exemptions that erode the tax base considerably--e.g. exemption of
agricultural income, exemption of income from newly established industrial
undertakings in the free trade zones, deduction for deposit with the
Industrial Development Bank of India for investment in new machinery or
plant, tax concession based on export turnover and profits from exports,
and partial tax holiday for profits from new industrial undertakings. The
most important is probably the exemption of agricultural income. The
wealth tax also is subject to numerous exemptions. While many of these
exemptions have laudable objectives, they reduce overall revenues.
Moreover, they generate social costs: by encouraging rent seeking and
expenditures on tax-avoidance strategies, they imply very different tax
burdens for taxpayers with similar incomes. A number of potentially large
tax payers have little or no tax liability at all.

2.39 The Government has recognized some of these problems of revenue
loss. One response has been its proposals to levy a minimum tax on
corporate incomes. The latest action was taken in the 1987/88 Budget,
which proposes a minimum tax on 30% of book profits. Minimum taxes could
also be imposed on household incomes above the exemption limit. However,.
these measures are mainly aimed at reducing the revenue loss and improving
equity; they do not correct the distortions arising from widely different
tax rates and rent seeking. Applying income taxes to agricultural
incomes, for example, would significantly improve equity and efficiency
while increasing the tax base and tax revenues. More generally, the
objectives of the Long Term Fiscal Policy suggest that greater attention
be paid to controlling and reducing the number of tax expenditures, rather
than to regulating the benefits under them.

2.40 As a result of a generous exemption limit, many families with
incomes above the median escape taxes. While it is probably politically
unfeasible to lower the exemption limit, it should be allowed to decline
in real terms via inflation, and attempts to raise it should be resisted.
The impact of this raise could be cushioned by lowering the lowest tax
rate.

2.41 Lowering of Tax Rates: Despite recent reductions, the statutory
non-agricultural income tax rates are generally on the high side
internationally. In particular, the lowest rate applicable to individual
incomes (25%) seems high, although this is offset somewhat by the high
exemption limit. A lower base rate would cushion the impact of becoming a
taxpayer and, together with the new procedures for tax payment, probably
increase the number of contributors and the taxes they pay. Consideration
might also be given to further reductions in marginal tax rates on income
and wealth, although such reductions would have to pay close attention to
the tradeoff between increasing the taxable income base and lowering the
rate.

2.42 A case also exists for rationalizing tax rates applicable to
corporate profits. The current tax schedule consists of four rates: 50%,
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55%, 60% and 65%, applicable to taxable profits of widely-held domestic
companies, closely-held domestic non-trading and non-investment companies,
closely-held domestic trading and investment companies, and foreign
companies, respectively. It is not clear, for example, why closely-held
domestic trading and investment companies are taxed at higher rates than,
say, closely-held domestic non-trading and non-investment companies.
Similarly, closely-held domestic industrial companies are taxed at higher
rates than those applicable to, say, widely-held domestic trading
companies. There is not a strong case for penalizing closely-held
industrial companies through a higher rate of income tax. One possible
reason might be that it is more difficult to assess their accounts, but
this seems somewhat discriminatory in light of the Government's plans to
accept most declarations at face value. The Government should continue to
move toward a more simplified tax system, where rates are similar and
lower, and where self assessments are basically accepted but subject to
large penalties for evasion.

2.43 As regards foreign companies, the case for treating them
differently rests on the ground that the dividends distributed out of
profits of a foreign company operating in India are not subject to tax in
the hands of its shareholders under the Indian income tax law, while the
dividends distributed by a domestic company are. Equal tax treatment of
foreign and domestic companies would thus amount to a discrimination
against the domestic companies. While this is perfectly valid, the
current rate (65%) is on the high side internationally.

2.44 Improvement in Tax Administration: Non-corporate incomes
declared for tax purposes amount to only about 6% of GDP at current factor
cost, whereas the National Institute of Public Finance and Policy's study
Aspects of the Black Economy suggests taxable incomes may actually amount
to 21%. This suggests potential for improving non-corporate income tax
collections through better tax administration. The Government has already
taken some important steps in this direction, including a combination of
amnesties and widely-publicized punishments of tax evaders. A determined
effort also has been made to reduce income tax arrears. In combination
with lower rates, improved administration has significantly increased the
number of tax payers and the incomes they are reporting. It also has
improved the equity of the tax system.

2.45 There is a strong case for continuing the measures to make the
enforcement of tax administration strong and effective. The Government
needs to speed up computerization of the Income Tax Department and
strengthen its management information system, enabling it to raise
considerably larger resources at lower costs. When working out details of
the proposed scheme of auditing a small sample of tax returns, the
Government should review the experience of other developing countries, for
example Colombia, where major tax reforms also took place. A notable
aspect of most of the sampling schemes currently in operation is that the
sample size is not uniform across all taxpayer categories but is smaller
for low income taxpayers and taxpayers claiming deductions within a
reasonable band, and higher for high income taxpayers and tax payers with
a past record of audited returns. This stratified sampling technique will
be particularly important if the Government attempts to lower the minimum
tax rate and broaden the tax base at the bottom of the scale.
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2. Public Enterprises Surpluses

2.46 Public Sector Enterprises (PSEs) invested the equivalent of 9% of
GDP in 1985/86. In an aggregate sense this was partially financed by
internal generation of funds. The public 2sector enterprise surplus
amounted to about 4.4% of GDP in 1985/86. The gap of 4.6% was made up
by budgetary transfers and borrowings.

2.47 PSEs earned a larger total gross profit (profits after
depreciation but before interest and tax) of Rs 53 billion in 1985/86, up
by 14.9% compared to 1984/85. However, the rate of gross profit on
capital employed, 12.3%, remains low and it declined marginally from the
12.7% rate achieved in 1984/85. Moreover, this overall rate of return is
heavily influenced by the oil sector. The gross return in the non-oil
sector was only 7.6%. A number of enterprises also are making losses.
The Economic Survey for 1986/87 reports that the loss-making units among
the Central Government's enterprises recorded losses after depreciation of
Rs 16.6 billion in 1985/86, up from Rs 11.1 billion in 1984/85, and those
making cash losses suffering a deterioration in cash losses from Rs 7.8
billion to Rs 10.9 billion in the same period.

2.48 The Seventh Plan and recent government policy have emphasized the
need for the PSEs to earn greater surpluses in order to cover a larger
fraction of their investment and to increase public sector saving. To
some extent this has been done. The public enterprise surplus which
averaged only 2.9% of GDP in the three years 1979/80-80/81 rose to 4.4% in
1985/86 and the gap between investment and internally generated funds fell
from 6.1% of GDP to 4.6%. Nevertheless, considerable room remains to
further improve the performance of public enterprises.

2.49 Table 2.5 provides a broad idea of the main sources of surplus
and indicates an approach to the problem. It categorizes the Government's
major enterprises into three groups. The first consists of enterprises
which generate large internal resources and do not depend much on
Goverment-supported borrowings and budgetary support to finance their Plan
outlays. Prominent in this group is the oil sector, which has emerged as
a major contributor to public sector funds in India. In part this
reflects the Government's policy of gradually raising domestic oil prices,
coupled with the decline in world oil prices over the last few years,
especially in 1986. Much of this surplus can be considered equivalent to
a tax on imported oil. To more accurately reflect this interpretation,
the 1987/88 budget has changed the treatment of the Oil Coordination
Committee's contribution to the Government from an interest-bearing
capital transfer to a current revenue. In addition to this surplus, which
has been transferred to the Government, the sector generates substantial
internal funds from depreciation allowances and profits; together with
some borrowings these finance its investment. The other companies in
Group 1 generate enough internal resources to finance almost all of their
investment.

2 In an economic sense, the real saving is somewhat less, as
depreciation allowances do not cover replacement costs.



- 76 -

Table 2.5
INDIA: Plan Outlay and Resource Mobilization

by Maior Public Enterprises, 1986/87
(Rs billion and % of total Plan outlay)

Financing
Plan Budget
Outlay Internal Borrowing Support

GROUP 1

Oil Sector 28.7 23.2 4.3 1.2
Indian Airlines 1.2 1.2 0 0
BHEL 0.7 0.7 0 0
Nhava Sheva Port 1.3 1.0 0 0.3

31.8 26.1 4.3 1.5
(19.1) (48.6) (12.4) (1.9)

GROUP 2

Railways 26.8 11.8 2.5 12.4
NTPC 17.2 1.9 6.5 8.9
Telecommunication 8.0 3.0 2.1 2.9
SAIL 5.4 2.3 2.8 0.4
Neyveli Lignite 3.0 1.0 0.5 1.5

60.3 19.9 14.3 26.1
(36.3) (37.1) (41.2) (33.5)

GROUP 3

Coal India 9.7 0 0 9.6
National Aluminium 4.4 0 0.4 4.1
NHPC 3.7 0 2.3 1.4
Shipping Corp. 2.4 0 2.4 0
Bharat Aluminium .2.2 Q0 0.3 1.9

22.4 0 5.4 17.0
(13.5) (0.0) (15.6) (21.8)

Total Groups 1, 2 & 3 114.5 46.0 24.0 44.6
Percent of Plan Totals (68.9) (85.7) (69.2) (57.3)

Memo Item:
Plan Totals 166.3 53.7 34.7 77.9

Note: Percentages shown in parentheses.
Figures may not add up due to rounding-off.

Source: Government of India, Expenditure Budget 1987/88, Vol. I.
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2.50 The enterprises in the second group generate much less internal
resources by way of depreciation and/or retained profits than those in the
first group. They account for over one-third of the total Plan
investments in the Central enterprises in 1986/87. A strategy needs to be
worked out to make their performance more like those in the first group,
through improvements in efficiency rather than simply raising prices. The
enterprises in the third group do not generate any internal resources.
This suggests that their financial performance is so poor that they are
not even able to provide for depreciation on their assets. Firms of this
type represent a major resource problem for the Government since all of
their investment must be financed by current budget support, or by
borrowings that would represent future budget support unless performance
is improved dramatically. Moreover, some firms of this type are making
cash losses, which require budget support for current operations as well
as investment. The objective is to move such firms into Group 2.
Moreover, the table illustrates that the overall resource mobilization
problems are concentrated in relatively few enterprises. The ten
enterprises listed in Groups 2 and 3 account for 55.3% of budget support
for investment. Concentrating on improving their resource mobilization
performance would reduce the needs for budgetary support sharply.

2.51 The Government of India has recognized the difficulties in
improving public enterprises' performance. As a first step it has
initiated an open debate on what needs to be done. As part of this
debate, the Government has issued a document entitled Administered Price
Policy - A Discussion Paper (August 1986). In the meantime, the
Government has (a) decided to write off the accumulated losses of some
public enterprises (e.g. Jessop and Company Limited and Bharat Pumps and
Compressors Limited), (b) decided to reduce/eliminate overmanning in
selected public enterprises (e.g. National Textile Corporation), and (c)
announced the preparation of a White Paper regarding the role of the
public sector enterprises and the Government. These steps are all highly
commendable and are consistent with recommendations made by a series of
high level committees on public enterprises reform including those chaired
by L.K. Jha, M. Fazal and A. Sengupta. In addition the following steps
could be taken:

a) extension of the idea of Memorandum of Understanding, used in
SAIL, NTPC and the Railways, to cover additional enterprises;3

b) institution of a special management cadre that will provide
personnel who understand the needs of public sector enterprises
and provide continuity of service;

c) relaxation and redrafting of approval procedures so that timely
implementation of projects is possible, and time and cost
overruns can be avoided; and

d) initiation of capital restructuring in loss-making enterprises.

3 A memoradum of understanding between the Government and a public
enterprise typically contains the performance targets for the enterprise
during a specified period and identifies the obligation of the Government
to provide the necessary support by increased delegation of powers and
quick clearance of proposals.
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3. Cost Recovery

2.52 Agriculturally-Oriented Projects: A striking feature of many
agricultural projects is their under-recovery of costs, with the result
that they run serious losses. Losses on commercial irrigation projects
alone amounted to Rs 7.8 billion (0.3% of GDP) according to 1986/87 budget
estimates. State Electricity Boards also are doing poorly financially,
with their losses amounting to Rs 15.8 billion (0.6% of GDP) in 1986/87.
The losses are largely due to substantial concessions in power tariff for
agricultural consumers. Generally speaking, the tendency to introduce
distributional considerations into agricultural activities involving
government expenditures has become pervasive, with the result that it is
difficult to identify which groups are being subsidized. Increases in
water charges, canal lining charges, credit recovery and interest rates,
and electrical tariffs for agriculture would not only raise public
revenues, but would also promote greater efficiency in resource use.

2.53 Education: Public spending on education currently amounts to
Rs 85 billion (3.1% of GDP), with most of it (90%) incurred by State and
Union Territory Governments. A good part of this spending (48% in the
State of Tamil Nadu, for example) is on higher and secondary education.
Again taking Tamil Nadu as an example, the per student subsidy in
pre-university and higher states of education is 22.5 times that in
primary education, and in secondary education, 2.5 times higher (Madras
Institute of Development Studies). Bank estimates suggest that the
returns to investment are roughly 13-15% in higher education against 24%
from investment in primary education. Moreover, the high public
subsidization of secondary and higher education boosts the demand for it,
which primarily benefits the more affluent classes. A strategy needs to
be worked out for (a) gradually recovering more of the public cost of
secondary and higher education, (b) developing a credit market for the
provision of widely available student loans, together with selective
scholarships to talented students from poor families, and (c) reallocating
at least part of the fiscal resources thus raised to activities (e.g.
operation and maintenance of existing assets, rural drinking water supply
program, primary education and health, and agricultural research and
extension services) where the social returns are relatively high.

E. FINANCING THE DEFICIT

2.54 The public sector relies on four main sources to finance its
deficit (investment-savings gap): the external sector and, within the
economy, the RBI, domestic commercial banks, and households and
corporations directly. Table 2.6 provides a breakdown of these sources
for the recent years and the average for the three years 1979/80-81/82.
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Table 2.6
INDIA: Financing the Public Sector Deficit

(Deficit on National Accounts Basis, percent of GDPmp)

Average
79/80-81/82 84/85 85/86 /a 86/87

Public Sector Deficit 6.9 9.1 8.6 NA
(Investment-Savings Gap)

Financed by:
External Resources 1.2 1.4 1.4 NA
Internal Resources 5.7 7.7 7.1 NA
RBI Credit to Gov. 2.9 3.5 1.8 3.5
Comm. Bank Credit to Gov. 1.0 1.0 1.5 0 .8b
Residual (Bank Credit to Public
Enterprises and Household and
Priv. Corporate Purchases of
Public Sector Debt) 1.8 3.2 3.8 NA

a Quick estimates.
b Estimated (based on February 1987 data).

Source: Appendix Table 5.1(b) and Economic Survey 1986/87.

The main conclusions to be drawn from the Table are:

-almost all of the increased deficit has been financed
internally, a conclusion that appears to hold for 1986/87 as
well, based on budget data for the Central Government;

-non-bank instruments (and bank lending to PSEs) have provided
most of the financing for the rise in the deficit.

-the Government's demand for bank credit is up compared to the
beginning of the 1980s and, except for 1985/86, greater reliance
has been placed on RBI lending.

2.55 Has the rising public sector deficit "crowded-out" private
credit? Not by 1985/86. Although the deficit rose sharply between the
turn of the decade and 1985/86, the demand for financial assets was
stimulated by: (a) the development of new, high yielding financial
investments, such as convertible debentures, and the liberalization of
capital markets; (b) the tapping of small saving by the Government; and
(c) rising real rates on deposits, that kept M3 growing faster that GDP.
As a result, private savings increased as a percentage of GDP and a rising
percentage went into financial assets. This made it possible to finance
the rising deficit without greatly curtailing resources available to the
private sector. Private investment remained high as a percentage of GDP
(see Table 1.2). Bank credit to the commercial sector remained constant
as a percentage of GDP, although it must be recalled that this includes
bank loans to PSE and thus overstates the availability of funds to the
private sector.
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Table 2.7
INDIA: Indicators of Saving in Some Major Financial Assets

(% of GDP)

Average
79/80-81/82 84/85 85/86 86/87

Change in M3a 6.0 7.6 6.7 7.4
New Capital Market Issues 0.2 0.6 1.1 NA
Change in Gov. Small Savings 0.9 1.7 2.0 1.9
a Includes Public Sector Deposits.

Sources: Appendix Tables 5.3, 6.1 and Controller of Capital Issues.

2.56 In 1986/87, however, some signs of crowding out appeared in the
face of a continued large gap between budgetary outlays and revenues and
the corresponding requirements for public sector finance. Although bank
deposits continued to increase faster than GDP, the Government has relied
increasingly on RBI credit for finance. An inceasing share of net bank
credit also has gone to the Government. Net bank credit to the Government
grew over 20%, while bank credit to private and public enterprises rose by
only 13%. In addition, private firms have found new equity issues a high
cost source of funds because of low price earnings ratio. To raise funds
they were forced to offer increasingly attractive terms on convertible
debentures, in order to compete with the increased bond offerings of
public enterprises. Public enterprise bond issues have risen
dramatically, reaching Rs 13.6 billion (0.5% of GDP) in 1986/87, up from
Rs 3.2 billion in 1985/86 (0.1%) of GDP. For 1987/88 the Government has
announced plans to increase public sector bond issues to Rs 15 billion.

2.57 Making public enterprises fend for themselves by raising
resources through direct market borrowing is certainly a move in the right
direction, provided they respond to the higher cost of capital by
improving efficiency. There is however one questionable aspect of this
development: The interest income from public enterprise bonds qualifies
for generous tax benefits whereas that from bonds issued by private
enterprises does not, thereby making the former more attractive. This
will divert capital resources from private sector to public enterprises,
while at the same time creating an implicit loss of tax revenue. In fact,
the implicit returns are so good--equivalent to about 24% before taxes if
the maximum wealth and income taxes are taken into account--that they may
divert private sector firms' retained earnings from reinvestment.



ChaRter 3

INDIA'S INDUSTRIAL REGULATORY POLICIES

A. INTRODUCTION

3.01 Industry has played a central role in India's development effort
since Independence. Agriculture has always been important, given its
contributions to employment, output and basic food security, but industry
has enjoyed a special position as the sector that would lead India into
the modern world, reduce its economic dependence on other countries, and
generate the higher incomes needed to eliminate poverty.

3.02 Fundamental Goals: These aspirations for industry are firmly
rooted in the nation's most basic goals--economic growth, self-reliance
and social justice. During the early 1950s, a framework of trade and
regulatory policies was established by the Indian Government for the
industrial sector with these goals in mind. The policies emphasized four
main themes that continue today: (a) the promotion of heavy industry with
an emphasis on the public sector, reflecting the belief that the State
should play a major role in India's economic development; (b) a quest for
economic self-reliance, which translated into broad efforts at import
substitution and restrictions on imports of foreign technology to promote
indigenous innovation; (c) subsidies to and protection of the small-scale
sector, including reserving the production of many goods for small firms;
and (d) balanced regional development.

3.03 Policy Framework: The system of trade and industrial regulations
has undergone significant changes in recent years. The system originated
with the import controls introduced during the Second World War. These
controls subsequently became a permanent instrument of centrally planned
industrial development for achieving self-reliance, a term then taken to
mean producing domestically as many of the country's needs as possible.
The underlying assumption was that the nation faced a more or less
permanent foreign exchange shortage that was not amenable to acceptable
policy changes, and that restricting imports would save foreign exchange
and stimulate domestic output and innovation. With import competition
closed off, it was considered necessary to regulate domestic industry in
the then small and protected market, to avoid obvious risks such as
monopolistic behavior by large firms. In the belief that domestic markets
were poorly developed and could not be relied on to operate efficiently,
resources were allocated according to detailed regulations, often
involving complicated and discretionary administrative procedures. The
Government also used regulations to allocate resources to subsectors whose
output was intended to replace the most costly and visible imports,
largely capital and consumer goods. Later, detailed regulations,
especially licensing, were used to control capacity, with the aim of
avoiding excess investment in protected fields and dispersing industry
throughout the country. Until very recently, these licenses restricted
firms to narrowly specified lines of production.

3.04 Results: India's trade and industrial regulatory policies have
had a pervasive role in shaping the development of the sector since
Independence. They have produced a diverse industrial structure and
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reduced imports. However, overall capital intensity of the sector has
risen sharply, technology is often outmoded, production is commonly
fragmented into plants below minimum economic scale, and many of the goods
produced do not match world market standards for price and quality. The
system of protection tended to establish import controls and tariffs on a
"cost plus" basis, at whatever level would make foreign goods more
expensive than the roughly comparable domestic ones, often with little
regard for costs, quality, or economies of scale and specialization.
Protection from foreign competition was not, however, the only reason why
firms were slow to reduce costs and improve production methods, design,
and quality. The industrial regulatory system reduced domestic
competition and limited the ability of firms to improve their
performance. Firms had limited flexibility in choosing plant size,
altering product lines, reducing the workforce, selecting a location, and
making many other choices that are taken for granted in other countries.
In addition, inadequate infrastructure, particularly power and
telecommunications, has limited the growth of manufacturing.

3.05 The problems of the manufacturing sector have been compounded by
its having become major source of government revenue, through a
combination of excise and other indirect taxes on its output and tariffs
on its imported inputs. Consequently, many efficient producers have high
selling prices, compared to world prices, due to the high prices they pay
for their principal intermediate and raw materials. These high input
costs have slowed the growth of labor-intensive downstream industries by
raising their domestic prices and inhibiting the development of exports.
For example, the high cost of domestic steel made it very difficult for
domestic producers of metal products to export until the recent
implementation of compensatory measures. Another consequence of the "made
to measure" approach to protection in this labor abundant and capital
scarce country is that many capital-intensive industries have developed.
Moreover, many of these industries are also indirectly capital-intensive
through their heavy use of electricity. The net outcome thus has been to
preempt national savings that could have been more efficiently used
elsewhere.

3.06 Over the long term, the growth of the manufacturing sector and
its generation of employment have been below the hopes of policy makers.
The share of industry in GDP has been roughly constant and the
manufacturing sector remains small by international standards: measured
by value added it is only about half the size of Brazil's, two thirds the
size of Australia's, about equal to Korea's and Argentina's and only
twenty to thirty percent larger than the manufacturing sectors of Sweden
and Belgium. Even so, domestic markets are now larger and more varied
than in the early 1950s when many of the trade and regulatory policies
were set up, and there are many entrepreneurs who are well able to respond
to appropriate production incentives and to the removal of constraints on
competition. Indian firms are capable of designing, adapting and managing
more advanced technology, and of responding to growing and shifting
domestic demand patterns. In these circumstances, the continuation of the
cumbersome, intricate, and rigid system of trade and industrial
regulations would act as a constraint on firm behavior, sheltering them
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from competition, and limiting their ability to produce more, better or
different goods and to respond to competition by reducing costs.

3.07 Recent Developments: In recent years, the Government has
recognized these problems and made a number of important changes in the
domestic regulatory environment, permitting increased competition and
enabling firms to alter their operations with more flexibility. Among the
changes were: (a) delicensing of various product groups, including 25
industries and 82 pharmaceutical products in 1985; (b) easing of licensing
requirements for additional capacity, and reendorsement of licensed
capacity; (c) "broad banding" of production in certain industries, i.e.
allowing licensed capacity to be used for production of similar products;
(d) higher minimum asset sizes before firms are subject to the Monopolies
and Restrictive Trade Practices Act, and before firms become ineligible
for small scale benefits; (e) expansion of the list of industries open to
entry or expansion by large or dominant firms; (f) partial rationalization
of the list of products reserved for small scale industry; (g) gradual
rather than abrupt phase-out of tax concessions for small scale firms; (h)
encouragement of capacity growth based on minimum economic scale (MES)
licenses; (i) relaxation of controls over foreign collaborations; and (j)
a more efficient tax system, including the introduction of a Modified
Value Added Tax (MODVAT). In addition, the administration of controls has
been streamlined and greater emphasis has been placed on competition and
efficiency in granting licenses. In the external trade policy area,
restrictions have been eased on capital goods imports to encourage
technological modernization, and the importance of export growth has been
recognized, both as a means of generating foreign exchange for essential
imports and as a way to limit the need for external borrowing. Existing
export promotion schemes have been improved administratively and new
measures announced to encourage exports from certain subsectors.

3.08 These measures have, however, a number of limitations. There are
exceptions to their application: large or foreign firms often do not fully
benefit, and small-scale and public sector reservations persist. Some of
the reforms also have the potential for creating new distortions. For
example, the recent steps to take MES into account in granting capacity
licenses may reduce competition if no new licenses in a subsector are
granted until existing firms reach MES. Finally, the process of policy
change often involves lags and uncertainty between announcement and
implementation. This deters investors and allows for the introduction of
case-by-case exceptions during the intervening public debate.

3.09 Industrial performance has nonetheless improved in recent years,
partly in response to these changes in the policy framework. India's
industrial sector now seems to have progressed to the point where the
further loosening of regulatory constraints and the infusion of
competitive incentives are essential if industry is to be a driving force
for economic growth. This chapter examines the domestic regulatory
policies in light of their effect on entry, growth, adaptation and exit of
firms (Section B), analyzes the impact of the industrial policies on
industrial structure, firm behavior, and the sector's overall performance
(Section C) and then suggests an approach to relieving the domestic
regulatory constraints and increasing competitiveness, including the
sequencing and timing of the changes (Section D).
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3.10 India's external trade policies are closely related to the
nation's domestic regulatory policies. Chapter 4 explains the ways in
which the potential foreign competition to India's producers--both import
competition and export rivalry--is altered by trade policies and suggests
an approach to reform of trade policy. Finally, Chapter 5 looks at the
coordination, sequencing and costs and benefits of possible approaches to
policy reform, and the role of external capital flows in the reform
process.

B. DOMESTIC REGULATORY POLICIES

1. Entry and Growth

3.11 Nine main types of policies have affected the entry and growth of
firms: capacity licensing, foreign investment control, technology
licensing, control of large or dominant firms, small-scale industry
policies, location policies, public enterprise preferences, administered
prices, and taxation. Policies and procedures in the areas of labor,
takeovers or mergers, bankruptcy and winding-up are considered later in
this section, in the context of adaptation and exit.

3.12 Capacity Licensing: The protection of domestic industry from
foreign competition created the risk of excessive entry into industrial
subsectors and of pervasive underutilization of capacity. This risk,
together with the belief that the State should play a decisive role in the
nation's pattern of development, led the Government to introduce licensing
for entry and production levels, by firm and product. Through capacity
licensing, the Government attempted to match capacity growth with demand
and national priorities and to control the allocation of capacity among
firms and locations. Under the Industries (Development and Regulation)
Act of 1951 (IDRA), prior approval by the licensing authorities was
required to (a) establish a new manufacturing unit, (b) expand output by
more than 5% a year or 25% over five years, (c) manufacture a new product
in an existing plant, or (d) relocate a plant.

3.13 In recent years, a number of exemptions and relaxations of the
licensing requirements have been introduced to promote growth and
competition generally and to stimulate selected product groups and
subsectors. Firms with fixed assets below Rs 50 million (about US$4
million) do not need a capacity license provided they are located at least
30 miles outside urban areas and their annual foreign exchange outflow
does not exceed Rs 7.5 million (about US$600,000). More flexibility for
increasing capacity has been permitted under provisions for "automatic
growth", "unlimited growth", "regularization of capacity", "re-endorsement
of capacity", "modernization", and attaining "minimum economic scale" of
production. Various product groups have been completely delicensed, and
provisions for expansion have been eased for others. However, in spite of
these relaxations, the system of capacity licensing continues to act as a
significant barrier to entry and growth. Even where relaxations of
capacity licensing have been allowed, restrictions often apply on
location, access to foreign exchange, additional investment and export
obligations.

3.14 The licensing system has discouraged potential investors,
dampened the overall growth of industrial investment, and inhibited the
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ability of firms to take advantage of economies of scale, technological
progress and product specialization. Over 1981-1985, only 43% of license
applications were approved, and some of these were applications made to
pre-empt entry or expansion by competitors. Such licenses are usually not
converted into installed capacity very quickly. As the most common reason
for rejecting a license application was the existence of "adequate
capacity" and as it is often assumed that all sanctioned capacity is fully
utilized when license applications are processed, the presence of such
unutilized licenses has tended to maintain a seller's market. In some
cases, such as the cement industry, past efforts to balance supply with
demand by licensing led to alternating periods of scarcity and excess
capacity, because market demand was not well anticipated by licensing
authorities. In the early 1980s, partial price decontrol and a
substantial increase in licensed capacity for cement production improved
the sector's performance markedly.

3.15 Time consuming procedures in processing license applications also
have deterred entry and growth. Between 1982 and 1985, fewer than half of
the applications for capacity licenses were decided within the stipulated
three months of submission, and a third required more than six months.
There is evidence, however, that time lags were reduced during this
period, and further reduced since then.

3.16 Restrictions on expansion and on producing new articles appear to
have been greater than those on entry. Thus licensing also has functioned
as a barrier to growth, limiting specialization and the exploitation of
scale economies. Realizing the bias towards "newness", firms tended to
apply for licenses to build a new plant and produce a new product rather
than expand and specialize, resulting in excessive diversification and
industrial fragmentation. Again the recent administration of licenses has
tended to correct this problem.

3.17 Foreign Investment Control: Official policy encouraged foreign
investment and technology, to supplement domestic savings in the late
1950s, and to bridge technological gaps in the economy in the 1960s. A
policy shift began in the mid-sixties as the country opted for highly
selective purchase of technology and minority foreign participation in
equity. The Foreign Investment Board was set up in 1968 to scrutinize and
approve foreign collaborations. Lists indicated the banned and favored
sectors for technical collaboration. Royalty rates and fees were
prescribed for outright purchase of technology, and separate policies
pursued the "Indianization" of management and the dilution of foreign
equity shareholding. The enactment of the Foreign Exchange Regulation Act
(FERA) 1973 tightened equity shareholding policy, bringing down foreign
equity to a maximum of 40%, except that a higher controlling interest was
allowed in export oriented and high tech companies.

3.18 The argument for reduced foreign shareholding under FERA was to
limit the foreign exchange drain in the form of repatriation of
dividends. However, new foreign investment declined and the erstwhile
subsidiaries with minority equity status received a reduced flow of
technology from parent companies and had to enter into collaborations for
relatively minor technology transfers. Thus there was not much improve-
ment in the balance of payments: royalty and technical fees increased,
dividend levels remained relatively constant, and new investment fell.
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3.19 In the early eighties, policy shifted again. Direct foreign
investment was encouraged from OPEC countries and non-resident Indians on
a freely repatriable basis in order to supplement domestic savings. At
the same time, foreign investment policy was liberalized, and there was a
spurt in approvals of technical and financial collaborations, which
increased from 389 in 1981 to 1,024 in 1985.

3.20 Technology Licensing: Technological obsolescence, reflected in
low total factor productivity, high costs and inferior quality, is
acknowledged as a major deterrent to competitiveness of India's
manufacturing industry. Upgrading technology has therefore emerged as a
major issue. The white paper on Technology Policy (January 1984)
reiterates the importance of technology and the need to support domestic
technology development, as well as to import up-to-date foreign technology
and assimilate it at the shop floor level.

3.21 The poor state of technology development is evident in almost all
sectors of manufacturing, but more so in some of the traditional
industries such as textiles, sugar, and paper which are characterized by
high energy intensity and a marked decline in TFP. In the steel sector,
the public sector plants employ technology that is at least three decades
old, and the Indian Iron and Steel Company (IISCO) plant uses a duplex
Bessemer process from the last century. Despite major progress over the
past decade, nearly 35% of India's cement capacity is still in wet process
plants--a technology that is both expensive and energy intensive.

3.22 Domestic policies also have adversely affected technological
progress. Licensing has fragmented capacity, which discouraged investment
in more modern larger scale technology. The delays in granting licenses
for collaborations and capital goods imports have also been a problem.
Until recently, restrictive licensing of new articles discouraged
innovative R&D. To some degree, slow technological change also can be
explained by the perception of policy makers that new technology and the
scrapping of certain product lines or plants could have adverse employment
effects. For example, Indian Telephone Industry (ITI) Ltd still
manufactures Strowger crossbar switching equipment that became outdated
over 10 years ago with the developments of electronic switching system
technology. The cost of protecting the employment of some 18,000 persons
in the ITI plant (plus workers in ancillary suppliers), in terms of
inadequate phone services for the nation, is certainly very high.

3.23 Foreign investment and collaboration policies, which have
encouraged minority participation and outright purchase of technology
--often at unrealistically low rates of royalty and technical fees--
reduced the volume and quality of technology inflow. Technology vendors
have generally sought a controlling equity stake or must be given
sufficiently attractive payment terms to part with the latest knowhow.

3.24 Although the limited influx of high technology partially reflects
export restrictions in industrialized countries, India's trade policy and
efforts to conserve foreign exchange have also contributed to technology
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deficiencies. The ban on consumer goods imports eliminated the pressure
of foreign competition to modernize and upgrade quality, while the
protection of the domestic capital goods sector has had negative effects
on the technology of investment goods. At the same time, the high
profitability of the sheltered domestic market and the limitations on the
policy actions designed to correct the inherent anti-export bias have
contributed to industry's lack of exposure to the changing world
technological standards. Other negative aspects of trade policy relate to
restrictions on the use of foreign exchange for modernization purposes and
to the problem of absorption of heterogeneous technology within a plant, a
problem associated with capital goods import under diverse lines of credit
from foreign sources including bilateral aid programs.

3.25 Control of Large or Dominant Firms: The Monopolies and
Restrictive Trade Practices Act (MRTP) provides an additional vehicle for
controlling large firms. The Act has three major objectives: (a) to curb
the concentration of economic power used "to the common detriment"; (b) to
prevent practices that restrict competition; and (c) to control unfair
trade practices. Under the Act, so called MRTP firms are prohibited from
entering or expanding in all areas except: (a) those industries listed in
Appendix I of IDRA, where an MRTP clearance from the Government is usually
required in addition to the capacity license described above (paras 3.12
and 3.13); and (b) those industries listed in Section 22A (Industries of
Highest National Priority) which do not require MRTP clearance but do
require a capacity license. MRTP firms were originally defined as
enterprises or interconnected firms that had assets of Rs 200 million
or more or a dominant market share (33% or more). The definition of
dominance was tightened in 1984 (to 25%). In 1985 the MRTP asset limit
was raised to Rs 1 billion, but 1,100 firms still come under the purview
of the Act. Even within the economic sphere permitted to MRTP companies
(Appendix I of IDRA), the MRTP clearance procedure has been more
restrictive than the procedure for companies in general. Between 1982 and
1984 the approval rate of industrial license applications involving MRTP
clearances (25%) was roughly half that of companies in general (40-50%),
and the processing time was usually longer. Less than half of all
applications by MRTP companies were decided within one year and many took
two or more years.

3.26 Large firms thus faced additional barriers to entering new lines
or expanding. In addition, the MRTP limitations on entry and expansion of
large firms prevented them from increasing competition in markets
characterized by high concentration and excess profits. Thus, the
restrictions on large firms under the MRTP Act paradoxically protected
firms dominant in their markets when the Act was implemented.

3.27 Restrictions on MRTP (and FERA) firms were considerably reduced
after 1980 by the enlargement of the Appendix I list of industries, the
creation of Section 22A, the increase in the minimum asset size of
companies subject to MRTP to Rs 1 billion, and the recent delicensing of

1 Interconnected firms are those under joint management or controlling
at least 25% of the management of another.
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Table 3.1
INDIA: Number of Cases under MRTP

1981 1982 1983 1984 1985 1986

Substantial Expansion
Total Under Consideration 215 204 197 234 190 99

Approved during year 73 71 42 79 89 30
Rejected during year 31 26 45 28 27 11

New Undertakings
Total Under Consideration 295 304 281 342 456 399

Approved during year 70 89 48 52 195 129
Rejected during year 44 57 57 50 75 84

Source: Derived from Annual Reports of the Department of Company Affairs.

some industries for MRTP clearance. Moreover, there has been an increase
in the approval rate, to about 40%, and a speedup in decision making.
Nonetheless, the Act continues to restrain competition because of the
narrow interpretation of dominance and the broad interpretation of
interconnection.

3.28 Small-Scale Industry: The principal objectives of small-scale
industry policy are to encourage employment on the presumption that
small-scale firms are more labor intensive than larger firms and to
encourage entry of new entrepreneurs into the industrial sector.
Assistance to the small scale industry has come in many forms: (a)
reservation of products for exclusive production in the small sector; (b)
restrictions on the growth of output and capacity in the large sector
producing SSI reservation items; (c) concessional credit from the banking
system and facilities for purchase of machinery; (d) preferential excise
and sales tax rates and exemption from corporate tax; (e) exemption from
many labor regulations; (f) exemption from licensing; (g) infrastructure
support through industrial estates, training institutions, and District
Industrial Centres to provide managerial and technical guidance; (h)
preferential access to raw materials (domestic and imported); and (i)
purchase support through government procurement and price preference for
SSI products. Small scale industry for product reservation purposes is
defined as firms with investment in machinery and equipment not exceeding
Rs 3.5 million (US$272,000), or Rs 4.5 million (US$350,000) in the case of
an ancillary firm.

3.29 In 1977/78, the number of products reserved for exclusive
production by small-scale firms was increased dramatically, from 66 to
over 800. Other products were added later and in recent years some
products have been dereserved, so the list currently numbers 863 items.
The implicit assumption of the past reservation policy seems to have been
that whatever can be made by small-scale firms should be produced only by
them. Larger firms manufacturing an item at the time it was reserved for
small-scale industry have not been permitted to expand in that line; new
firms have not been allowed to produce reserved products if their assets
exceed the specified limits unless they export at least 75% of their
output. Thus, small firms have enjoyed protection from competition from
medium-sized and large firms in the manufacture of reserved products. At
the same time, small firms cannot grow beyond a certain size if they wish
to continue production of a reserved product.
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3.30 Although many reserved products are critical intermediates for
the production of final goods, large buyers cannot use the threat of
producing these intermediates themselves to induce small-scale suppliers
to upgrade product quality to meet their specifications. Moreover, in
some areas reserved for small-scale firms, particularly in engineering
goods, the asset limit prevents small manufacturers from installing
modern, high quality equipment and machinery, and the low levels of
turnover do not allow the accumulation of sufficient resources to support
the research and development expenditure needed to improve product quality
and reduce cost. The result is, in many cases, poor product quality, lack
of standardization and quality control, and technological obsolescence.

3.31 In the past, the tax benefits enjoyed by small-scale firms also
were a limit to expansion. Prior to 1985, all excise tax concessions were
cut off abruptly when turnover exceeded Rs 2.5 million per year, which led
many dynamic small scale firms to split up to keep their excise tax
exemptions. In the 1985 budget, the zero excise tax level was raised to
Rs 7.5 million, with tax rates rising with turnover in the range Rs 7.5
million to Rs 15 million. This approach was continued under the MODVAT
scheme introduced in 1986. An SSI unit would cease to enjoy tax
concessions only when output exceeded Rs 15 million. This phased system
of concessions has reduced the problems of SSI tax policy.

3.32 Small firms also enjoy greater flexibility in labor relations.
Labor legislation makes it difficult for medium and large-scale industrial
concerns to cease operations, discontinue product lines, liquidate, and
shed labor. Many small firms, however, have been exempt from such
regulations, since they can lay off workers or close operations without
government approval, provided they have no outstanding credit from the
financial system. Further, firms with 20 or fewer employees and no power
machinery (or with power machinery and 10 or fewer employees) do not have
to register under the Factories Act and are effectively exempt from both
minimum wage and employee benefit payments. The combination of lower
labor costs and tax concessions have contributed to the phenomena of a
rapidly growing small-scale sector and a "sick" medium and large sector in
the paper and textile industries.

3.33 Small scale firms have a number of inherent advantages over large
firms which need to be maintained and strengthened. However, policies
often have created inducements for firms to stay small rather than to
grow, modernize and specialize, even when production was not subject to
reservation. For products in which scale economies are important, the
policy of reservation has limited the scales of production to suboptimal
levels. By preventing or inhibiting growth beyond the asset and turnover
limits and by eliminating potential competition from medium-size and large
firms, small-scale enterprise policies have lessened the pressure for
small firms to improve technology, update production techniques, introduce
modern product designs and reduce costs. Limitations on linkages with
large firms have also impeded technological upgrading. Although data
indicate small scale firms played a major role in the growth of employment
and value added, the success of India's small scale industry promotion
policy in terms of its key objectives--the expansion of employment and
entrepreneurship--is hard to measure, for there is no way of knowing what
would have happened had a different set of policies been pursued. This
issue is examined further in Section C below.
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3.34 Industrial Location Policies: The geographic dispersal of
industry to provide regional balance in growth and employment has long
been a policy goal of Government. The policy instruments used to
accomplish this have varied over time. During the 1950s and 1960s, the
focus was on locating public sector undertakings in less developed states,
providing economic infrastructure, and ensuring uniform prices for basic
inputs like steel and cement nationwide. Public sector investment still
plays such a role to a certain extent.

3.35 In the 1970s, policy shifted from development of backward states
to development of backward regions, irrespective of states. Additional
financial incentives (capital subsidy, interest rate concessions,
transport subsidy and tax concessions) were introduced to attract
industries to such regions. Two hundred forty six districts or areas were
classified as backward, covering more than 70% of the nation's area and
about 60% of the population. In the 1980s, fiscal incentives were
supplemented by licensing policies to direct MRTP companies, large houses
and companies with substantial foreign ownership to locate in backward
areas. Increasing attention was given to diverting industries from
existing urban centers because of concerns about urban congestion and
pollution.

3.36 The Central Government incentives for backward districts include
(a) concessional long-term investment loans from the term lending
institutions, (b) subsidies for fixed capital investment, (c) subsidies on
transport costs to units in hilly and inaccessible states and districts,
and (d) income tax concessions. The 1987/88 Budget further encouraged
industrial relocation by exempting profits on the sale of urban business
from capital gains tax, provided these profits are reinvested in approved
areas. In addition, there are state-level incentives including sales tax
exemptions, concessional finance, and priority access to infrastructural
facilities.

3.37 The accelerated industrial development in poorer states such as
Karnataka, Tamil Nadu, and Gujarat in the 1960s, and in Rajasthan, Andhra
Pradesh, Uttar Pradesh, Madhya Pradesh, Haryana and Punjab during the
1970s indicates some success in geographically dispersing industrial
development. However, to some extent this dispersion simply reflects the
natural response of industry to the spread of infrastructure, and the
consequent lowering of costs of production in backward areas, rather than
the impact of location policy.

3.38 There also are some inconsistencies in location policies. An
important issue is Central, State, and Municipal regulations that are
designed to preserve existing jobs and employment levels. They impose
constraints on relocation despite the fact that dispersion would reduce
urban congestion. Such regulations have prevented some large units in
Bombay and Delhi, for example, from shifting to less developed areas. In
particular, State and Municipal controls on closing plants are often the
main barrier to industrial decentralization.

3.39 Public Sector Enterprise Preferences: Planned public sector
dominance of key infrastructure and basic industries--public sector
control of the "commanding heights" of the economy--has been an integral
part of India's development strategy. Certain sectors (e.g. railways,
telecommunications, air transport) and selected industries (e.g.,
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defense) were reserved for the public sector. Public sector enterprises
were given preference for licenses in other industries including steel,
capital goods and oil refineries. Total investment in the Central
Government public sector enterprises (PSEs) rose from Rs 9.53 billion in
48 units in 1960/61 to Rs 503 billion in 225 undertakings as of 1 April
1986. The share of public sector in total manufacturing GDP went up from
7% in 1960/61 to 31% in 1983/84. Its share in gross investment in
industry was 41.8% in the Sixth Plan and is expected to be 40.6% in the
Seventh Plan.

3.40 In addition to reservation and preferences in licensing, public
sector enterprises enjoy low financial costs due to equity capital
contributions from the Government and the privilege of issuing tax exempt
bonds. They also enjoy purchase and price preferences when competing for
government procurement. Given the unwillingness of Government to close
sick public sector units, public units ultimately have access to budgetary
funds, which reduces pressures to minimise costs and to charge appropriate
prices for their products. However, public enterprises also have been
burdened to a greater degree than private industry with social objectives,
including employment generation and the development of backward areas, and
with a lack of managerial autonomy.

3.41 The net impact of the special PSE preferences and the additional
burdens which have been placed on them varies from unit to unit. However,
the overall financial performance of public enterprises has been poor. In
a comparison of the rates of capacity utilization and profitability ratios
in selected industries where both public and private firms operate, the
performance of private sector units generally has been better than that of
public sector units. In 1983/84, 95% of the Rs 21.2 billion of public
enterprise profits came from the oil sector, indicating an exceptionally
poor performance from the non-oil public enterprise units. The Seventh
Plan has emphasized that improved PSE performance was vital for meeting
financing targets of the Seventh Plan, which means that major efforts are
needed to upgrade their financial (and physical) performance.

3.42 Administered Prices: Prices of 65 individual or groups of
commodities (including steel, fertilizer, paper, sugar, cement, drugs and
petroleum products) are currently administered by Government. The main
objectives of administered price policy have been to provide concessional
prices to favored groups such as government, public sector units and the
poor; to provide subsidies through the pricing mechanism to encourage
production of items such as fertilizer; and to control inflation by
limiting price increases that might have arisen as result of shortages of
items such as steel.

3.43 Prices of controlled products are set by the concerned Ministry,
based on recommendations of the Bureau of Industrial Costs and Prices
(BICP) and various industry-specific committees (e.g. the Fertilizer
Industry Coordination Committee for fertilizer and the Joint Plant
Committee for steel). Prices are usually set on a cost-plus basis, taking
into account theoretical technical norms and input-output coefficients,
and have sought to provide a 'reasonable' return on capital at acceptable
rates of capacity utilization. However, the application of these
principles varies from industry to industry and has resulted variously
in: (a) a uniform price for all plants for a given product (e.g., steel);
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(b) different prices for different plants for the same product depending
on age of plant, etc. (e.g., fertilizer), and even (c) different prices
for the same product from a given plant (e.g., levy and non-levy cement).

3.44 In the case of urea fertilizer, the ex-factory price is fixed on
a plant-specific basis. To encourage investment, ensure continued
production by high-cost units and prevent low-cost firms from making
"excess" profits, prices were set to provide each plant with an after-tax
rate of return of 12% on net worth at 80% capacity utilization, subject to
certain productivity norms. As a result, retention prices for urea
fertilizer currently range from Rs 1,704 to Rs 4,738 per material ton and
are not linked to world prices.

3.45 In various sectors firms are required to sell a certain fraction
of their output to the Government at controlled prices. For example,
20-25% of the output of large paper firms must be white printing paper
that is sold to educational institutions at Rs 6,400/ton. Sugar mills
have had to supply 50% (65% earlier) of their output to the GOI at levy
prices for distribution in "Fair Price" shops. Cement plants are subject
to varying rates of compulsory sales at levy prices, ranging up to 50%
(formerly 60%) of output with an average for the industry of about 40%.
Levy prices have varied from 15-50% below the domestic free market price
in these sectors.

3.46 As might be expected, price controls have adversely affected
industrial sector efficiency and growth. Shortages have emerged from time
to time in consumer goods industries like paper and hydrogenated vegetable
oil (vanaspati) which were subject to price controls. There were
substantial shortages in the supply of cement until rapid investment
followed the partial decontrol of prices in 1982. Suppressed increases in
steel price during the late 1960s and 1970s reduced internal resource
generation, contributing to the lack of modernization and the sector's
present low efficiency and technological backwardness. The steel industry
currently could barely cover variable costs if it had to compete against
duty-free imports. Price controls also have created a bias towards plants
of uneconomically small scale in several sectors. The recent expansion of
capacity in the paper industry, for example, has been predominantly
confined to small units of less than minimum efficient size that are not
subject to price controls.

3.47 By ensuring a given return on the historical cost of investment,
the plant-specific Fertilizer Retention Price Scheme has removed the
market pressure for minimizing the cost of new plants. To ensure high
apparent levels of capacity utilization, some plants are reportedly being
engineered for 1500 tons per day but only rated at 1350 tons per day. The
Government has argued that older inefficient fertilizer plants and newly
built ones need higher prices than those which have largely written down
their capital but are still efficient. However, lower prices for
efficient producers may provide inadequate resources for plant maintenance
and replacement and hence may contribute to falling efficiency.

3.48- Concerned about the impact of administered prices on inflation,
public sector enterprise resources and industrial growth, the Government
issued a paper on Administered Price Policy in August 1986. The paper
recommends abolishing plant-specific, cost-plus "retention pricing", and
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supports better cost recovery for public enterprises. However, it seems
to place undue faith in the ability of administrators to calculate
long-run marginal cost, gives too little attention to the role of demand
in determining prices, and gives inadequate weight to the role that
international prices might play in establishing domestic prices.

3.49 Taxation: The level and incidence of direct and indirect
taxation has had a detrimental effect on entrepreneurial behavior and
incentives, and thereby the efficiency of industrialization. In the past,
high marginal direct tax rates encouraged tax evasion and discouraged
risky and innovative manufacturing efforts by entrepreneurs. In
conjunction with incomplete enforcement, the tax rates encouraged trading
activities and investment in sterile assets (such as real estate and gold)
in preference to manufacturing. The lower direct tax rates that were
suggested in the Long Term Fiscal Policy and introduced in the 1985/86
Budget lessened these problems substantially.

3.50 The excise tax situation improved substantially with the
introduction and recent expansion of the modified value added tax
(MODVAT). Nonetheless, high indirect levies (especially excise and sales
taxes) have contributed to India's "high cost" economy, and hamper
exports. However, the GOI has been reluctant to find other revenue
sources. Efforts to compensate exporters for the costs of these taxes
have been handicapped by difficulties in accurately identifying them (they
vary widely and, until the introduction of MODVAT, were cascading). The
excise tax on steel, for example, affects the competitiveness of all
engineering users. The cascading nature of these taxes also encouraged
vertical integration and discouraged product specialization and efforts to
reach economies of scale. The non-uniformity of indirect taxes still
distorts profitability and thus investment choices between various
products. For example, the GOI has used excise tax concessions to give
incentives to certain classes of producers of a given product (e.g.,
small-scale producers of cement, steel and air conditioners). Finally,
state sales taxes and octroi have fragmented production by acting as a
barrier to trade between states and increasing transport costs.

3.51 During the last two years, the Government has taken several
initiatives to lower and rationalize the tax structure. Among other
things income tax rates have been reduced, the compulsory deposit scheme
abolished, a uniform 30% tax imposed on royalties and technical fees paid
to foreign companies, and the surtax on excess profits is to be
discontinued on 1987/88 earnings. And as noted above, the Government
extended MODVAT to virtually all categories in the 1987/88 Budget.

2. Adaptation and Exit

3.52 Industrial Sickness: The incentive framework and government
regulations have reduced the Indian firms' adaptability to changing
markets. One manifestation of this is that, as of December 1985, there
were about 120,000 "sick" industrial units according to the RBI, which
defines a sick unit as one that incurred losses in the previous year, is
expected to incur losses in the current and following years, has a debt
equity ratio of less than 1:1 (i.e. has eroded its net worth) and has
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existed for at least seven years. The number of sick units increased by
50% between 1983 and 1985. Total outstanding bank credit to these units
amounted to Rs 38 billion, roughly 17% of all outstanding bank credit to
industry and about 1.6% of GDP. The widespread incidence of industrial
s:-ckness is due primarily to the lack of incentive or opportunity for
t.mely response to difficulties and adaptation to market forces.

- .53 In contrast with India, the policy environment in many
industrializing countries (e.g., Brazil, Korea) encourages firms to "cut
losses", and adjust to mistakes in a timely fashion by changing or
&iversifying their products or their methods and, in the extreme, closing
cown, selling off assets and allowing investors to allocate resources to
more productive uses.

3.54 Without greater flexibility to adapt and, in extreme cases, to
exit, the impact of a relaxation of entry and growth constraints would be
limited and fraught with the danger of leading to an even larger group of
financially non-viable production units. Policy-induced barriers to
adaptation and exit are also deterrents to entry, to the extent that they
convert investment outlays that would otherwise be recoverable into sunk
costs. This reduces the expected rate of return on investment and thereby
lowers investment activity. Finally, by increasing the number of "sick
units," these barriers to adaptation impose an increasing burden on
financial institutions and thereby inhibit the efficient use of the
nation's capital resources.

3.55 Impediments to Adaptation: The process of adaptation to market
pressures has been impeded by the regulatory framework. Exit is
restricted by industrial and financial regulations that seek to conserve
assets and protect existing employment in an environment characterized by
capital scarcity and high levels of unemployment. Firms have not been
free to respond to financial difficulties in a timely fashion. Moreover,
existing provisions favoring sick industries have lessened the financial
incentives for adaptation. At the same time, some regulation is necessary
to ensure that workers' contractual benefits and pensions are paid.

3.56 The most binding restrictions on actual closure or exit pertain
to the retrenchment of labor. Under the 1984 amendment of the Industrial
Disputes Act, any unit with more than 100 employees must obtain government
permission to dismiss workers or cease operations. "Financial difficulty"
is explicitly excluded as a legitimate basis for applications to dismiss
workers. Permission to retrench labor is rarely granted, and entre-
preneurs have been faced with either continuing operating loss-making
units, breaking the law by closing down, or negotiating an agreement for
voluntary separation with compensation. Since these regulations affect
primarily larger firms, where wage rates tend to be well in excess of
those in the unorganized sector, the net effect is to protect relatively
privileged workers and to encourage greater capital intensity in the
organized sector.

3.57 The Industrial Disputes Act also has made entrepreneurs more
conservative in their employment and investment decisions, and has reduced
:.orker incentives. The law cannot be circumvented by hiring temporary
contract employees rather than permanent workers since union consent is
required for temporary contract employment. Moreover, temporary
.mployment is only legal if the work is judged to be temporary (under the
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Contract Labor Regulation and Abolition Act of 1970). Faced with such
restrictions, employers have tended to choose more capital-intensive
production techniques and to avoid investing in products that have
irregular or unpredictable demand patterns. While the concern for
employment preservation in an economy with so much underemployment is
understandable, the long-term effect of highly restrictive job security
legislation is to reduce labor absorption in the organized sector.

3.58 Adaptation to changing conditions by transferring assets, selling
land, arranging mergers or takeovers is very time consuming and closely
controlled by government regulation. Section 372 of the Companies Act,
for example, requires Central Government approval before a company can
agree to more than a prescribed percentage (generally 10%) of its shares
being purchased by any other single firm or individual. Only the simplest
of voluntary takeovers can be completed in less than six months. Other
takeovers or mergers are supervised by the High Court(s) in the state(s)
concerned and generally take more than three years. Large land sales in
major cities are subject to local government approval and are seldom
authorized, especially in Bombay and Delhi.

3.59 Although current provisions for the transfer of assets are
limiting in all cases, they are most binding in combination with other
regulations, particularly the MRTP Act and small-scale reservations.
Generally speaking, the Central Government's Company Law Board is unlikely
to approve an amalgamation or merger which involves, or would result in,
an MRTP company. Similarly, the SSI reservation theoretically precludes
units producing these items being merged with, or being taken over by,
larger scale firms.

3.60 Bankruptcy and winding up provisions are protracted. Following
receipt of a petition for winding up, the High Court generally takes
several years to pass an order to wind up a company. The actual process
of winding up and final dissolution normally takes at least another three
years. Only 254 private companies officially closed in 1983/84, about
0.3% of the total number of sick units, and their average paid-up capital
was only Rs 0.25 million. Thus not only is closure rare, but it is
basically only achieved by small firms.

3.61 The lack of pressure on financial institutions and commercial
banks to maintain healthy loan portfolios with timely repayments has
become another impediment to timely adjustment. There is no obligatory
downgrading of loans for which servicing is not current. Moreover,
Government implicitly encourages banks to provide extended credit to firms
whose solvency is at risk.

3.62 Concessions granted as part of rehabilitation packages, for
example on credit and preferential access to inputs and power, have
lessened incentives for independent timely adjustment to difficulties and
thereby aggravated the problem. Finally, the traditional practice of
nationalizing large sick industrial units to prevent their closure also
has constituted an impediment to early adjustment. The latter problem was
lessened recently as the current Central Government's policy is not to
take over sick industrial units.

3.63 There are three important initiatives to ease impediments to
adjustment for sick industries: tax concessions to help mergers, the
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Industrial Reconstruction Bank of India (IRBI), and, very recently, the
Sick Industrial Companies (Special Provision) Bill (1986). In 1977, tax
concessions were made to allow anyone taking over a sick unit to carry
forward and set off accumulated losses and unabsorbed depreciation against
their own tax liabilities. The success of this provision has continued to
be limited by the cumbersome and time consuming procedures for obtaining
approval. To circumvent this approval process, some companies have
arranged reverse mergers, i.e., a merger where the sick unit takes over
the healthy unit.

3.64 The Industrial Reconstruction Bank of India (IRBI) was setup in
1984 to be the 2principal credit and reconstruction agency for the revival
of sick units. It was given wide powers to take over the management of
sick units, lease them, expedite amalgamation, sell them and prepare
reconstruction schemes. The IRBI has helped restructure some 90 units
involving loans totalling about US$80 million in 1985/86, but it is too
early to assess its longer term success.

3.65 The Sick Industrial Companies (Special Provisions) Bill (1986)
created a special Board for Financial Industrial Restructuring, with
powers to override a number of the existing regulations that impede the
quick restructuring, sale and foreclosure of units once they are declared
sick. As the Board was only appointed in January 1987, it is too early to
assess the success of this initiative. The Bill also contains a new
initiative in the area of early warning, which requires the management of
units that have experienced a 50% loss in net worth to bring it to the
attention of shareholders, thereby providing shareholders with an
opportunity to take appropriate remedial action.

3.66 The problem with existing initiatives is that they do not address
the basic problem of providing flexibility and incentives for firms to
respond when the initial difficulties are encountered. Government
policies have largely focused on "rehabilitation" of firms in financial
difficulty, in an effort to maintain existing employment and avoid the
"wastage" of capital, without sufficient regard to the opportunity cost of
resources allocated to the rehabilitation effort and the dynamic impact of
efficient resource mobility on employment creation. Only after a unit has
been declared sick have provisions been made to overcome some of the
policy-induced impediments to adaptation. The normal early responses used
in other countries are frequently delayed by multiple regulations.
Incentives remain for poorly performing firms to "go sick." Changes to
relax these basic problems would be necessary if India's industrial
structure is to become more flexible and respond more quickly both to
problems and opportunities.

C. IMPACT OF INDUSTRY POLICY

3.67 This section provides evidence of the impact of trade and
regulatory policies on (a) industrial structure, (b) firm behavior and (c)
industrial performance.

2 The IRBI was based on the earlier Industrial Reconstruction
Corporation of India, that also had dealt with sick units.
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1. Industrial Structure

3.68 Past policies on industrial structure have affected (a) the
structure of production, (b) the size distribution of firms, (c) the scale
of production, (d) market concentration ratios, (e) overall product
diversity and degree of import substitution, (f) product specialization at
the firm level, and (g) the geographic dispersion of industry.

3.69 Structure of Production: The goals of heavy industrialization
and import substitution appear to have been achieved. Basic and capital
goods production have risen relative to intermediate and non-durable
consumer goods. Fertilizer imports were replaced by feedstock imports,
POL products by crude petroleum, etc. Evidence of the backward
integration of industry in India is also seen in the rising imports of
intermediate products after the sixties. However, this was achieved at
some cost in terms of growing capital-intensity and slow growth of
employment, as discussed below in Section 3.

3.70 The input-based classification of the Index of Industrial
Production prepared by the Reserve Bank of India shows that the share of
agro-based industries has been reduced markedly--from 47% in 1960 to 34%
in 1970 and 25% in 1984 (Table 3.2). In part, this was due to the growth
in chemical and metal based industries, and in part to the increasing use
of synthetic substitutes--as in textiles and rubber. However, specific
industries such as sugar, tea, edible oils, flour processing and cotton
textiles remain vulnerable to cyclical fluctuations in agricultural
output, linked to the performance of the agricultural sector.

3.71 Size Distribution of Firms: The regulatory policies created
differential barriers to entry, growth and exit for different sizes of
firms. These barriers were higher for medium and large firms and
substantially lower for small ones. There has also been a bias against

Table 3.2
INDIA: Changing Structure of Production

(percent)

1960 1970 1980 1984

Use-Based 100.0 100.0 100.0 100.0
Basic Industries 26.8 32.3 35.3 40.4
Capital Goods 12.9 15.7 17.6 16.6
Intermediate Goods 24.3 20.9 19.6 17.8
Consumer Goods 36.0 31.0 28.0 25.6

Input-Based 100.0 100.0 100.0 100.0
Agro Based 47.3 33.7 28.0 24.5
Metal Based 17.1 21.9 23.6 22.2
Chemical Based 9.6 12.9 15.3 16.3
Multiple Input
Sources 26.0 31.5 33.1 37.0

Source: Derived from RBI classification of the
Index of Industrial Production. Note: in the
Input-Based section, the predominant input is used
for classification purposes.
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the graduation of firms from the small scale sector, a bias created by
excise tax concessions, concessional credit, freedom from certain
licensing controls and more freedom with respect to dismissal of workers
and wage policy that SSI units enjoy. This bias has tended to reduce the
passage of firms into the middle size range, which may help to explain the
relatively smaller and somewhat declining share of output and value added
coming from firms in the 50-500 worker category (Table 3.3). A further
factor limiting the development of middle-size firms is the inadequate
system of sub-contracting and other linkages between large and small scale
firms, linkages which in countries like Japan have been a powerful factor
contributing to the development of small firms.

3.72 In 1982/83, firms employing less than 50 or over 500 workers
accounted for 70.2% of total manufacturing output and 76.1% of value added
(Table 3.3). The shares of larger firms in output and value added rose
from 55.1 to 57.5% and 67.5 to 68.4%, respectively, with the share of
largest firms increasing the most. In fact, in comparison with several
industrializing and industrialized nations, India has relatively large
establishments. The share of producers in the smallest category and those
employing between 50 to 500 workers declined somewhat. The declining
share of small scale firms in output or value added also shows up when ASI
firm level data are grouped by size of capital stock, although such
comparisons are complicated by difficulties in defining a comparable real
firm size in terms of capital.

Table 3.3
INDIA: Manufacturing Output and Value Added by Firm Size

Firm Size Output Value Added
(Number of Workers) 1975/76 1982/83 1975/76 1982/83

0-49 14.1% 12.7% 8.2% 7.7%
50-99 7.3 7.1 5.0 4.9
100-199 8.2 7.7 6.8 6.3
200-499 15.3 15.0 12.5 12.7
500-999 13.7 13.0 15.4 14.0

1,000-1,999 16.6 15.5 18.5 14.7
2,000-4,999 13.4 12.7 16.7 14.8
5.000 and above 11.4 16.3 16.9 24.9

Source: Annual Survey of Industries, 1975/76 and 1982/83.

3.73 Despite the considerable preferences given to small scale
industry in India, firms with 5-33 workers account in India for a smaller
share of firms than in many other countries (see Table 3.4). However,
among the countries shown in Table 3.4, India is second only to Japan if
"small" is extended to include firms with up to 75 workers (Japan has also
made a major effort to develop small scale industry).
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Table 3.4

INDIA: Size Distribution of Industrial Enterprises
(in percent)

Firm UK US Japan S.Korea India China
Size (1979) (1977) (1972) (1981) (1977) (1982)
(workers)

5-33 65.5 56.4 80.2 70.7 51.7 59.2
33-75 15.8 20.3 10.7 14.4 35.3 19.5
75-189 10.8 12.4 6.1 9.2 7.8 12.2
189-243 1.5 3.8 0.8 1.5 0.8 8.5
243+ 6.9 7.1 2.1 4.3 4.4 0.6
Source: World Bank Staff estimates.

3.74 At the subsectoral level, many industries in India have a mix of
both very large and numerous small firms, often with relatively few
intermediate-size firms. In textiles, for example, spinning is dominated
by large pure spinning units and composite (integrated) mills. Weaving,
on the other hand, takes place in both the large composite mills and in
highly decentralized small units; there is a virtual absence of
medium-size firms.

3.75 Cross-country and Indian experience indicates that medium-size
firms often enjoy better labor relations and higher labor productivity
than large firms, higher overall total factor productivity, and respond
more effectively to changing technological and market requirements. Thus,
measures that reduce artificial incentives for vertical integration and
that encourage large firms to "buy out" parts, components, and services
would stimulate the development of medium and small units, resulting in
faster technological progress and a more efficient overall pattern of
industrial growth. A major part of the increased efficiency would result
from increased specialization. The automotive industry, for example, is
characterized by substantial economies of scale. However, today in India
component manufacture takes place predominantly in both very small firms
and large MRTP/FERA houses. The result is an excessive degree of plant
fragmentation, an insufficient extent of both horizontal and vertical
interfirm division of labor, and the loss of economies of scale and of
specialization. Better ancillary relationships integrating the activities
of large and smaller firms would help overcome these problems.

3.76 Production Scale: Another important effect of India's regulatory
policies has been to constrain plant size; even large firms are often made
up of many small productive units. Production costs are thus higher than
could be achieved with plants of minimum efficient scale (MES). Licensing
constraints on plant size for firms of all sizes, the encouragement of
small-scale entry in industries with significant scale economies, and the
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limited size of a domestic market protected by high trade barriers, have
led to the proliferation of plants with less than economic scales of
production. In addition, public sector enterprises were often encouraged
to expand output by building additional (although not necessarily
economic) plants in "backward" areas. Although MES criteria have now
become an important consideration in the licensing process and the largest
plants in many industries, including cement, nitrogenous fertilizers and
steel, are now being built to conform with minimum efficient scales, the
average plant size of existing Indian companies is small relative to
international standards in such major sectors as steel, automobiles,
chemicals, aluminum and paper.

3.77 The uneconomic fragmentation of capacity is well illustrated by
the nylon filament yarn industry. Three plants were established in 1962
at a time when total demand was much less than the capacity of a single
MES plant; two more were established in 1969, and three more in 1972-74.
By 1974, 8 small plants owned by 8 separate companies were competing in a
market that was barely large enough to accommodate a single MES plant. In
1985 there were 11 firms with 11 plants having capacities ranging between
500 and 5,000 t.p.a. and supplying a total demand of about 34,000 t.p.a.
The average plant size of 3,100 t.p.a. was only one quarter of the average
capacity of nylon plants in Taiwan (12,700 t.p.a.) and one-tenth of the
average plant size in Korea (33,800 t.p.a.). In 1986 the Government
announced a minimum scale of new nylon plants of 12,000 t.p.a.; this would
imply three rather than eleven plants to supply the current domestic
market.

3.78 Another example of suboptimally scaled plants, which are
nevertheless profitable in India because of high protection, is provided
by the plants producing intermediate chemicals for synthetic fibers and
yarns. Most of such plants in Korea and Taiwan were installed at about
the same time as the Indian plants, but they are several times larger.
The Indian plants are one-half to one-fifth of estimated MES. In
November/ December 1985 the Indian firms were selling at ex-factory prices
estimated at 70-220% in excess of world prices, and the nominal protection
available from tariffs was generally higher still.

3.79 The Indian mini-steel plants, which account for almost one third
of India's total steel production, are characterized by high protection,
which allows inefficient production from plants of suboptimal scale. Such
plants enjoy protection which is higher than for SAIL, IISO and TISCO, and
very high in absolute terms. Because their prices are uncontrolled, they
are not subject to the various levies imposed on the output of the
integrated steel producers, and they pay a lower rate of excise duty. The
MES scale for an electric arc furnace is probably on the order of 50 to
100 tons charge capacity per day, but only one Indian mini steel firm has
a furnace approaching this size. About 135 to 140 other mini-steel
producers have much smaller furnaces, mostly of about 5-15 t.p.d.
capacity. Suboptimal scale is a major factor in their high processing
costs, although other factors contribute, notably old technologies which
are extremely inefficient in their use of electricity, combined with
shortages and unreliable supply of power.
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3.80 Market Concentration: Although many Indian plants are small by
world standards, production is concentrated in only a few firms in many
industries. This is true despite considerable efforts through provisions
of MRTP to control large and dominant firms and probably reflects the
small size of the domestic market. For example, in most machinery-
producing sub-sectors such as those producing machinery for pulp and
paper, earthmoving, packaging, printing and cement, the top four firms
accounted for 70% or more of output in 1983/84. The concentration ratios
have been similarly high in intermediates, such as basic metals (aluminum,
saleable steel, pig iron, etc.), synthetic fibers (acrylic fiber, high and
low density polyethylene, etc.) and paper products (newsprint and
cardboard). Concentration ratios are typically lower in final goods and
fabricated items (such as steel ingots, steel pipes and tubes, plywood
products, processed fruits, cotton and blended fabrics, and paper), with
four-firm concentration ratios generally not exceeding 30%.

3.81 These differences in concentration ratios are probably
attributable to the variance of scale requirements for different products
relative to their domestic market. However, to some extent they also
reflect regulatory policies that attempt to assign production of certain
goods to different size classes of firms. Licensing policies have
permitted the establishment of relatively few firms for the production of
basic and intermediate goods (although many of the plants are still small
relative to international efficiency standards). Production of more
processed or fabricated products has often been reserved in whole or in
part for small scale firms.

3.82 Concentration in India is also high relative to other countries.
For instance, it is striking that 55% of industrial segments in India had
four-firm concentration ratios in the 80-100% range, while in Japan only
9% of segments had reached this degree of concentration. In addition,
whereas 17% of Indian industry segments exhibited relatively low levels of
concentration (between 0 and 39%), in Japan the majority (over 58%) were
in this category. The relatively low degree of concentration in Japan is
a reflection of the size and growth rates of the Japanese domestic market
and the significant share of exports in total output in many industries.
These characteristics have been instrumental in supporting the existence
of very large and small firms without leading to excessive concentration
or fragmented capacity.

3.83 It is important to stress that the problem is not necessarily of
a few firms dominating a significant proportion of individual markets. In
view of the relatively small size of the domestic market, the predominance
of few producers might be quite justified on scale considerations. The
issue is not so much the degree of concentration, but the extent of
protection from competition that most firms enjoy. Improved industrial
performance necessarily involves the removal of regulatory barriers to
growth and competition, in order to stimulate firm mobility and expansion,
in both relatively concentrated and atomized markets. It also involves
using international competition to control the behavior of firms in
industries where economies of scale imply a limited number of domestic
producers.
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3.84 Product Diversity: India produces a wide range of products and
is self-sufficient in many areas, a reflection of its self reliance-import
substitution strategy. India has become self-sufficient in many
engineering and chemical products and has reduced its imports of
fertilizer and crude petroleum. Other areas of import substitution have
been iron and steel, and paper and paper board. Efficient import
substitution in some areas helped the country to diversify exports of
non-traditional manufactured goods. Engineering exports, for example, now
account for 10-12% of total exports. In the past decade, however, the
country has resumed significant imports of many items, on account of
rising domestic consumption requirements and supply constraints (ref.
Table 3.5) and lost export competitiveness. The high costs of the import
substitution strategy, in terms of growth, capital utilization, and
employment are discussed below, in Section 3.

Table 3.5
INDIA: Share of Imports to Domestic Availability

(percentage)

1960/61 1965/66 1970/71 1975/76 1980/81 1984/85

Edible Oils 1.7 2.8 3.8 2.1 43.1 25.5 La
Fertilizers na 52.6 27.9 56.5 50.0 44.1
Crude Petroleum na na 63.6 61.1 62.9 20.5
POL na na 3.9 8.7 22.6 15.0
Iron & Steel 35.7 16.7 13.4 7.6 24.5 22.1
Newsprint 76.0 73.9 83.8 65.6 /b 84.5 55.2 La
Paper & Board 7.4 4.5 1.4 1.9 na 14.8
Source: Compiled from Government statistics on industrial production and

imports.
/a Relates to 1983/84.
Lb Relates to 1976/77.

3.85 Product Specialization: The structure of production in many
subsectors is characterized by an inappropriate product mix, at the firm
as well as the subsector level. Often, too many types of products are
produced locally, in view of the small size of the domestic market and the
lack of exports, and an excessive proportion of inputs are manufactured
within a firm.

3.86 There are several reasons for the insufficient degree of
specialization. First, highly protective trade policies designed to
encourage self-sufficiency have meant that any item that could be produced
in India would achieve reasonable levels of financial profitability.
Second, a number of firms manufacture intermediate inputs for in-house
consumption to ensure product quality, even though buying from external
sources would be more economical. Third, cascading excise taxes

-i e e t r t ee_3This is prevented if the product is reserved for SSI.
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encouraged in-house production of inputs. Finally, the dominance
criterion has often meant it was easier to obtain a license for new
product lines than for expansion within the same product category. This
has stimulated excessive horizontal diversification in the machine tools,
electronics and other subsectors.

3.87 Once a firm has chosen a given line of product specialization, it
is often very hard for it to change in response to consumer demand,
international competition, changing technologies, etc., and there is often
little incentive to do so. For many product categories, product-specific
industrial licenses have prevented firms from shifting output mix. In
addition, the often stringent allocation of capacity licenses in
accordance with domestic demand projections has led to shortages and
motivated firms to seek licenses for a broad range of products, both to
achieve plant-level economies of scale and as a strategic measure to block
the entry of potential competitors. The result in the automotive
components sector, for example, has been a lack of horizontal
specialization and a production range in most component manufacturing
firms that is costly in terms of product-specific scale economies.

3.88 In the textiles and garment industries, organized spinning and
weaving firms have been required to produce specified amounts of low
quality yarn and fabric. Garment manufacturers have not achieved scales
that would allow for mass production of standard export items. In
textiles, producers have been unable to shift to synthetic fabrics and
yarns because of restrictive licensing policies regarding the production
of synthetic fabrics. Since domestic demand has shifted towards
synthetics, incumbent cotton textile manufacturers have experienced slow
growth. While many textile mills have been unable to maintain
profitability because of constraints on product mix, domestic synthetic
manufacturers have been able to exploit a protected and profitable
oligopolistic market.

3.89 In a number of industries, output and price controls, product-
specific industrial licenses and other regulatory policies have led to a
product mix that was inconsistent with consumer demand. In cement, for
example, levy prices failed to differentiate adequately between ordinary
Portland cement relative to high quality, Prime Portland cement. Since
the government-mandated price difference between the two types of cement
was inadequate to cover differences in production costs, manufacturers
increasingly concentrated on the cheaper varieties, even though this was
not necessarily consistent with market demand.

3.90 Geographic Dispersion: At the time of Independence, 70% of
industrial units and employment were in India's three major port cities--
Bombay, Calcutta and Madras. The Central and State Governments' efforts
to reduce the concentration of industrial development, and the extension
of infrastructure, have resulted in considerable dispersal of industrial
establishments. However, various studies have shown that projects in
backwards areas often have higher investment costs, capital output ratios
and fixed costs per employee than those in developed zones. Average cost
differentials for similar scales of projects range between 10% and 100%,
as shown in Table 3.6. There are no estimates of the total subsidies to
firms that are offsetting these cost differentials, but partial evidence
suggests they are significant. Between 1980./81 and 1985/86, the cost of
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the Central Subsidy for capital investment increased from Rs 310 million
to Rs 1,100 million. In addition, income tax concessions were made to
many of the firms locating in backwards areas.

3.91 Firms are often attracted to locations away from relatively
crowded urban areas where union pressures are less. The lower costs often
can offset the higher costs associated with providing worker housing and
other social amenities. However, larger plants locating in relatively
backward areas often find their effective labor costs increased by the
reduced flexibility which firms in these areas have to adjust their labor
force. Experience has shown that it is far easier to obtain voluntary
retrenchment agreements, for example, in urban areas where employment
opportunities are relatively abundant than in backward areas where the
plant locating may be one of few, if not the only one, offering employment
at such attractive wages. The problem becomes worse as the plant size
increases relative to other industrial activity in the area. Thus
inducing large scale firms into backward areas could create future
problems of adaptation.

Table 3.6
INDIA: Difference in Project Costs Between Backward and

Non-Backward Areas for Selected Industries

Installed Project Cost
Capacity Capacity Backward Non-Backward Difference in Costs
of Industry (000 tons) (Rs mls) (Rs mls) (Rs mls) (%)

Rubber 21 96.9 70.0 26.9 38.4
Chemicals 2 109.7 70.0 39.7 56.7
Chemicals 30 226.0 162.5 63.5 39.1
Chemicals 7 117.0 56.7 60.3 106.3
Cement 100 770.0 700.0 70.0 10.0
Engineering 11 61.8 50.0 11.8 23.6
Source: Information collected from Madhya Pradesh Audyogik Vikas Nigam

Ltd., M.P. - Prospective Industrial Project Profiles Compilation,
1982, and from Commerce Research Bureau.

2. Firm Behavior

3.92 In addition to the structural impact of regulatory and trade
policies discussed above, these policies also have affected firm behavior
adversely, particularly with regard to competition and technology.

3.93 Competition: Various regulatory policies have contributed to
reduced competition. The combination of licensing restrictions and price
controls has decreased the degree of price competition in a number of
sectors substantially, including fertilizers and steel. Regulatory
policies have induced management to adopt certain forms of anti-
competitive and strategic behavior, particularly as regards preemptive
capacity and technology licensing. Firms have sought to deter entry and
expansion by competitors by blocking applications or applying for licenses
they do not intend to use. Firms have also sought to restrain access to
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markets by preemptive technology licensing and by appealing to the
indigenous angle clearance with arguments that if the technology is
already available in India to at least one producer, there is no need to
issue further licenses.

3.94 MRTP restrictions have tended to protect some large firms from
other large producers who could actually threaten their market position.
Small units, on the other hand, although largely free from restrictions,
have not generally had the resources to challenge large incumbents.
Conversely, reservation and other policies have protected small firms from
competition by larger units. Also, both large and small firms have been
sheltered from international competition through tariff and non-tariff
barriers and by the anti-export bias of the trade regime.

3.95 One indication of the degree of market competition among large
firms is the change in their market shares. In many important segments of
Indian industry, such as plastic products, two and three wheel vehicles,
cables and conductors, and trucks and buses, the average change in an
individual firm's market share over 1974-84 was well below 5% annually.
Since most of these segments are characterized by high four-firm
concentration ratios, these changes are relatively small, denoting the
absence of significant competitive activity. Even in cases where the
average change in market shares was high, as with autos, this does not
necessarily reflect competitive behavior. Excess demand in the auto
segment ensured that the two main car producers could sell all their
output. Changes in market shares over this period simply reflected
changes in the constrained output levels of individual firms.

3.96 There are other indications of weak competitive activity.
Although entry by small units has been encouraged to counter the market
power of larger firms, this has usually failed to provide effective
competition. For example, in the paper subsector, where incentives for
entry by small producers have led to a proliferation of plants far below
optimal economic scales, the smaller units have been incapable of
competing with the larger plants. Lack of captive power sources and
chemical recovery facilities, the inability to obtain raw materials
reliably, and an insufficiently trained management have led to low levels
of capacity utlization, poor profitability and industrial "sickness."

3.97 Although small producers cannot compete effectively with large
firms in many subsectors, they are protected from competition from those
firms through small-scale reservation and other policies. This is seen in
electronics, where reservation of some consumer electronic products for
small-scale producers shelters these firms from competition by larger
units with superior technological and marketing skills.

3.98 In addition to the overall limits on competition, some producers
enjoy more or less captive markets. In some subsectors, the Government is
the main or sole buyer, and some symbiotic relationships have developed
between producer and procurement agency (as in telecommunications). More
often, captivity is a result of various policy-determined barriers to
mobility, growth and competition and generates significant economic
rents. From the point of view of - - formance the § ' '

is that manna: crs perceive ths In,-- ' act
accordingly. This attitude shows up, Sxamp'e, in tlhs lack of
intensity in technological efforts and in the managers' market conduct.
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3.99 Technology: Protection from external market forces--import
competition or export rivalry--and from internal competition has fostered
conservative technological behavior. The majority of research and
development spending in India is conducted by the State and Central
Governments (accounting for about 85% of research and development
expenditure), and research intensities (defined as the ratio of research
and development expenditure to sales revenue) are fairly low in both
public and private sector firms.

3.100 Although there are significant exceptions (as in the non-electric
machinery industries), conservative technological behavior is fairly
widespread. In the steel industry, the public sector plants essentially
employ technologies that are three decades old. The telecommunications
industry, which is dominated by public sector enterprises, is also behind
world standards. ITI is one of the few remaining producers of first and
second generation switching equipment, whereas fourth generation digital
electronic technology dominates world sales. Hindustan Conductors Ltd. is
behind most firms in other countries in converting from paper-insulated,
dry-core cables to plastic-insulated, jelly-filled cables. The lag in
technological progress is most evident in the electronics industry, where
the international technological frontier has shifted rapidly. Many
segments of the Indian electronics industry are still in the infant
stage. The constraints on foreign technology and equity, in conjunction
with the emphasis on self-sufficiency and indigenous technology
development have contributed to the fact that India's electronics industry
lags behind advances in international technology. Moreover, the detailed
phased manufacturing programs which require assembly plants to gradually
carryout import substitution within existing technologies will tend to
perpetuate the lag--such programs are linked to an existing technology
while technology in the rest of the world continues to advance.

3. Industrial Performance

3.101 India's industrial sector, while performing well in some
respects, has not been as dynamic as that of other major Asian countries,
has not realized its potential, and has not lived up to the hopes and
expectations of the country's policymakers. In addition, India's
manufactures seem to have lost their competitiveness in export markets
(see Chapter 1). Although a variety of factors have been responsible for
this performance, to a significant extent it reflects the domestic
regulatory policies and their interaction with trade policies. The impact
of these policies can be seen in the growth and structural change of
industry, its employment generation, and its overall economic efficiency
as discussed below. The link between the decline in international
competitiveness and the policy environment is discussed in Chapter 4.

3.102 Industrial Growth and Structural Change: Industrial output grew
relatively rapidly between 1950 and 1965, then slowed down between 1965
and 1980, particularly between 1965 and 1975. From 1966 to 1980,
manufacturing growth rates in India were below the average for developing
countries. The growth of manufacturing rose in the first half of the
1980s and increased still further in the last two years.

3.103 It has been observed that in the process of development,
countries often go through two stages of structural change. In the first
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phase, agriculture's share of GDP falls and manufacturing output rises.
In the second, the share of agriculture continues to fall, but that of
industrial output in GDP, after reaching the 25-35% plateau also starts to
decline as the share of services increases. During the last twenty years,
India did experience such a compositional shift of GDP away from
agriculture and into industry and services. However, while the share of
services rose from 32% in the mid 1960s to 40% in the early 1980s, the
share of manufacturing in GDP at factor cost increased only from 14% in
the mid 1960s to about 17% in the mid-1980s. Thus the sector still has
the potential for rapid growth and increasing its share of GDP,
particularly in light of the structural composition of GDP in other
developing countries.

Table 3.7
INDIA: Structural Changes in GDP. 1966-83

(% of GDP)

Developing
India China Brazil S. Korea Countries World

Agriculture
1966 47.8 37.5 15.9 34.9 28.6 9.4
1978 38.6 29.8 14.0 20.2 21.4 7.2
1983 35.6 35.3 13.4 13.9 20.8 6.4

Mining
1966 1.0 4.4 0.8 1.9 4.7 2.5
1978 1.4 5.5 0.7 1.4 6.2 3.5
1983 2.9 6.7 1.2 1.4 7.8 4.6

Manufacturing
1966 14.3 30.3 27.2 18.6 21.1 27.9
1978 15.9 37.5 27.5 27.8 22.2 25.6
1983 16.7 32.5 27.2 27.4 20.6 23.0

Construction
1966 5.1 3.2 5.4 3.7 4.5 5.8
1978 5.3 3.7 5.8 7.9 5.9 6.4
1983 5.0 4.6 4.4 8.4 5.7 5.6

Services
1966 31.7 24.5 50.8 41.0 44.1 54.4
1978 37.7 23.6 52.0 42.7 44.3 57.3
1983 40.0 20.9 53.8 48.9 45.1 60.3

Source: World Bank INDSP data base. Data for India updated to conform
with NDO data base.

3.104 Employment: Over the two decades from 1960 to 1980, employment
in manufacturing grew at an average annual rate of only 3%, only slightly
above the population growth rate. This rate of labor force absorption was
much lower than has been achieved in other Asian economies: for example,
from 1960 to 1970, the industrial labor forces in Pakistan, South Korea
and Thailand grew at average annual rates of 9.0%, 10.8% and 6.0%,
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respectively. During the Sixth Plan period (1980/81-1984/85), the average
growth rate of employment in Indian manufacturing improved from 3% to 4.4%
p.a., largely reflecting the rising growth of output. Employment grew
5.5% p.a. in the modern small scale industry and "unorganized" sector
(household establishments and those with fewer than ten workers and power,
or fewer than twenty workers and no power). Employment in the organized
sector grew at only 2.5% p.a. over this period, despite an increase in the
output growth rate of the sector.

3.105 The disapppointing growth of employment in manufacturing is in
part attributable to the less than satisfactory growth of Indian industry,
which in turn partially reflects the policy-induced problems outlined
above. In addition, the ratio between employment generation and the
growth of output remains less than might be expected. This reflects two
elements: the pattern of industrial growth and the labor policy framework.

3.106 Across industries, the past emphasis on growth of the more
capital intensive subsectors also implied a correspondingly slower growth
of employment per unit of investment. Put another way, if the same
investment had been made in more labor-intensive industries, which would
have involved more reliance on international trade to meet the growing
demands of the economy, employment would have grown faster.

3.107 Within industries, the employment policy framework has been only
partially successful. India's industrial employment policy has generally
aimed at protecting as well as expanding employment. In the traditional
industries, employment protection involved physical controls, such as
specifying the use of manually operated equipment like handlooms, and in
modern sectors it involved labor regulations and restrictions on exit.
Employment expansion involved policies related to small scale industries,
backward area development, and entry. However, recent work suggests that
these policies contributed to slower growth, higher costs, lower
efficiencies and restricted competition, and that they involved unintended
adverse employment effects (Little, Mazumdar, and Page). Rigidities in
the labor market have caused real wages in the organized sector to rise
over the last two decades, both in absolute terms and relative to wages in
the unorganized sector. This has encouraged the use of capital-intensive
techniques in organized industry. In the unorganized industrial sector,
while wage levels are lower, there is a general lack of resources needed
to expand and generate jobs. At the same time, the access of some firms
in this sector to subsidized long-term credit for capital investment has
discouraged their use of labor, reducing the employment generating
capacity of the sector (Sandesara). In addition, the job security
legislation has preserved existing jobs but discouraged the growth of
employment. Employers have reacted to the stringent labor laws by
limiting hiring, even when demand conditions favor expansion; hiring
casual workers during upswings when possible; varying hours worked rather
than number of employees; and favoring capital-intensive production
techniques.

3.108 The extra employment generated by reservation and subsidy
policies in small-scale industry has not always been economically
efficient and has probably involved a loss of output due to the
policy-induced choice of techniques. The Government has forced the
production of some goods to remain in the small-scale sector, and provided
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incentives to small units that act as disincentives to their growing by
facing them with a costly loss of tax breaks and other benefits if they
do. These policies, however, now seem to be changing, encouraging larger
scales of production that can generate unit cost savings and create more
employment with the same investment resources.

3.109 The textile sector shows some symptoms of these problems. The
policy of reservation for SSI has restricted new capacity in the medium
and large scale sectors. The Government's protection of the traditional
handloom sector, which began in the early fifties, was achieved via
reservation of spheres of production and physical control over the
expansion of the mill sector. At the same time, the mill sector was
burdened with much higher excise taxes. The outcome was different from
that originally intended. Cloth output from cotton mills fell
substantially. However, the gains accrued not to the handlooms, but to
the powerlooms. In fact, the handloom sector suffered from low labor
productivity and high labor costs, which rendered it uncompetitive despite
protection. Employment in the powerloom sector no doubt increased, but
not without a cost to the economy in terms of stagnation of technology,
the inability of the mill sector to take advantage of the worldwide growth
of man-made fabrics in the export markets, and the loss of potential
output and employment because the mill sector was not allowed to expand
and in fact fell sick in many areas. The Textile Policy announced
recently may help resolve some of these problems.

3.110 Economic Efficiency: Over the past 40 years Indian manufacturing
has achieved major structural shifts and import substitution. However,
this was accompanied by rising capital intensity. ICORs in manufacturing
moved from 2.8 in the fifties to 4.4 in the sixties, and 6.2 in the
seventies (Brahmananda, 1982). Sharp variations in ICORs exist between
sub-sectors, with the highest ICORs in industries where (a) import
substitution has taken place in the absence of natural comparative
advantage, and (b) underutilization of capacity, technological
obsolesence, and diminishing returns are evident (Chitale, Goldar). The
poor or declining efficiency of manufacturing can be related to
insufficient attention to optimal resource allocation. Regional dispersal
policies, excess capacity creation, and fragmentation into units of
uneconomic size were other factors. Overall efficiency has also been
influenced by rising input costs of materials and services from public
sector units (e.g. high cost steel), labor behavior and managerial
problems.

3.111 The rising capital intensity reflected both the structural shift
toward basic and capital goods, which are capital intensive, and the
growth of factor productivity. Evidence points to rising labor
productivity but to only a small improvement in total factor
productivity. The apparent increase in labor productivity thus seems to
be largely the outcome of the rising capital intensity, not an overall
improvement in the efficiency of factor use. Analysis of productivity
trends in the sixties and seventies indicate a total factor productivity
(TFP) growth in manufacturing of around 1% p.a between 1965 and 1980
(Ahluwalia, Goldar), although in the 1980s performance seems to have
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improved. This long run performance was below the performance of many
other developed and developing countries, where growth of TFP typically
averaged between 2% and 5% p.a. (Chenery, et. al.). This slow growth of
TFP, together with the rising trend in capital intensity, clearly made it
hard to sustain industrial growth. The slow growth of TFP also worsened
India's competitiveness in the world market and represented an impediment
to improved export performance. However, the increased growth rate of
value added in manufacturing in the 1980s suggests some improvement in
these areas.

3.112 The slow growth of total factor productivity in manufacturing was
not simply a reflection of shifts in industrial structure. Within the
manufacturing sector, industries accounting for about 50% of value added
in manufacturing experienced declines in total factor productivity. Thus
there were significant problems within individual subsectors related to
regulatory and trade policies. First, technical efficiency was affected
by an excessive degree of fragmentation and insufficient specialization.
These structural deficiencies precluded firms from realizing available
economies of scale and accumulating significant technological
capabilities. Second, trade restrictions and regulatory barriers to
mobility slowed down structural change within firms and industries, with
an adverse impact on allocative efficiency. Third, the quality of
management suffered in an environment characterized by protection from
competition and captive markets. Weak managerial conduct was revealed by
low levels of capacity utilization and a slow technological change. These
technical, allocative and other inefficiencies are difficult to
disentangle. However, their joint effect may be observed in the low rates
of capacity utilization and productivity growth, and in the high cost
structures of Indian industry, with the consequent loss of international
competitiveness.

3.113 Low capacity utilization may result from many factors, including
weak demand, but in the case of Indian manufacturing, several
policy-related causes can also be identified. RBI estimates show that the
average level of capacity utilization in manufacturing fell from 76% in
1970 to 66% in 1984. The situation was worst in the traditional consumer
goods industries such as paper, sugar, cotton cloth and radio receivers,
but excess capacity is also notable in some intermediate goods such as
automobile tires and cotton yarn. Transport equipment performed well,
while capacity utilization in steel, aluminum, ball and roller bearings,
storage batteries and dry cells, power transformers and electric motors,
among others, has stagnated or declined. The observed underutilization
seems in many cases to be related to problems with infrastructural
services, managerial inefficiency and the implementation of price
controls. Prices in controlled industries, in particular, often were set
below levels that ensured adequate profits, and firms responded by
curtailing investments, including those for debottlenecking and balancing,
a pattern of response that has reduced capacity utilization.

D. AN APPROACH TO INDUSTRIAL REGULATORY POLICY REFORM

3.114 There is increasing recognition in India that the elaborate
structure of industrial regulation, built up over nearly 40 years, has not
achieved the objectives of growth, equity and self sufficiency to the
hoped-for degree. Although a broad industrial structure has emerged, it
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was built at considerable cost in terms of static and dynamic efficiency.
As these cases have become apparent, a momentum for reform of the
industrial regulatory system has developed, especially since 1984.

3.115 Recent policy changes have generally been directed towards
promoting growth and efficiency, adopting a more selective approach to
public sector investment and progressively replacing physical controls and
direct intervention with fiscal and financial instruments. Setting the
basis for these changes, the Seventh Plan had, as a central theme, the
improvement of productivity and capacity utilization, and the techno-
logical upgrading of the economy. To achieve these objectives, the Plan
called for a "substantial degree of competition" and a progressive shift
toward a "system of [financial] incentives." Technological dynamism, in
particular, was viewed as requiring "the stimulus of a competitive
environment with both domestic and international pressures on firms to
improve technology." Numerous measures have since been taken to allow
firms greater freedom to enter new markets, upgrade their technology and
expand their output. Positive responses can be observed in the recent
higher growth rates of industry, particularly in subsectors where the
regulatory changes were introduced a few years ago and firms have had the
time to respond (e.g. cement).

3.116 A deepening and broadening of these recent initiatives would
further increase competition and industrial flexibility, thereby
sustaining and further raising the growth rates of manufacturing. To this
end, it is desirable that the Government conceptualize and implement an
integrated program of further changes in the regulatory structure and
incentives. This section discusses one set of measures, instruments and
procedures that could contribute to a more efficient manufacturing sector
and thereby help attain the Government's major industrial policy
objectives.

3.117 The effectiveness of such regulatory reform will depend on its
scope. A policy emphasizing dynamism and flexibility in the operation of
industrial firms, thereby increasing technical, allocative and managerial
efficiency must involve increased reliance on competitiveness, as empha-
sized in the Plan. This would ideally include three complementary and
mutually reinforcing parts: encouraging internal competition, promoting
export rivalry, and exposing domestic industry to import competition.
Though the pace and degree to which such competition is introduced may
vary, the present size of the barriers to competition are such that
substantial and rapid further rationalization of both regulatory and trade
policy seems necessary.

3.118 To reduce the possibility of distortions, changes in regulatory
policies would need to be coordinated with adjustments in trade policies.
The effectiveness of changes in the regulatory and trade regime depend on
the extent to which they are mutually consistent. Rapid import
liberalization in an environment that constrained the flexiblity and
rapidity with which producers can allocate and use their resources would
reduce economic gains and raise social costs. Regulatory reforms, freeing
manufacturers to enter promising areas, expand profitable operations,
shift product lines, and exit from shrinking markets, are necessary if
producers are to face import competition effectively and export
successfully.
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3.119 Similarly, domestic regulatory reforms will yield the largest
gains if economic and financial incentives are aligned. This will entail
changes in the nation's external trade policies. The present import
barriers often set up major divergencies between financial and economic
incentives. Hence, investments are not always directed to the most
economically and socially profitable activities. In this environment,
easing of domestic entry barriers might lead to excessive entry, as well
as fragmented and inefficient production structures, especially in
industries with high protection. Reducing barriers to potential imports
also would promote intra-industry specialization and increase contest-
ability of markets. Otherwise, economies of scale and the relatively
small Indian market for many products would make it possible for one or a
few firms to attain dominant positions in many markets. As discussed in
the next two Chapters, the suggested coordination of domestic trade policy
reforms would involve bringing domestic and border prices of tradeable
goods closer together, through a systematic and progressive move from
non-tariff import barriers to a tariff-based trade regime providing more
uniform and, eventually, more moderate levels of protection. The steps in
this process should be announced well in advance of their application so
that firms have sufficient time to make the appropriate adjustments.

3.120 Relaxation of controls on internal competition and encouraging
greater resource mobility, firm growth, and more progressive managerial
conduct would also be needed to assure positive results from efforts to
promote export rivalry. Internal regulatory reform would enhance the
effectiveness of export promotion measures by allowing efficient firms to
grow rapidly to internationally efficient scales. Further, increased
domestic competition would serve to lower the relative profitability of
the domestic market, thus diminishing the anti-export bias inherent in the
current trade regime.

1. Entry and Growth

3.121 This section outlines some measures that would elicit a strong
and sustainable supply response and more competitive behavior from
industry, while being consistent with the broader social objectives of
Government.

3.122 Industrial Licensing: In the last two years the Government has
taken a number of important steps to relax licensing constraints.
Although the new measures include some partially offsetting constraints,
their general direction is clear and their impact has been positive. The
suggestions made in this section are consistent with and extend these
initiatives. Their aim is to further improve industrial performance, by
increasing domestic competition and by further removing barriers to entry,
growth, choice of product mix, and attainment of efficient size.

3.123 It is suggested that, over the medium term, say five to seven
years, all forms of Central Government licensing of industrial capacity be
phased out. This would include licensing with respect to both entry and
growth. In view of the possibility that delicensing in the context of
high and diverse rates of protection could lead to excessive entry and
fragmentation of capacity, it is suggested that this phasing out be
coordinated with parallel reforms in import and exchange rate policy, as
discussed in Chapters 4 and 5. Such a program would promote competition
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for market shares, encourage capital stretching and investments in
modernization (that might require large discrete increases in capacity),
allow for and stimulate the establishment of minimum-efficient-scale
plants, and facilitate the introduction of different products, inputs and
technologies. Decisions concerning investment, technology and production
would be made by industrial firms in response to financial incentives and
market opportunities. Lending institutions, as financial intermediaries,
would appraise investments from the perspective of repayment capacity and
loan security. The above analysis indicates that, with appropriate
external and domestic policies for the entry, growth, competition, and
exit of firms, there is no compelling reason for maintaining capacity
licensing as it exists today. Other, more efficient means exist to
achieve the efficient allocation and use of scarce capital, the expansion
of priority sectors, and the decentralization of industry.

3.124 One way of phasing out industrial licensing would be to
progressively raise the investment size limits below which an industrial
license would no longer be required. This would involve annual increases
in the investment size subject to licensing, so that within the medium
term, the limit only would be binding for the very largest investments.
At that point the current licensing requirement could be dropped
altogether, although very large projects, in which the Government is
effectively a partner because of infrastructure requirements or borrowing
guarantees, would continue to be scrutinized by the relevant government
agencies. This process could begin fairly soon as the last adjustment in
the licensing threshold was in 1981. During the transition period, the
administration of licensing should continue to act favorably on requests
by firms to reach minimum efficient scale. Moreover, the process of
delicensing individual industries could be continued in products with low
effective protection or facing competitive, well supplied markets, with
little risk of inefficient investment.

3.125 Although capacity licensing would no longer be generally required
by the Central Government, states and cities would have the right to
require firms to obtain a zoning permit before a factory could be set up
or expanded in a given location. This would provide control over
industries characterized by large health, safety or environmental risks.
In addition, the Central Government would retain control over investments
in a very small list of industries (for example, weapons, explosives, and
nuclear energy), which would require a special "public interest" permit
from the Central Government.

3.126 These suggestions are also applicable to technology licensina.
To facilitate import of technology in the form of equipment and machinery,
most capital goods should be shifted to the Open General License category
and subjected to a uniform tariff that provides a reasonable level of
protection for domestic producers, which is the trend of current policy.
This approach would allow firms a relatively free choice of technology on
the basis of specifications and price. Firms also would be allowed to
independently contract process or product technology. Direct foreign
equity participation in Indian firms could continue to require scrutiny
for levels exceeding a specified share, say 40%, but could be delicensed
otherwise.

3.127 These proposals represent an extension of the recent policy
measures and are fully consistent with the spirit of the Narasimham
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Committee report, which suggested moving from physical to financial
controls. The package would free the vast majority of investments from
the complications, delays and costs associated with the present system,
while increasingly subjecting firms to the controls and discipline imposed
by market competition, both from other domestic producers and from
potential imports. This would help assure that investments in general
would not take place in: (a) products where capacity was already
excessive, (b) plants that were below minimum economic scale, (c) plants
that were excessively capital intensive and thus not competitive in a
capital scarce economy, or (d) plants that depended excessively on
imported technology and inputs and thus would not be competitive in an
environment where foreign exchange had to be obtained at prices reflecting
its true economic value. On the other hand, the proposed policy
environment would encourage plants that made optimal use of India's
adundant labor force, thereby stimulating employment, and of the nation's
raw material endowment. Plants would be encouraged by lower cost labor to
locate outside major urban areas, an incentive that could be increased by
restricted issuance of zoning permits for urban locations and by providing
industrial infrastructure facilities in other locations (see paras 3.135
to 3.138).

3.128 Rezulation of Large and Dominant Firms: The MRTP Act has not
been particularly effective in attaining its main objectives--to curb the
concentration of economic power, to prevent restrictive competitive
practices and to control unfair trade practices--because of its focus on
asset size and market shares. In fact, it has sometimes restricted
competition rather than stimulated it. Since March 1985, the Government
has taken a number of measures to rationalize the MRTP Act, including
raising the asset threshold under which a firm becomes subject to MRTP and
increasing the number of industries into which MRTP companies can expand,
although this increase is subject to some caveats. In addition,
administrative procedures have been speeded up and the MRTP Board has
examined a number of cases of uncompetitive behavior. The following
suggestions are designed to expand these recent initiatives, correcting
some of the distortions that have arisen as a consequence of the MRTP Act
and refocussing it on its original goals. They complement and reinforce
the proposed changes in licensing policies by allowing firms greater
liberty to expand operations, shift product lines and compete more freely
and effectively.

3.129 The underlying approach is a shift in focus from attempting to
control the structure of markets to regulating and punishing uncompetitive
and unfair practices that harm consumers. As long as firm growth and
mobility are not restricted and there is effective competition in the
market, either actual or potential, then size or concentration alone
should not be the object of regulation. In other words, it would not be
assumed that a firm with a given size or share of the market will abuse
its economic power; rather economic power would be controlled by the
threat of competition, domestic and international, and by the threat of
prosecution for unfair practices.

3.130 It is thus suggested that MRTP clearance, as a condition for
entry or growth, be phased out completely over the medium term, that the
MRTP board step up its surveillance of anti-competitive and anti-consumer
behavior, and that the code of unfair practices be further developed and
its penalties strengthened. The phasing out could be done by substantial
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annual increases in the asset threshold which defines the firms requiring
MRTP investment clearance. In this way, size alone would become less of a
criterion for restricting growth. For similar reasons, in the interim
period (a) the definition of a market for purposes of assessing dominance
could be expanded beyond the narrow nomenclature of licenses, that now
prevails; and (b) interconnection between firms would be invoked as a
criterion for establishing economic power only in cases where the linked
firms operate in the same market.

3.131 A complementary, interim measure would be to extend the lists of
industries in which MRTP firms can enter or expand. A further measure
along these lines would involve switching from the current list of
products where MRTP firms do not need MRTP clearances for investment
(Section 22A) to a limited list of products that would be the only ones
requiring MRTP clearance. This switch from a "positive" list specifying
the allowed areas for investment to a "negative" list of those not allowed
without MRTP clearance would help make transparent the criteria by which
products are subjected to the Act and thus reduce discretionary decision-
making. Over time, the list of products subject to MRTP clearance could
be progressively reduced, and the focus of regulatory concern be shifted
from controlling the structure of the industry, through curbs on entry and
expansion, to restricting anti-competitive behavior and unfair trade
practices.

3.132 Given that FERA comnanies now number only about 100, of which
fewer than half are in manufacturing, and are concentrated in export and
high-technology industries, there seems to be no strong reason for
exercising special restrictive controls. They could be subject to the
same diminishing need for clearances and to the same enhanced competition
as MRTP companies. The case for easier clearances for non-MRTP FERA
companies is especially strong. Foreign equity holdings of over 40% would
continue to need Foreign Investment Board clearance and foreign banks
would still remain subject to RBI supervision and control.

3.133 Small-Scale Industry: There are numerous reasons for encouraging
the entry of small scale firms and their entrepreneurs. Such firms have
strengths that flow from the inherent advantages of being small and they
should be allowed to develop on the basis of these strengths. Although
small-scale policies have successfully promoted entry of new entre-
preneurs, they also have heightened the barriers to and reduced the
incentives for growth, specialization and modernization. Small firms
producing reserved items have been prevented from growing. In
non-reserved products, they are encouraged to remain small to avail
themselves of significant benefits, which include lower wages, fewer
restrictions on shedding manpower and closing unprofitable operations,
lower excise taxes, and easier avoidance of corporate income tax. Credit
subsidies have encouraged over-investment by those firms lucky enough to
have access to credit.

3.134 Small-scale industry policies should continue to promote entry,
but the structure of incentives might be shifted to facilitate more
efficient growth of small-scale firms and to promote improvements in their
product quality and factor productivity. This would involve: (a)
Continuing to encourage entry by temporary subsidies for a given firm, but
tapering off the benefits over time, say within a five year period. Of
course such incentives carry the risk that firms might close and restart
to gain the entry benefits, but that is a cost that would have to be borne
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in order to subsidize entrepreneurial development. The gradual phase-in
of excise tax liability as firm size increases, as announced in the 1986
Budget, also will help promote growth; firms are now not abruptly
subjected to losing their tax exemption once their output reaches a
certain level. (b) Progressively reducing and eventually eliminating the
list of products reserved for small scale production. The Ministry of
Industry has already begun dereservation of some products in which small
scale firms are particularly inefficient, and this process should
continue. Dereservation could also be done in areas where small scale
production is efficient and economies of scale provide no advantage to
large firms. (c) Allowing small and large units to integrate their
activities more fully, thus stimulating sub-contracting arrangements, the
transfer of technology and managerial skills, and furthering
specialization and growth (a practice already present defacto that makes a
considerable contribution to SSI growth--see Goyal, Rao and Kumar). This
might involve the large units taking a minority equity position in the
small ones. One of the principal arguments against such integration, that
it is mainly a tax avoidance measure by large firms, would be diminished
by the proposed reduction in subsidies to small scale firms. (d)
Increasing the availability of credit to small firms, but also increasing
its cost, thereby reducing the incentives to excessive capital-intensity.

3.135 Industrial Location Policy: The success of efforts to achieve a
wider geographic distribution of industrial development and generate
employment opportunities in backward areas has been limited by: (a)
inadequate infrastructure facilities; (b) investment subsidies resulting
in excessively capital-intensive industries in backward areas; (c) the - -

inability of licensing controls used for directing investment to backward
areas to select units for which the cost disadvantage is relatively small;
and (d) policies that prevent or restrict firms from moving from urban
areas. The following suggestions are designed to reduce these problems
and foster industrial development outside major metropolitan centers in a
more cost effective way.

3.136 As suggested by the Pande Committee, the provision of infra-
structure should be focused on a limited number growth centers (say
20-30). This would concentrate the limited resources that are available
for providing water supply, transport, power, telecommunications and
education and thereby lower the cost disadvantage for industries located
in selected backward areas. Any attempt to provide the infrastructure
necessary to reduce the cost disadvantage for all 246 currently designated
backward areas, covering 70% of the country, would inevitably fail to
achieve quick results anywhere.

3.137 Investment subsidies and the use of licensing to direct
industries to backward areas could be replaced by direct production
subsidies or concessions on excise or sales tax. The removal of
investment subsidies would reduce the current bias in favor of capital-
intensive production. Moving to a uniform indirect tax or subsidy
incentive for industries located in backward areas would result in the
voluntary location of those industries for which the disadvantage of being
in backward areas was the smallest. Hence the overall pattern of industry
would be more efficient than under the current system. Relieving MRTP
firms of the requirement to locate in backward areas in exchange for tax
or subsidy incentives would be part of this change. The replacement of
licensing with fiscal incentives is also consistent with the suggestions
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already advanced to reduce the scope of industrial licensing. As
licensing was phased out, it would not be available as an instrument for
directing industry to backward areas. Implementation of Government's
announced intent to phase out freight equalization would also contribute
to a more efficient pattern of industrial location.

3.138 National location policy is also concerned that urban areas
should not become overly congested or be the site of environmentally
hazardous plants. Measures that do not involve licensing or fiscal costs
could contribute to this objective. For example, zoning regulations at
the local level could be used to prevent the establishment of certain
types of firms or those above a certain size in inappropriate (urban)
locations. Charges for the full cost of urban services such as power,
water and drainage, and land taxes high enough to reflect the costs of
congestion, pollution, etc., also would help to deter over-concentration
and Indian municipalities are gradually moving in this direction. The
exit of factories from congested urban areas, so that the land can be
converted to higher value uses, could be encouraged by the following
policy options: (a) allow factories to move if they will set up worker
housing and other social amentities at the new site, and (b) reduce
capital gains taxes on firms that move outside the urban area. The
Central Government's 1987/88 Budget is a major step in this direction; it
has proposed exempting all such gains provided they are reinvested in an
approved area. However, it must also be recognized that some State and
City Governments often do not favor such relocations and may take action
to offset the Central Government's policies of industrial dispersion.

3.139 Public Sector EnterRrises: An increase in the efficiency of
public sector enterprises (PSEs) is needed to increase the efficiency of
the industrial sector, to improve competition with imports and within the
industrial sector, and to reduce the fiscal burden on the Government.
Recent Government committees chaired by L.K. Jha, M. Fazal and A. Sengupta
have recognized that, in order to increase their efficiency, PSEs should
be given more autonomy and freedom in their decision making and day-to-day
management in areas such as pricing, marketing and technology development.
The following suggestions would help accomplish this: (a) appoint
competent executives at the top level and give them a reasonable term
provided performance targets are met; (b) reduce the bureaucratic and
political interference in the working of PSEs, perhaps through Memoranda
of Understanding as has been done in the cases of NTPC, SAIL, and the
Railways; (c) make procedures for approval of PSE investments less subject
to minor bureaucratic intervention by increasing limits on the amounts
which PSEs can spend on their own, provided the investment projects are
already included in an approved 5-year or annual plan; and; (d) increase
the incentives, autonomy and accountability of public sector managers
(Ghosh, 1987).

3.140 PSEs should progressively be required to compete on a more equal
basis with private sector units. In addition to the increased autonomy
and accountability for management mentioned above, this would involve the
concurrent phased removal of (a) purchasing and price preferences and (b)
access to capital and credit on concessional terms (both Plan funds and
tax exempt bond issues). Additional social obligations in terms of
employment and location currently imposed on public sector units could be
limited and PSE would be compensated for assuming them. These measures
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could be implemented only in a very carefully phased manner, with
appropriate transitional measures to assist affected workers. Steps would
also need to be taken to wind up terminally sick public sector units, just
as is recommended be done with such units in the private sector.

3.141 Administered Prices: Price and distribution controls, originally
designed as a means of allocating goods on a priority basis and minimizing
the impact of short-term supply shortfalls, have often had adverse
long-term effects, insulating firms from competition or working as a
disincentive to modernization. In some cases, prices have been set below
the levels that would provide adequate profits, and firms have responded
by curtailing investment and neglecting maintenance, thereby exacerbating
supply shortages.

3.142 In recognition of the problems brought on by price controls, the
Government has examined the question in a White Paper and introduced more
liberal pricing policies in a few sectors (e.g., cement), with beneficial
results. However, a comprehensive and clearly formulated pricing policy
for industry is still absent and prices in many key sectors of the economy
continue to be set by the Government. Unless prices can equilibrate
demand and supply, and unless there is greater competition (actual or
potential), the adverse effects on industrial structure and performance of
administered prices will continue.

3.143 In those competitive and well supplied markets where administered
prices continue to prevail, full or partial decontrol could be introduced
immediately. In less competitive markets, progressive price decontrol
would necessarily be accompanied by the removal of regulatory barriers to
mobility, expansion and competition, and by a reduction in trade
barriers. Otherwise, sheltered incumbent firms could benefit from price
decontrol by exercising their monopoly power at the expense of consumers.
For these markets, the first step would involve developing a pricing
policy that established clearer economic principles to direct government
agencies in setting controls. Generally speaking, pricing formulas should
be transparent to producers; frequently monitored and reviewed; uniform
for specific products at the plant level, regardless of the age of plant
and technology; consistent with movements in market demand and supply; and
moderately close to border prices.

3.144 Taxation: The Government has taken major steps to lower rates
and rationalize the tax structure over the last two years, including the
recent extension of MODVAT to virtually all products. These changes
should make a major contribution to a more rational pricing structure for
industrial products, an essential element in any policy environment based
on more effective price competition between domestic producers and foreign
goods. Additional steps could be taken based on progress already made.
These would include (a) gradually moving towards a more comprehensive
system of value added taxes within the economy, (b) harmonizing state
sales tax, and (c) phasing out octroi taxes (charges imposed by localities
on passing commercial vehicles).

3.145 A clear distinction is also needed between differential taxation
to favor investment in selected activities and taxation of luxury
consumption. While the latter is understandable, in fact desirable,
especially in a country like India with wide disparities in income levels
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and an objective of social justice, the former distorts production
patterns and encourages tax evasion. Excise tax rates need to be
progressively rationalized (their variance reduced) to achieve a more
neutral tax structure as MODVAT is extended. This should be co-ordinated
with rationalization of import taxes to bring financial and economic
profitability closer together.

2. Adaptation and Exit

3.146 The current framework of incentives and regulations provides
firms with insufficient flexibility to adjust to problems and insufficient
encouragement to wind up operations if they have lost their net worth.
Policy has often focussed on preserving employment. The normal responses
of firms in other countries--to adjust the labor force, change products,
upgrade technology or, in the extreme, close--are unattractive or
difficult in India. Existing measures such as tax concessions to help
mergers, the IRBI, and the Sick Industrial Companies Bill are largely
confined to companies that are classified as "sick" and have lost their
entire net worth, an exception being the "early warning" system in the
Sick Industries Bill. Moreover, many of the impediments to adjustment
arise at the state or city level.

3.147 In the long run, the creation of new employment opportunities
(both direct and indirect) through more rapid industrial development will
be much more important than the preservation of existing employment in
"sick industries." Hence labor and employment policies should be less
defensive--facilitating employment creation rather than focussing on
employment preservation. At the same time, however, it must be recognized
that employment issues face many other countries and there are no easy
answers.

3.148 The suggestions made here are designed to increase the speed and
extent of adaptation of firms, thus increasing industrial efficiency and
reducing the incidence of "sickness." In most cases this can best be
achieved by increasing the flexibility and incentives for firms to adapt
independently. In the rare circumstances when Government directs the
adjustment process, the focus should be on adapting quickly to market
forces, not on preserving existing inefficient production arrangements.
Furthermore, such interventions would generally be more efficient at the
industry or subsector level, as is done in other countries, than at the
enterprise level.

3.149 The policy suggestions offered above in the areas of licensing,
MRTP, small scale preferences and pricing would have an important effect
on the flexibility of firms and hence are part of an overall program to
address this problem. This section is restricted to the additional areas
of labor, asset transfer, amalgamation, financial restructuring and
bankruptcy. Among the options listed below, those related to asset
transfer probably would be easier to implement than those directly
affecting employment. Furthermore, asset transfer, to the extent that it
would result in larger consolidated firm, may ease the adjustment problem
since within larger units there are greater opportunities to redeploy
labor that might otherwise be redundant in a smaller firm.
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3.150 The Industrial Disputes Act could be modified to provide greater
autonomy for adjusting labor within guidelines for working conditions,
remuneration and retrenchment compensation. This compensation could
encompass cash, health coverage and retraining. Concurrent efforts could
be made to increase the mobility of employees, thereby facilitating the
acceptance of more rapid employment turnover. Government funding of
retraining and the provision of information concerning employment
opportunities could help such efforts, but to be effective they would have
to be linked with specific skills demanded by employers and with
employment opportunities. Food-for-work and employment guarantee schemes
for those affected by retrenchment during industrial restructuring could
also help ease the costs of adjustment among the poorest groups.

3.151 To facilitate more effective communication between management and
workers, it is suggested that the minimum registration requirements for
unions could be re-expressed as a percentage of the workforce (say 20%)
and that the concept of lead unions could be developed so that there is a
single voice for workers in negotiations. This would reduce the current
difficulties that arise from multiple unions and the uncertainties that
arise from small fractions of the workforce having the power to disrupt
entire factories.

3.152 Transferring assets between alternative uses could be simplified
and achieved much more quickly. Takeovers, mergers or share purchases
that do not involve other regulations such as MRTP could be freed from
government and court intervention. As MRTP controls become focused more
on behavior, the means and skills of large firms could be freed to help by
taking over struggling units. Greater flexibility to liquidate wealth
held as land and to relocate manufacturing activities should be provided,
which would involve policy changes by State and Local Governments, as well
as the Center. While Government would continue to tax capital gains, it
could restore the freedom to buy and hell land within explicit guidelines.

3.153 Bankruptcy and winding-up procedures that currently take up to 10
years to complete could be simplified and executed more quickly so that
non-viable units are wound up in a much more timely fashion. In general,
there needs to be a readiness to "cut losses" and transfer usable
resources to other activities when a mistake has been made or when markets
disappear.

3.154 Incentives for the early adaptation by firms could be improved in
three ways: (a) hold fast to the recent commitment not to nationalize sick
units; (b) increase the costs to financial institutions and commercial
banks of having non-performing loans in their loan portfolios; and (c)
reduce the concessions granted to sick industries. The current Government
policy of not taking over sick units provides a clear signal to investors,
financial institutions and commercial banks that the Government is not a
lender of last resort, and encourages firms to take hard decisions when
difficulties first emerge. Commercial bank's information and monitoring
systems could also be improved to facilitate more timely action on
questionable assets and to make each bank's portfolio more transparent.
Revision of the Reserve Bank's guidelines could then require commercial
banks to shift non-performing loans into a risky asset category and to set
aside reserves to cover possible losses. Finally rehabilitation programs
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need to avoid concessions that provide incentives to have units declared
"sick." Directing concessional credit to sick units, and granting
preferential access to power with deferred payments, are two examples of
such concessions.

3.155 When coordination of decisions regarding exit of a multiplicity
of economic agents is involved, such as in the case of reductions and
consolidation of capacity for depressed or declining industries,
government intervention might be advisable. In the absence of timely
contraction, the Government might be eventually compelled to effect a more
costly intervention to avoid massive disruptions in the industry. The
Government should devise policy instruments and institutional arrangements
to manage and coordinate the shedding of loss making capacity in declining
industries where producers have relatively similar cost structures.
However, such efforts would need to be confined to subsectors where
efficient marginal market-induced reductions in capacity are not likely to
occur. One such situation is where each producer avoids reducing capacity
in the expectation that profitability will be restored as others reduce
their capacity.

3. Conclusions on Industrial Policy Reform

3.156 Recent changes in regulatory policy have begun to ease the
constraints that developed since Independence; constraints that impeded
entry, growth, adaptation, and exit of firms and were a major factor in
the unsatisfactory performance of industry during much of the last twenty
years. These changes have contributed to the recent increase in
industrial growth rates. A broadened and expanded reform program would
yield further benefits. Such a program would involve relaxation of
barriers to entry, expansion and exit and would encourage greater
competition, technological change and labor absorption.

3.157 Domestic regulatory reform would yield the greatest benefits if
complemented by trade reform measures to allow increased import
competition and stimulate expanded industrial exports. Such trade policy
reform is the subject of the following chapter. Ultimately, it will be
these three dimensions of competition--internal, import and export
rivalry--that will help bring sustained improvement to industrial
performance in India.



Chapter 4

EXTERNAL POLICIES AND COMPETITION

A. INTRODUCTION

4.01 As pointed out in Chapter 3, India's import substitution policies
have been pursued in accordance with the broad objective of self-reliant
development and have succeeded in creating a diverse industrial structure
and a high degree of self-sufficiency. At the same time the accompanying
controls over import and exports and the protection of domestic industries
have allowed the Government to pursue a variety of non-economic objectives
through its industrial and other policies. The fact that these policies
would involve some compromise with the objective of economic efficiency
and growth has always been recognized, but in recent years there has been
much more serious questioning than in the past as to whether the gains in
terms of other objectives have warranted the costs in terms of economic
efficiency. In particular it is widely recognized that the indiscriminate
"cost-plus" nature of protection, combined with domestic regulatory
policies, public enterprise inefficiency, and high indirect taxes have
meant that a substantial number of manufacturing sectors have high
production costs and prices. It is also commonly accepted that there is a
general problem of poor quality and technological backwardness which
besets even low cost sectors that have a comparative advantage in
international terms.

4.02 India's extensive import substitution has reduced imports of the
substituted products, but demand has increased for imported intermediate
raw materials not domestically produced or not produced in sufficient
quantities, and for imported capital equipment and technology. During the
1960s and the first half of the 1970s, the latter demand was suppressed by
extensive import substitution in the capital goods industries and attempts
to indigenise R&D in a wide range of industries. By the mid 1970s,
however, the resulting obsolescence of the capital stock and technology of
many industries (including industries with inherent comparative advantage
and export capabilities such as garments and leather goods) was becoming
apparent, and thereafter there has been a steady liberalization of imports
of capital equipment and of technology. For some industries this
liberalization was achieved by expansion of the Open General License (OGL)
lists of machinery and equipment which can be imported without a license,
but for the most part it has been by more liberal administration of the
discretionary import controls, which have remained in place and continue
to protect domestic capital goods producers. Likewise, although imports
of intermediate raw materials have also been liberalized and have been
increasing at a faster rate than manufacturing production, a large part of
these imports (e.g. rough diamonds, metalliferous ores and scrap) are not
competitive with domestic manufacturing production. Quantitative import
controls, other non-tariff barriers and high tariffs, have insulated all
except a few domestic industries from any serious import competition.
Furthermore, import competition for consumer goods industries (including
new industries such as consumer electronic products) is prevented by the
continuing ban on imports of all except a few consumer goods.

- 12 -
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4.03 From an early stage the high costs of many locally produced
intermediate inputs and the protection of the domestic market were
recognized to be a serious impediments to manufactured exports. In the
early 1960s a number of generous offsetting export incentives were
introduced, but their scope was substantially reduced at the time of the
1966 devaluation. Nevertheless exports, including manufactured exports,
grew at relatively fast rate during the 1970s, mainly as a result of a
sustained improvement in the real exchange rate for exports between 1974
and 1978 (see Figure 1.1 in Chapter 1). In the late 1970s, coinciding with
a levelling off the real exchange rate, export growth slowed down. This
created a renewed interest in export incentives which has continued during
the 1980s. Measures to broaden existing schemes and new incentives and
institutions have been introduced. Despite this, overall export
performance continues to be disappointing except for a few manufactured
exports, notably garments and diamonds. This performance during the 1980s
reflects the continuing superior profitability and security of the
domestic market which the export incentives do not offset. The impact of
the export incentives and facilities is also reduced by the need to
surround them with complex and onerous controls, to prevent the diversion
of imported raw materials, equipment and credit intended for exports to
production for the domestic market or for direct domestic resale.

4.04 During the last ten years, the economic costs of India's trade
protection regime have been a consistent theme in public discussions and
also in the recommendations of official committees and policy statements
which have been influential in Indian thinking on trade policy reform,
notably the Alexander (1977), Hussain (1984) and Narasimham (1985)
committees and in the statement of the Seventh Five Year Plan document on
trade policy (1985). These have emphasized two major points: first, the
need to devise efficient mechanisms for making exports less costly and
more profitable; and second, the desirability of moving away from the
highly discretionary system of quantitative import controls to a
protective system based on tariffs. In 1985 the latter argument was made
more explicit in the government's Long Term Fiscal Policy statement, which
envisages the eventual removal of import licensing from all imports except
consumer goods, and proposes that five basic rates should replace the
present complex tariff structure.

4.05 These views, combined with concerns about modernization and
export performance, have led to a number of policy changes during the past
ten years, especially after the present government came to power in
November 1984. Notable among these are: increases in the scope and level
of export incentives and continuing efforts to streamline their
administration; the relaxation of import controls by the expansion of OGL
lists and by more permissive administration of the controls; the removal
of export taxes on certain primary commodities; and the removal or
relaxation of domestic licensing and other controls from selected
manufacturing industries with the objective, among others, of making these
industries more internationally competitive. Although these continuing
efforts have liberalized the trade regime in some important ways, the
changes that have so far been made are still quite small by comparison
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with what would be needed if full advantage were to be taken of India's
considerable potential for much faster economic growth. The basic system,
its administrative apparatus and associated distortions and economic costs
remain intact. Perhaps most fundamentally, the concept of a neutral trade
regime which would allow India to reap the economic benefits of
specialization of production in line with comparative advantage, although
recognized to some degree by the official committee report and by the
Seventh Plan document, is almost entirely missing from public discussions
of trade policy issues, as is acceptance of the idea of import competition
for domestic industries. Instead, the dominant view, modified only
recently in a few cases, is still that if a good can be produced in India,
then it should be sheltered from import competition irrespective of its
cost of production.

4.06 In order to increase the efficiency of Indian industry and to
speed up the growth of output, exports and employment in manufacturing, it
would be necessary to complement reforms of domestic policies with much
more thoroughgoing reforms of trade policies than have been attempted so
far. In line with the various committees on trade policies, the Seventh
Plan document and the Long Term Fiscal Policy statement, this chapter
argues that the fundamental reform that is needed is the removal of
quantitative import controls and their replacement by a greatly simplified
and more uniform set of tariffs as the key instrument of protection
policy. The liberalization of import controls and the steady increase in
the general level of tariffs which has occurred during the past nine or so
years has made some progress towards achieving this objective. But this
progress has been limited and slow principally because recommendations and
statements of general intention on the subject have not been supplemented
by a coherent strategy or effective policy guidelines. For example, there
appears to be no general consensus on whether there should be any upper
limit to the excess of domestic costs and prices over world prices.
Correspondingly, there are no guidelines as to what such an upper limit
should be or as regards the maximum effective protection which should be
made available by the level and structure of tariffs. In their absence,
day-to-day decisions on import licenses and tariffs have understandably
continued to rely principally on established precedents and criteria, and
largely to reflect protectionist lobbying interests. Accordingly, drawing
on the experiences of other countries, the chapter describes a possible
approach to reform which broadly consists of:

- The systematic removal of quantitative import restrictions (QRs)
on manufacturing goods within a pre-announced period of (say) two
years.

- The announcement of a greatly simplified tariff structure with
most tariffs falling within a range of about 30% to 70%, a
maximum of about 80% and a minimum of about 20%.

- The use of temporary tariff surcharges to initially give
industries which are reviewed roughly the same level of effective
protection that they have with QRs and the present tariffs.
These surcharges would however decline over a predetermined
period (say five years) until they are consistent with the
general pre-announced tariff structure.
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- Changes in tariffs which increase the effective protection of a
number of at present relatively disprotected industries.

- For important key industries implementation of these policies in
a series of industry-by-industry reviews which would also make
recommendations on what policies should be followed if
substantial industrial restructuring were likely to be required.

- Determined and continuing efforts to broaden, simplify and
increase the efficiency of export incentives and institutions.

- Compensating technical adjustments in the exchange rate to the
extent required, which would partially offset reductions in
import substitute protection of some industries, while increasing
the relative profitability of exports and helping to maintain
balance of payments equilibrium during the reform process.

4.07 Section B of this chapter describes the salient features of the
present import regime and analyses some recent trends. Section C
discusses export policies and incentives. Section D presents some rough
estimates of the structure and level of nominal and effective protection
of manufacturing industry. Sections E and F then discusses the impact of
the trade regime on the performance of the manufacturing sector. Finally,
section G discusses various aspects of policy reform, including issues to
do with sequencing and time phasing and some of the special problems which
reforms would involve in India.

4.08 In the rest of this chapter the effects of the trade regime on
the levels and variability of incentives for manufacturing production are
frequently discussed in terms of the nominal protection of the finished
products and material inputs, and of the effective protection of
processing margins (value added). These concepts are alternatively
referred to as nominal and effective protection rates or nominal and
effective protection coefficients (NPCs and EPCs). A nominal protection
coefficient is the ratio of the domestic price of a good to its world
price, while an effective protection coefficient is the ratio of the value
added in producing the good to value added measured in world prices. Thus
an NPC of 2.10 corresponds to nominal protection of 110% and means that
the domestic price exceeds the world price by 110%. An EPC for a product
of 1.45 corresponds to effective protection of 45%, indicating that the
combined effects of nominal protection of material inputs and of the
finished product has raised the processing margin 45% in excess of what it
would be if the finished product and all the materials inputs were traded
at world prices. Indian tariffs are often redundant in the sense that
domestic prices of many products are well below the levels they could in
theory reach if local firms were to take full advantage of the protective
margin afforded by tariffs. The chapter therefore distinguishes available
nominal and effective protection (i.e. available from tariffs) and
realized. implicit or measured nominal and effective protection, which is
estimated by comparing actual domestic prices with world prices. Finally,
because domestic indirect taxes impinge differently on producers and users
of a given product, a distinction is also made between producer and user
nominal protection. Because nominal and effective protection are not just
theoretical concepts but of crucial practical importance, and are often
misunderstood, in Annex 4.1 they are briefly explained and illustrated
with some Indian examples.
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B. THE IMPORT REGIME: DESCRIPTION AND RECENT DEVELOPMENTS

4.09 This section presents a brief description of and recent
developments in India's trade policies and institutions, as they impinge
on manufacturing, considering in turn non-tariff protection, trends in
non-tariff import controls, tariffs, trends in tariffs and the role of
indirect taxes.

(a) Non-Tariff Protection

4.10 Non-tariff controls have been and remain the principal means of
regulating imports and protecting local industries. These controls
include the import licensing system, canalization, the "actual user"
policy, phased manufacturing programs that provide for progressive import
substitution, industrial licensing, and government purchase preferences
given to domestic producers.

4.11 The import licensing system divides imports into three broad
categories: (i) consumer goods, (ii) capital goods; and (iii)
intermediate raw materials, components, spare parts and supplies. Imports
of consumer goods are generally banned, except for imports by canalizing
agencies of a few products that the Government judges to be essential and
which are not produced locally or in sufficient quantities (e.g., edible
oils, certain drugs and medicines, kerosene, and foodgrains until about
1984)1. Capital goods are divided into a "restricted" category and an
"Open General License" (OGL) category . OGL capital goods can be
imported without a license provided that the importing firm is the "actual
user" of the equipment, and provided that the resulting change in
productive capacity is compatible with the domestic industrial licensing
discussed in the previous chapter. However, an import license is
required for items on the restricted list, and also for any item not on
the OGL list, even if it is not on the restricted list. Finally,
intermediate goods imports are divided into Banned, Restricted and Limited
Permissible categories, plus an OGL category. In principle, intermediate
goods that are not on the first three lists, nor on the separate lists of
canalized items, can be imported without a license. In practice, the
system has not functioned according to this apparent "negative list"
principle, mainly because the lists of controlled items include a number
of very broad catch-all categories e.g., all consumer goods in SKD
condition, all woollen textiles, all synthetic fabrics, all electronic
items "except those on OGL". Consequently, OGL status for intermediate
goods has been limited to items included in the OGL lists, for practical
purposes. As with capital goods, the importer of an OGL intermediate
input has to demonstrate to Customs that he is the "actual user", but
subject to this there is no limit on the quantity that he can import.

1 About the only legally permitted private imports of consumer goods
occur under the baggage rules for air and ship passengers (especially
Indians returning from jobs in foreign countries.)

2 Until 1985 the various lists were published in the April Import and
Export Policy. To promote stability, the April 1985 book was issued to
cover the three-year period 1985-88. However, large numbers of changes in
policies and licensing categories continue to be made and a revised book
was issuec in October 1986. A further 200 changes had been made by March
1987.
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4.12 The import licensing system is discretionary in many senses.
Each application to import is treated on a case-by-case basis. In each
decision, the "sponsoring agency" of each firm must certify that the
import is "essential" and give an "indigenous angle clearance", which
means that a product of satisfactory specifications and quality cannot be
supplied in a reasonable time by an Indian firm. The cost of the domestic
alternative is generally not considered in the decision. The value of raw
material and capital goods import licenses are related to the production
of the firm, and to the capacity approved by the industrial licensing
authorities. There are no preannounced import quotas or predetermined
foreign exchange limits for individual products or industries, although
changing foreign exchange availability is reflected in periodic changes in
the various lists, especially movements of items to or from the OGL lists,
and in the administrative ease of obtaining import licenses. In sum,
import licenses are generally allocated in a non-price, adminstratively ad
hoc manner.

4.13 The 16 canalizing agencies are another means through which the
Government exercises control over imports. These organizations are
designated as the sole importers of products listed in the Import-Export
Policy. The most important canalized products are: crude oil and
petroleum products (by the Indian Oil Corporation); iron and steel,
non-ferrous metals and fertilizers (by the Minerals and Metals Trading
Corporation); edible oils, natural rubber, newsprint cement and sugar (by
the State Trading Corporation); scrap metal (by the Metal Scrap Trading
Corporation). Cereal and cotton imports (canalized by the Food Corporation
of India and the Cotton Corporation of India respectively) used to be
important canalized imports but have now disappeared with the emergence of
exportable surpluses. A number of other products with lower import
volumes are also canalized, including specified chemicals, synthetic
yarns, electronic products and drugs. The canalizing agencies' control
over these imports is nevertheless important for the domestic industries
producing the same products or using them as inputs.

4.14 At present, canalized imports account for about half of total
imports including petroleum oil and lubricants (POL). Non-POL canalized
imports account for about one-fifth of total non-POL imports. In
addition, a number of export commodities are canalized; these account for
about 11% of total exports. They include wheat, cotton, rice, sugar,
salt, castor oil, iron ore, manganese ore, chrome ore, barites and
bauxite.

4.15 Policies on the importing, pricing and distribution of the most
important canalized products are determined and supervised by the
concerned ministries or departments and others by two committees chaired
by the Chief Controller of Imports and Exports. The activities of the
agencies are an integral part of the system of non-tariff discretionary
controls over imports, and subject to the same conflicting objectives and
pressures that impinge on the import licensing system.

4.16 There are a number of additional non-tariff barriers that
restrict the free flow of imports, or would be restrictive if imports were

3 All Indian firms (private and public) are linked to a government
"sponsoring agency." Unless a particular ministry or department is
responsible (e.g., Ministry of Steel and Mines, Ministry of Textiles, or
Department of Chemicals and Petrochemicals), the Directorate General of
Technical Development (DGTD) in the Department of Industrial Development
(Ministry of Industry) is the sponsoring agency.
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not already blocked or impeded by import licensing, canalization or
prohibitively high tariffs. Possibly the most important is the "actual
user" policy, which disallows imports for resale by excluding
intermediaries from importing. This policy was phased in during the 1970s
and became complete in April 1977 with the abolition of the category of
"Established Importers" who were eligible for impart licences. It is a
logical outcome of the desire to control imports , to prevent private
traders benefiting from the scarcity premia that are inherent in the
licensing regime, and to enforce the criterion of "essentiality" in
deciding on applications for import licenses

4.17 The "actual user" policy would prevent most imports of consumer
goods even if the present ban were lifted. As regards raw materials and
components, special import licenses may be issued to allow canalizing
agencies and certain recognized private export and trading houses to
import raw materials and components in bulk for resale to manufacturing
firms. In addition private intermediaries are able to legally bypass
these rules to some extent by acting as agents and combining the import
licenses of a number of firms, or by buying and combining the
replenishment licenses (see para 4.52) obtained by exporters.
Nevertheless, the "actual user" policy greatly restricts imports of
capital equipment and intermediate goods by small and medium firms, and
even by large firms when the quantities required are small, owing to the
high transaction costs of importing on a small scale and the severe
constraints on the means by which imports can be legally undertaken by
intermediaries. Thus, tires have been on OGL since 1978, but there have
been no imports, in part because of very high tariffs (140%), but also
because none of the larger firms in the replacement market (truck owners,
bus companies, etc.) qualify as "Actual Users (Industrial)", while
imports by car and truck manufacturing firms are prevented by "Phased
Manufacturing Programs", which require that they purchase Indian-made
tires. Even with lower tariffs, competitive imports of tires could only
occur if fairly large scale tire dealers or the tire manufacturers were
permitted to import.

4.18 Phased Manufacturing Programs (PMPs) and their accompanying "List
Attestation" procedures are another non-tariff barrier. Under a PMP the
concerned firm agrees to progressively replace imported materials, parts
and components with materials, parts and components produced in-house or
by other Indian firms. The programs typically accompany industrial
licenses in a wide range of industries involving assembly of parts and
components (notably the vehicle, machinery and electronics industries).
In order to ensure implementation of the agreements, the import of all
such parts and components requires prior clearance by the sponsoring
authority for the industry, which attests that the imports are not
included in the list of products that should be locally sourced under the
PMP. These agreements and procedures therefore amount to a separate set
of quantitative import controls which apply to many intermediate products,
including those which appear on OGL lists, and which in theory are
importable without restriction. Moreover, the controls remain
indefinitely, since once the required level of indigenization is achieved,

4 Cheating by intermediaries is more difficult to control than cheating
by manufacturers, who have fixed assets and known locations.

5 By definition, an intermediary importing for resale will find it
difficult to substantiate that the import is "essential."
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surveillance continues to ensure that firms do not reduce the agreed
indigenization levels. Although PMPs in some industries (e.g. the car
industry) are less restrictive than earlier policies requiring more or
less complete indigenization, they are being used with increasing
frequency, especially in new industries such as electronics and as an
accompaniment to the modernizing investments in the vehicle, vehicle
component and machinery industries. In early 1987 it was also announced
that PMPs would be extended to the drug industry. PMPs are thus an
important new development which is running counter to the general trend
toward easing restrictions on imports of intermediate inputs.

4.19 Various aspects of the industrial regulatory system also
constitute significant actual or potential non-tariff barriers.
Applications for industrial licences for new or expanded capacity must be
cleared by the Capital Goods Committee, which scrutinizes the foreign
exchange content of the investment and may reject applications involving
what it regards as excessive foreign exchange outlay or may require local
sourcing of particular machinery and equipment items. In principle, this
may be done regardless of whether the items concerned appear on OGL lists,
so the CG committee is in effect another discretionary non-tariff
line-of-defense that protects the machinery and engineering industries
against competing imports. The capital goods industries are also
protected by technology import policies, under which the allocation of
foreign exchange to pay the royalties and license fees is subject to
case-by-case administrative review. Since technology licenses from
foreign firms are often linked to capital good imports, this process
constitutes a non-tariff barrier to importing the capital goods as well as
the technology. The reservation of particular products for exclusive
production by small scale firms is also an indirect import barrier, in the
sense that import competition probably would not be allowed while
disallowing competition by medium and large Indian firms.

4.20 Finally, in India as in other countries, government purchases
give preference to domestic firms. A price preference equivalent to 25%
of the c.i.f. price of imports plus duties and port charges is given to
domestic suppliers by the Directorate General of Supplies and Disposals,
(DGS&D), which buys supplies (currently about US$ 2.5 billion annually)
for the Central Government and substantial amounts on behalf of state
governments and state enterprises. Since Indian tariffs are high, this is
equivalent to a substantial margin on c.i.f. prices. For example, with a
100% tariff, the DGS&D's preferential margin is equivalent to 50% of the
c.i.f. price, and the domestic suppliers could afford to quote up to 150%
in excess of the c.i.f. price.

(b) Trends in Non-Tariff Import Controls

4.21 The present system of quantitative controls over imports has been
in place since 1956. Since then there have been periods in which controls
were alternatively tightened (e.g., 1956-62, 1968-74) or relaxed (e.g.
1966-68), largely in response to the state of foreign exchange reserves.
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The period beginning with the Import Export policy of 1977/78 to the
present falls in the "relaxation" category, with the exception of 1980/81,
when controls were tightened. The available trade and import license
statistics, do not, however, permit a detailed and reliable quantitative
analysis of the nature and extent of the import liberalization which may
have occured. 6 The following broad assessment is therefore tentative.

4.22 As regards consumer goods, there has been no change in the basic
policy of banning all imports, with a few special exceptions which are
canalized. Furthermore the two important trade policy committee reports
(Alexander Committee 1978, Hussain Committee 1985), and the 1985 Long Term
Fiscal Policy statement all recommended retaining the ban on imports of
consumer goods.

4.23 As regards-caRital-goods, beginning in 1976 there has been a S
steady increase in the number of items on the OGL list, from 79 in 1976
(when the list was first introduced) to 987 in October 1986 (Table T.A
4.1). Most of these changes were made to allow particular domestic
industries (including a number of export industries) to modernize, and OGL
status was usually accompanied by reduced customs tariff rates
("exemptions"). However, most of the machinery put on OGL was not
produced in India, so there was little immediate resulting direct
competition for the established product lines of Indian machinery
industries. For example, in early 1987 the 15 OGL textile items were
mostly new or highly specialized machines (e.g. air jet and water jet
looms) which were not locally produced: importing the great majority of
textile machinery and equipment remained restricted. An exception is the
machine tool industry, where OGL imports of a fairly wide range of
domestically produced machines have been allowed, and where newer more
advanced machines not produced in India and imported under OGL, have
competed with the established product lines of the Indian producers.

4.24 The main impact of imports on the domestic capital equipment
industries in recent years appears to have come not from increases in the
OGL lists, but from reduced stringency in the licensing of imports of the
large majority of machinery and equipment items which remain subject to
discretionary controls. In this regard, the global tender and the project
import policies are potentially of special importance. The "global
tender" policy, introduced in 1978, allows 13 industries (which include
most of the large Indian capital intensive industries such as fertilizers,
electric power, petroleum exploration and production, petrochemicals,
sugar, cement) to call worldwide tenders for capital goods, which are
decided on the basis of c.i.f. import prices plus tariffs versus Indian
bids, irrespective of whether import bans, licensing or indigenization
requirements would otherwise protect the Indian suppliers. Moreover, the
Indian tenderers can import raw materials and components regardless of any
import restriction or indigenization requirement which would otherwise
apply at an import duty rate which does not exceed the rate on capital
goods. In practice, however, this global tendering policy has not been
widely used. Apart from international competitive bidding required by the
World Bank for projects which it finances (which gives a 15% margin of
preference to domestic suppliers), the tendency has rather been to confine
global tendering to those components of a project which the Government

6 The latest available detailed trade statistics are for 1983/84. There
is some incomplete data on the values of import licenses issued, but no
data either on actual imports under various licensing categories or on the
value of OGL imports, except for some estimates of the latter relating to
1980/81 and 1981/82.
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decides cannot be satisfactorily supplied by local firms. This has
generally been done in the context of the project import policy. Under
this policy, which is formally an "exemption" provision of the customs
tariff (see para 4.39 below), imports of machinery and equipment for
industrial and other projects are allowed at reduced import duty rates,
provided that the list of equipment proposed to be imported is first
approved by the relevant sponsoring agency and import licenses are issued.
Particularly since the March 1985 budget when import duties applied to
project imports were drastically reduced, increased approvals of imports
under this facility combined with the reduced import duties appear to have
increased import competition for local engineering industries, especially
firms supplying heavy equipment such as reactors, boilers, generators etc.
to the fertilizer and power industries. In 1985/86, project imports
amounted to 10.7% of total Indian imports, and to 69% of total imports of
machinery, equivalent to about 15% of the value of production of the
capital goods industries. However, these imports are at the discretion of
the licensing authorities, and the present apparently fairly liberal
approvals of import applications could easily be reversed. Customs duties
on machinery imported for projects were substantially increased in the
March 1987 Budget.

4.25 As regards intermediate raw materials, as with capital goods,
since about 1977 there has been a steady increase in the number of
products on the OGL lists and an absolute decline in the number of items
on the various banned and restricted lists. However, it is difficult to
assess to what extent these additions to and subtractions from the various
lists represent trends in the degree of restrictiveness or otherwise of
import controls, especially since the 1978/79 policy changes which
supposedly converted the banned, canalized, and restricted lists from
being positive to negative lists (see para 4.11). Furthermore, for
obvious reasons, simply counting items on lists gives no indication of the
importance of the products involved; for example, changes in product
definitions may mean that a reduction in the number of items on (say) the
restricted list may actually indicate greater restrictiveness if a broad
definition replaces a non-exhaustive list of sub-products with particular
specifications. Despite these difficulties, most informed commentaries on
the trends in import policies agree that some loosening of raw material
controls has occurred in each year beginning with the 1977/78 policy,
except in 1980/81 when controls were tightened. However, more than was
the case with capital goods, the main thrust of these policy changes has
been to ease the supply situation of important non-competitive inputs used
by domestic industries. This intention was explicit in the major
revamping of the control system in 1978/79 following the Alexander
Committee report, in which it was intended that most of the items put in
the OGL category were either not made in India or were not likely to be
made for the coming three years. This intention is also apparent from the
fact that in each year since 1978/79 varying numbers of items have been
removed from the OGL to the various restricted lists on the ground that
domestic products were available. Consequently, the liberalizing trend in
raw material import licensing policies has not led to much direct import
competition for the established product lines of domestic industries, even
though some of the "non-competing" materials or components imported under
OGL may substitute in varying degrees for local products and hence
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indirectly exert some competitive pressure. Such imports are also of
course a potential constraint on the commencement of domestic production
of the same products, but this is modified by the continuing tendency to
remove items from the OGL lists once local production gets started.
Furthermore, the improved accessibility and generally lower cost of
intermediate inputs resulting from the expansion of OGL status increases
the effective protection of the user industries, since the final products
generally remain protected by import licensing. This is all the more the
case, when, as is typical, OGL conditions for non-competing material
inputs are accompanied by special tariff exemptions (see para 4.39). For
example, this combination of policies is currently giving excessively high
levels of effective protection for a wide range of electronic products and
components.

4.26 Another potential source of import competition for domestic
producers of intermediate goods are imports by exporters of products which
are otherwise restricted or canalized. As explained in section C below,
such imports are allowed when the intermediate materials are incorporated
in exported finished products, in addition to which some materials
imported under special transferable "replenishment' (REP) licenses issued
to exporters can be used to produce products sold domestically. Imports
of otherwise restricted intermediate products under REP licenses have
given the import control system a highly desirable degree of flexibility
by reducing the incidence and severity of scarcities resulting from
rigidities and mistakes in the administration of import licensing.
However, the value of such imports of course depends on the level of
manufactured exports, which have grown quite slowly in recent years.
Consequently, since 1980/81 the share of these imports in total non-POL
imports has remained about the same (Table 4.1). Allowing for the fact
that almost half of the value of imports under export-related import
licenses are rough diamonds, while others are agricultural raw materials
such as natural rubber, the potential competition from this source for
local producers of industrial intermediate goods is probably equivalent to
less than 10% of total non-POL imports.

4.27 Apart from licensing, the other major source of direct government
control over imports is through the canalizing agencies. The share of
canalized products in total imports has declined substantially since 1981,
from about 67% in 1980/81 to about 50% in 1985/86 (Table T.A. 4.2--at the
end of the Statistical Appendix in Vol. III), and imports of canalized
non-POL products have declined from about 44% to roughly 22% of total
non-POL imports during the same period. This fall in the shares of
canalized imports was not, however, a reflection of decanalization. It
was almost entirely due to a combination of (a) increased domestic crude
oil production and lower POL imports; (b) the disappearance of grain and
cotton imports referred to earlier; and (c) very large decreases during
the 1980s in the international prices of some of the principal canalized
imports, especially fertilizers, edible oils, non-ferrous metals and iron
and steel. Twenty one items decanalized in April 1985 were mostly of
minor significance, both in relation to imports and to domestic
production.
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Table 4.1
INDIA: Shares in Imports of Value of Less-Discretionary Imoort

Licenses Issued and OGL Imports

% Share of Total Imports
% Share of Total Imports excluding POL
Export Export
Related Automatic OGL Related Automatic OGL

Year Licences Licences Imports Total Licences Licences Imports Total

1980/81 11.3 5.9 6.5 23.7 19.5 10.2 11.3 41.0

1981/82 12.9 8.4 7.9 29.7 20.9 13.5 12.7 47.1

1982/83 13.7 7.9 .. .. 22.6 13.0

1983/84 14.5 8.2 .. .. 21.0 11.8

1984/85 16.2 .. .. .. 21.7

1985/86 14.4 .. .. .. 19.3

Notes & Sources:
Import data from Economic Survey 1985-86 and Trade Statistics (March
1984 issue). Data on value of licences and OGL imports supplied by
GOI. Note that the value of licences issued is not the same as actual
imports under the licence during the year because of normal lags and
changes in plans. The estimate for OGL imports does not include
import of OGL items which are canalized, but does include imports by
Free Trade Zones and 100% export oriented units. The data in the
table is not necessarily consistent with the information on imports of

* canalized items given in Tables T.A. 4.2 and 4.3 since the two
categories overlap, i.e. canalized items can be imported by
manufacturers under export related licenses, while some licenses and
QOGL imports relate to imports by canalizing agencies.

4.28 In order to make a satisfactory evaluation of the extent to which
the licensing system has been liberalized during the past ten years, the
crucial information required is the value of OGL imports with a breakdown
of these imports into products competing and not competing with domestic
production. However, the only available estimates of OGL imports are for
1981 and 1982, when they were respectively 6.5% and 7.9% of total imports
and 11.3% and 12.7% of non-POL imports. In Table 4.1 these estimates have
been combined with the values of export-related and automatic import
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licenses issued,7 to give a rough indication of the volume of imports
which were not subject to order-by-order discretionary import controls.
In 1981 and 1982 it can be seen that these amounted to 23.7% and 29.7% of
total imports, and 41.0% and 47.1% of total non-POL imports respectively.
As noted previously, since 1982 there has been a slight decline in the
share of export-related licenses, in addition to which automatic licenses
were abolished in the 1985/86 import policy, with about 90% of the items
being transferred to the OGL list and 10% to the limited permissible
list. The net effect of these actions, together with the continuing
additions to the OGL lists of capital and intermediate goods, has probably
further increased less-discretionary imports thus defined, but the extent
cannot be quantified owing to the absence on any data on OGL imports since
1981/82.

4.29 Although the percentage of less-discretionary imports to total
non-POL imports of approximately 47% in 1981/82 may seem high, it would be
a mistake to interpret this as an indication of the value of imports in
direct restriction-free competition with Indian manufacturers. In fact
the share of truly unrestricted imports directly competitive with domestic
manufactured products was probably confined to a small part of OGL
imports, probably equivalent to five percent or less of total non-POL
imports. First, as already noted, most of the products on the OGL lists
and at least half the value of those imported under the export-related
licenses, are not directly competitive with local manufactured products.
Second, REP and imprest licenses, which are the largest component of the
export-related import licenses, and which allow the imports of otherwise
restricted and canalized items, in the case of REP licenses typically sell
for premiums in the domestic market, indicating that the licensing
controls are binding since buyers are willing to pay prices in excess of
the duty-inclusive cost of these imports. Third, another portion of the
export-related licenses are duty-free and are tied to the production of
exports, the same locally produced materials typically selling for much
higher prices when sold domestically. Fourth, automatic licenses have
been classified as "less-discretionary" only in the limited sense that
once permission to import these restricted materials was obtained, renewal
of the import was facilitated by basing it on production and imports
approved in previous years. For reasons given earlier, the share of
unrestricted competitive imports has probably increased since 1981/82, but
in all probability remains extremely low. This impression is partially
confirmed by a 1986 survey of 32 firms in the engineering industry which
according to public discussion in India was subject to intense import
competition during this period. With only a few exceptions (notably some
machine tool producers), these firms said that none of their products were
subject to competition from OGL imports, even through many were affected
by more intense competition from other domestic producers, and some by
imports under the discretionary import procedures for new and expansion
projects.

7Automatic licenses provided the annual requirements of specified
non-OGL raw materials of manufacturing firms. They were issued annually
on the basis of past consumption so that firms would not need to apply for
a separate license for each import order.
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4.30 That the trade control system has permitted a relatively low
share of unrestricted competitive manufactured imports is also apparent
from a study of 132 products produced in 1980/81 by firms reporting to
DGTD. These products, which accounted for about 30% of total ASI
manufacturing production of internationally tradeable products, were
classified according to their import licensing status in 1980/81. The
results were as follows:

Licensing Status % Share of Production
Non-permissible 27.2
Limited permissible 23.8
Canalized 18.9
Automatic permissible 16.2
OGL 14.0

Total 100.0

In the light of the previous discussion, the share of production in that
year apparently subject to OGL import competition may seem high, but this
must be qualified by noting that the proportion of DGTD products with OGL
import conditions was likely to have been much higher than for a
manufacturing as a whole because there were practically no OGL products in
the case of major industries reporting to other sponsoring agencies,
notably textiles, fertilizers, steel, and petroleum products.

4.31 A similar general point also comes out clearly if manufactured
imports are compared with the value of production of the corresponding
manufacturing sectors. In 1982, the percentage of the total of such
imports to total production was 13.6% (Table 4.2), but of the 11 sectors
with import ratios exceeding 10%, all or most imports in 8 were fully or
predominantly canalized (cement and plaster, edible oils and fats, paper
and paper products, fertilizers and pesticides, iron and steel, ferro
alloys, non-ferrous metals and refined petroleum products). Leaving out
the basically canalized imports relating to these sectors, the remaining
imports were less than 10% of the industrial production of the
corresponding sectors and were heavily concentrated in the machinery,
chemicals and a residual set of miscellaneous industries. In a number of
large sectors, including leather footwear, glass and glasswear, processed
foods, drinks and tobacco products, wood and wood products, rubber
products, textiles and garments, imports were negligible.

(c) Tariffs

4.32 The Indian tariff consists of: (a) basic customs duties, mostly
ad valorem, applied to the c.i.f. price of the import; (b) an auxiliary
duty applied to the c.i.f. price; (c) "additional" ("countervailing")
duties equivalent to excise taxes imposed on locally produced products,
applied to the c.i.f. price plus the basic customs duty and auxiliary
duty. The basic ad valorem duties range from zero to 300%; the general
auxiliary duty is 40%, but with simplified exemptions introduced in the
1985/86 budget, can be reduced to 25% or zero. At first glance the tariff
schedule appears very simple, with quite uniform basic customs duties in
individual chapters and a desirgble degree of transparency owing to
relatively few specific duties . In practice, tariff-based protection

8 For example, of 294 6 digit tariff positions in Chapter 29 (organic
chemicals), for 279 the tariff (basic plus auxiliary) is 140%, for 8 it is
190%, for 4 it is 100%, and there are only 31 specific duties.
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Table 4.2

INDIA: Imports Competitive with Manufacturing Sectors
Producing Internationally Tradeable Products. 1982

Imports Value of Imports as
c.i.f. output % of

Product Rs Million Rs.Million outout

Leather footwear -- 1,459 0.0

Metal Products 1,155 16,522 7.0

Glass and glassware 186 12,565 1.5

Cement and plaster 730 6,957 10.4

Edible oils and fats 6,880 23,516 29.2

Processed foods 1,967 70,468 2.8

Drinks and tobacco products 11 13,637 0.1

Wood & wood products 20 3,367 0.6

Paper & paper products 2,454 12,565 19.5

Rubber products 222 13,127 1.7

Fertiliser & pesticides 5,236 28,078 18.6

Chemicals 8,003 70,324 11.3

Iron & steel 11,902 81,053 14.7

Ferro alloys 133 1,195 11.1

Non-ferrous metals 3,971 10,185 33.8

Textiles 967 90,742 1.1

Garments 2 6,582 0.0

Machinery 19,807 124,167 16.0

Refined petroleum products 14,532 53,703 27.1

All other (residual) 12,340 27,370 45.1

Total 90.518 667.582 13.6
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is complex in the extreme, owing to the large number of "exemptions" (zero
or reduced rates) that must be traced separately for all three
components. The 1987/88 budget also introduced specific duties for a
number of important steel and chemical products.

4.33 It is difficult to generalize about the level and structure of
Indian tariffs because of the proliferation of exemptions. However, the
general level of duties is undoubtedly extremely high in absolute terms
before allowing for exemptions. Counting only the basic and auxiliary
duties and leaving out countervailing and specific duties, the unweighted
average tariff for all BTN positions in 1986 was 137.6%, with 59% of all
tariffs clustered in a range of between 120% and 140%, 8.5% exceeding
200%, and only 2.4% less than 60% (see Table T.A. 4.4) . Allowing for the
iiinority of exemptions that can be quantified reduces average tariffs

* somewhat, (123.6% for all BTN positions, and 121.7% for manufactured
products) but they are still high.

4.34 Indian tariffs are much higher than tariffs in other developing
countries. In a sample of 10 countries including a number with relatively
large internal markets and diversified industrial structures, such as
China, Mexico and Turkey, India had by far the highest average tariff on
manufactured goods (Table 4.3). Except for China and Bangladesh, the
other seven countries had mean tariffs of less than 40% and 30%. Average
Indian tariffs were also clearly higher than in the other countries when
intermediate, capital and consumer goods were distinguished. In
particular, the mean Indian tariff for intermediate goods was about 25
percentage points above the next highest (Bangladesh.)

Table 4.3

INDIA: Cross Country Comparisons of Tariffs on Manufactured Goods
Unweighted Mean and Standard Deviation of Tariffs and Duty Collection

Rates
(% ad valorem)

Intermediate Capital Consumer Manufacturing Import I)uty
Goods Goods Goods Sector Collect-ion

Mean Std.Dev Mean Std.Dev Mean Std.Dev Mean Std.Dev Rates

Argentina 21.2 15.3 25.0 12.6 21.9 8.0 22.9 14.3 13.8
Bangladesh 97.9 60.0 80.5 18.1 116.1 82.0 100.8 67.3 15.0
China (PRC) 78.9 55.7 62.5 47.8 130.7 66.9 91.2 63.4 n.a.
Hungary 14.2 27.3 14.0 51.4 22.6 17.5 20.9 15.0 7.0
India 123.0 46.8 114.5 54.8 128.5 32.6 121.7 46.6 41.3
Mexico 23.5 16.3 23.5 17.3 32.2 26.4 24.7 19.0 6.8
Morocco 21.6 16.9 18.1 12.0 43.0 20.5 27.8 20.4 16.6
Thailand 27.8 20.4 24.8 16.2 48.5 38.7 33.5 28.6 12.5
Turkey 29.4 25.0 34.9 18.3 55.3 40.6 37.1 30.9 7.0
Yugoslavia 18.0 4.9 20.7 4.2 20.0 6.4 19.0 5.5 1Q.9
Sources and Notes: World Bank SINTIAl Country Tariff files. The Indian tariffs are
for 1986. They allow for quantifiable exemptions but do not include specific or
countervailing duties. The import duty collection rates are from Table T.A. 4.6 and
include all import duties, including countervailing duties in the case of India,
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4.35 Weighted by imports, however, average tariffs are considerably
lower. For ten manufacturing sectors in 1986, the import-weighted tariff
with quantifiable exemptions was 90.7% (Table 4.4). This tendency also
shows up clearly when unweighted tariffs are compared with import duties
collected as a percentage of imports. In 1984/85 the duty collection rate
on total imports (including countervailing and specific duties) was 41.3%
and on non-POL imports it was 57.3% (Table 4.5). Excluding edible oils,
fertilizers and precious stones, in addition to POL imports (all of which
were subject to low tariffs or were exempt), the average duty collection
rate on all other imports was 78.9%, and about 82% if adjusted for duty
free imports used as inputs into exports (Table T.A. 4.5). These
differences point up the "made to measure" nature of Indian import
licensing and tariff policies, under which imports of products not made in
India, are allowed (often under OGL) and lower tariffs charged, whereas
imports are typically blocked or restricted and high tariffs maintained if
there is local production capacity. Nonetheless, duty collection rates
are extremely high by international standards. For example, comparing
India with eight of the other countries listed in Table 4.3, the Indian

Table 4.4
INDIA: Average Customs Tariff Rates for Manufacturing Sectors in 1986

Weighted by 1983/84
imports (c.i.f. prices)

Manufacturing Without With quantifiable
Sectors exemptions exemptions

Food beverage and tobacco 231.4 168.2
Textiles and leather 155.1 146.7
Wood products 79.0 48.3
Paper and printing 114.3 99.1
Chemicals 127.5 114.1
Refined petroleum products 140.0 0.0
Non-metallic minerals 135.6 120.0
Basic metals 171.6 143.6
Machinery & metal products 134.8 122.8
Other 110.4 100.1

Average 147.0 90.7

Source: SINTIAI File.

Notes: "Average Customs Rates" are the sum of the ad valorem basic
and auxiliary duties and do not include countervailing
(additional) duties. They also do not include the
(relatively few) specific duties. Only about 30-40% of
exemptions could be quantified, i.e. associated with reduced
tariff rates for particular BTN (Brussell Tariff
Nomenclature) products.
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duty collection rate of 41.3% in 1984/85 was two and half time the next
highest rate (16.6% in Morocco) and four times the simple average (10.8%)
of the rates in the eight countries (Table T.A. 4.3). Despite this,
relative to GDP, the customs duty collected in India was not
proportionately higher than in the other countries because of the low
share of Indian imports in GDP. Indeed the customs to GDP ratio in India
was less than in Morocco and about equal to the ratios in Bangladesh and
Thailand.

4.36 The large differences between import duty collection rates and
average tariffs also indicate the importance of non-quantifiable
exemptions. On imports in 46 categories (accounting for approximately 95%
of total imports) in 1983/84, the import-weighted average import duty rate
with quantifiable exemptions was approximately 80%, whereas actual
collections were only 31% of the same imports. Similar (and mostly large)
differences exist between average duties and collection rates for all
except two of the commodity groups distinguished. If specific duties and
countervailing duties had been included in the average tariffs, the excess
of rates of duty over collection rates would be even much greater.

4.37 In many countries, tariffs tend to increase with the degree of
processing, with the result that the effective protection available from
tariffs is generally higher than the nominal protection to output. The
available effective tariff protection thus tends to increase with the
various stages in the processing chain. Before exemptions, Indian tariffs
are also escalated but less than in many other developing countries. This
can be seen from the following total-supply-weighted average basic customs
tariffs for 1982.

Percent
19 Primary product sectors 41.7
6 Semi-processed product sectors 65.5
53 Processed/finished product sectors 86.4

Moreover in 1986 unweighted average tariffs (basic plus auxiliary duties
with quantifiable exemptions) for intermediate goods (123.1%) and for
consumer goods (128.5%) were about the same, while average tariffs for
capital goods (114.5%) were only slightly lower, in marked contrast to
some developing countries where tariffs on intermediate and capital goods
are considerably lower than tariffs on consumer goods. Thus, if the basic
customs and auxiliary import duties were the sole determinants of nominal
protection, then the extreme escalation of effective protection and
conversely the relative disprotection of activities for which input
tariffs are higher than output tariffs would be less of a problem in India
than elsewhere.

4.38 There does, however, seem to be a fairly high incidence of both
reverse and positive tariff escalation, despite the apparently moderate
escalation of tariffs along product chains. In particular, many of tariff
exemptions have undoubtedly been escalation-increasing on balance, e.g.
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in the electronics, vehicle and chemical industries. In addition, reverse
escalation (industries with markedly higher nominal tariff protection on
their inputs than on their outputs) is particularly likely to occur when
countervailing duty and excise duties on iaputs are not rebatable and
sales taxes are high, as discussed later.

4.39 Many exemptions (about 30-40%) apply to all imports coming under
particular BTN tariff positions, and have been quantified in analysing the
structure and level of tariffs. The majority of exemptions are, however,
introduced to enable particular industries or even individual firms to
obtain their intermediate inputs or capital equipment at lower cost, e.g.,
exemptions introduced in 1979 and again in 1985 for items-used in the
leather industry; in 1983, 1984 and 1987 for materials components and
parts used in the electronics industry; in 1983 and 1984 for components
used in the assembly of fuel efficient vehicles. Other typical examples
are ball and roller bearings of particular specifications, ammonia and
phosphoric acid when used for fertilizer production, and stainless steel
of different specifications when used for specified purposes. A
particularly important set of exemptions provides for reduced duties on
imports of machinery and equipment required for projects, defined as "the
setting up... or substantial expansion" of industrial and specified other
plants. Between March 1985 and March 1987, these duties (including
countervailing duties) were zero for fertilizer projects, 25% for power
projects, and 55% for other projects. In the 1987/88 Budget, the tariff on
fertilizer equipment was increased to 15%, and the tariff on equipment for
general projects was increased to 85%, while tariffs on most general
industrial machines were brought down to 85%. These changes introduced an
important and highly desirable element of uniformity into machinery and
equipment tariffs, even though imports of machinery not subject to the
general industrial machinery rate of 85% are subject to tariffs which can
vary (partly depending on other exemptions) from about 15% to over 240%
before adding countervailing duty.

4.40 As a result of such specific exemptions, the identical product is
frequently subject to widely varying import duty rates according to which
firm or industry uses it, and for which purpose. This potentially
generates large rents for the recipients of the exemptions. It also opens
up profitable opportunities for reselling products imported with low
duties to buyers who can only import at high duties or must buy in the
local market at protection-inflated prices. Detailed controls and checks
are required to prevent this kind of arbitrage and ensure that the imports
at concessional tariff rates are actually and fully used for the special
purposes for which the concessions were granted. Why such controls are
needed can be seen from the example of stainless steel tariffs given in
Annex 4.2.

9 Some important recent exemptions, notably the 1985 exemptions related
to fertilizer supply and power generating equipment, have in some cases
forced local firms to compete with imports over reduced or even zero
tariffs, while paying for higher protection on their own inputs.
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4.41 For this reason the administration of the customs tariff relies
to a laf&e degree on the import licensing controls and the "actual users
policy , and in addition involves special administrative quantitative
controls of its own. For example, under the provision for duty
concessions for importing components of fuel efficient vehicles, the
exemption notification provides for administrative approval of the
components to be imported, surveillance of how they are used, and fuel
efficiency tests. Likewise, approval of the machinery to be imported,
import licenses and subsequent surveillance are required for project
imports at concessional rates. Other exemptions provide for prior
approval of the imports by DGTD or some other government authority,
supervision of the manufacturing process by a customs official or some
other means of checking on the use of the material, and for a bond to
guarantee payments of the difference between the preferential and the
normal customs duties if the material is not used in the required manner.

(d) Trends in Tariffs

4.42 Over the past ten years, the general level of tariffs has
increased, although the existence of and changes in exemptions makes
quantification difficult. A comparison of 46 chapters of the Tariff
Schedule in 1977 and 1982 found that the average schedule tariff (basic
plus auxiliary) increased in every case when weighted by imports, and in
every case except one taking simple averages of those items for which
there were imports in both years. For most chapters the increases were
between 10 and 20 percentage points, and in several the average increase

- - was about 30 percentage points. The principal reason for these
across-the-board increases were increases of 15 percentage points in the
standard auxiliary duty rates. There were also some large increases in a
number of basic customs duties. This trend continued in the 1983, 1984,
and 1986 budgets, with auxiliary duties increasing in two steps by a
further 10 percentage points, bringing the standard maximum rate to 40%
compared with 15% in 1979. In addition, basic customs tariffs continued
to rise for a number of important product groups, including chemicals,
synthetic fibers and non-ferrous metals.

4.43 Over the period, there was also a steady increase in the number
of products subject to reduced duties under exemptions, but except in the
1985 budget, it seems unlikely that the general tariff-reducing impact of
these new exemptions outweighed the increases in general rates, especially
in the auxiliary duties. In fact, except for imports which were totally
exempt from auxiliary duties, increases in auxiliary duties were
automatically applied to partially exempt imports. Consequently the
customs duties applied to imports subject to exemptions have been
increasing along with the general level of import duties.

4.44 Corresponding to the tariff increases which have occured over the
past ten years, there has been a very large increase in average duty
collection rates, which on total imports more than doubled, increasing
from 23.3% in 1977/78 to 60.6% in 1986/87 (Table 4.5). The increase has
been particularly dramatic since 1984/85, in part because of a big
increase in the incidence of specific duties on crude oil imported at much
lower prices. However, collection rates on non-POL imports also increased
very substantially, and in 1986/87 were more than double their level
during the second half of the 1970s.

lOFor example, a firm which illegally resells its concessional imports
would be breaking the actual user policy and would be penalized
accordingly.
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Table 4.5

INDIA: Import Duty Collection Rates
(percent)

Import Duty Collection rates for
Petroleum Total
oil products minus POL imports as

Total & lubricants POL % of total
Imports (POL) imports imports imports

1974/75 25.9 8.2 32.0 25.6
1975/76 23.7 10.5 27.7 23.3
1976/77 26.2 8.4 33.1 27.8
1977/78 23.3 7.4 28.9 25.7
1978/79 30.9 11.3 37.3 24.6

1979/80 29.6 6.5 42.8 36.2
1980/81 25.8 6.9 39.5 41.9
1981/82 30.7 5.5 46.3 38.2
1982/83 34.8 4.6 52.6 38.9
1983/84 34.4 4.5 47.7 30.6

1984/85 41.3 6.5 57.3 31.5
1985/86 48.5 18.7 58.5 25.3
1986/87 60.6 45.2 62.9 13.0
Note: Imports are Rupee values in c.i.f. prices.

4.45 Although the rising average level of tariffs since 1978 has been
accompanied by a steady increase in products under OGL, it should not be
interpreted as an upward adjustment of tariffs on imports freed from
licensing, in order to maintain protection of competing domestic
industries. As mentioned before, most items (especially machinery) moved
to the OGL lists were not produced in India, and these also were the
products to which many of the tariff reductions were applied, the purpose
being to reduce their costs and encourage the modernization and
development of the industries which use them. The great majority of
products on which tariff levels increased were yot on OGL and were and
remain protected by import licensing controls. The principal purpose
of the tariff increases was to produce increased tariff revenue from
imports, but in addition it has had the effect of reducing the excess
demand for imports, often to zero in the many instances of redundant
tariffs, thereby relieving the pressure on the import licensing system in
allocating foreign exchange. At the same time the quota rents of
importing firms have tended to fall, unless they benefit from special
tariff exemptions. The increase in the average level of tariffs therefore
provides an improved starting point if the Government were to adopt a more
general policy of removing quantitative import controls.

4.46 On the other hand it is not surprising that the increased
tariffs have led to increased pressures for special exemptions by user

11 The exceptions are some machine tools, pesticides, and chemicals.
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industries which, when granted, have created new potential sources of
quota rents and new administrative controls. Moroever, the higher general
level of tariffs and the greater importance of exemptions have increased
the degree and incidence of positively escalated tariffs. The trend away
from tariff uniformity has also increased the incidence of negative tariff
escalation, especially if allowance is made for products not produced in
India and which are subject to low or negative effective protection, due
to low or moderate tariffs on their output under exemptions, but higher
tariffs on their inputs. More generally, the increased general level of
tariffs and the greater dispersion resulting from exemptions has increased
the variability of available effective protection and has correspondingly
increased the inefficiency with which the tariff system allocates
resources, and to this extent would increase the difficulty of moving to a
more uniform system of protection.

(e) The Role of Domestic Indirect Taxes in the Trade Regime

4.47 Domestic indirect taxes--notably excise taxes, sales tax and
octroi--also affect the nominal protection that is available to local
producers, and the nominal protection faced by buyers, including
manufacturing firms for their raw material and other inputs, and for their
capital equipment.

4.48 Countervailing duties, which are the same as the corresponding
domestic excise duties, are mostly within a range of about zero to 30%.
However, there are a number of considerably higher ad valorem rates as
well as many specific rates, some of which are equivalent to very high ad
valorem rates, (e.g. on synthetic fibers and yarns, tires, air
conditioners). As noted in Chapter 3, most of excisable goods are subject
to MODVAT, which also applies to the countervailing duty component of
import duties. There is both a central government sales tax, which
applies to interstate sales, and state sales taxes which apply to
intrastate sales and vary between states (nearly all sales taxes are ad
valorem). As regards raw materials and intermediate goods used in
manufacturing, most central and state sales tax rates are about 4%, but
sales taxes on finished products (including industrial machinery), and
their components tend to be higher (e.g., rates of 6, 8, 10, and 15 are
common). Likewise, octroi taxes levied on goods carried by commercial
vehicles vary according to the product and the municipality which imposes
them, but are most frequently about 2%.

4.49 For an import competing manufacturer, the net protective effect
of customs duties and indirect taxes varies according to whether he is a
seller of the product in question or uses it as an intermediate input.
The interactions between customs duties and indirect taxes are quite
complex; the outcomes for some typical rates are given in Table 4.7, which
brings out the following major points:

- Without the MODVAT offset, user nominal protection (i.e. the
effective cost of an input compared to what the cost would be
without any intervening customs duties or indirect taxes) is
higher (and can be considerably higher) than the import duty rate
(customs plus auxiliary duty). This is because the
countervailing duty and octroi are charged on top of the
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duty-paid price of the import and so the incidence with respect
to the c.i.f. price is magnified. In the example, with customs
duties of 140%, the 20% countervailing duty is equivalent to 48%
of the c.i.f. price, and octroi of 2% is equivalent to a
non-negligible 4.8% of the c.i.f. price. The combined effect is
to increase the cost to the buyer by approximately 186% of the
landed duty free price.

With MODVAT, the user nominal protection rate is lower and
generally quite close to the import duty rate.

Because of domestic sales taxes, the available nominal protection
of import-competing producers of intermediate inputs and capital
goods is less than customs tariffs. This is because no sales tax
is paid by purchasing firms which import on their own account,
where it has to be paid by Indian manufacturers competing with
these imports. Because the sales tax is related to domestic
prices, it is generally higher in relation to c.i.f. prices. For
example, if the domestic price (inclusive of excise) is 150%
above the c.i.f. price, a 4% sales tax is equivalent to 10% of
the c.i.f. price, and a 10% sales tax is equivalent to 25% of the
c.i.f. price.

Table 4.6
INDIA: Illustrations of Combined Effects of Customs Duties and

Indirect Taxes on Nominal Protection

Customs duties Customs and Nominal Protection (%)
(basic plus countervailing Without With
auxiliary %) duties (%) Modvat Modvat

Example 1
Producers 30 - 23 23
Users - 56 57 32

Example 2
Producers 60 - 51 50
Users - 92 92 61

Example 3
Producers 100 - 88 87
Users - 144 139 101

Example 4
Producers 140 - 125 124
Users - 188 186 140

Notes: How these nominal protection rates are calculated is shown in the
example worked through in Table T.A. 4.7. In all four examples the
following indirect tax rates are assumed: Countervailing (=excise),
20%; sales tax, 4%; octroi, 2%. Unloading and customs clearance is
assumed to be 4% of the c.i.f. price. To simplify, delivery costs from
the port and from local manufacturers to the buyer (assumed to be
another factory purchasing an intermediate raw material) are ignored.
Nominal protection is the percentage excess of the domestic price over
the l.d.f. (landed duty free) price.
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For consumer goods or other goods, which in other countries would
normally be imported by an intermediary, available producer
nominal protection would be about the same as customs duties.
Under present sales tax laws, the importer would be subject to
sales tax and hence the competing local manufacturer would be at
no disadvantage. However, as noted previously, imports of most
consumer goods are banned, and imports by intermediaries (except
by canalizing agencies) are also not allowed.

- If MODVAT does not apply, user nominal protection for a
particular good is generally considerably higher than producer
nominal protection. This is especially true of capital
equipment, for which there is no MODVAT credit, and which often
carries relatively high rates of sales tax (e.g. 8-10%).

If MODVAT applies, user nominal protection for a particular good
is still generally somewhat higher than producer nominal
protection because of sales tax. The introduction and extension
of MODVAT nevertheless represents a major rationalization of the
tariff system by eliminating most of the large gap which would
otherwise exist.

C. EXPORT POLICIES AND INCENTIVES

4.50 As with imports, exports are subject to a licensing regime which
is intended to serve a variety of purposes. A number of primary and some
manufactured products have been subject to export restrictions of varying
intensity in order to keep domestic prices below world prices. The export
controls are also used to implement canalization of some exports, to
regulate exports of products subject to quotas in importing countries, to
enforce minimum export prices, to help control underinvoicing, to
reinforce health and quality inspection of exports, and more generally (as
is the case with import controls) to support a variety of domestic
regulatory controls. However, the main thrust of export policies has been
to promote, not restrict exports. Accordingly, with a few exceptions
(e.g. cotton, cotton yarn, tea, hides and leather) in recent years, export
licensing has not been a serious deterrent to exports, especially
manufactured exports. Furthermore, starting in 1976, export taxes which
previously applied to 25 commodities have steadily removed and now apply
to only three. In addition, for many years the Government has recognized
that manufacturers would not export on any significant scale to the highly
competitive world markets without special assistance to offset the higher
cost and other disadvantages of operating in the protected and controlled
domestic market. Accordingly, a wide variety of export incentives and
institutions have been established.

4.51 The Indian interventions on behalf of manufactured exports, which
probably are more numerous and more complex than in any other country, can
be classified under six broad headings: (a) special facilities to make the
material inputs needed by exporters available, and at reduced cost; (b)
free trade zones and bonded manufacturing; (c) subsidies on domestic raw
materials; (d) facilities for making the required machinery and equipment
available, and at reduced cost; (e) incentives for and assistance with
export marketing; (f) profit tax and credit subsidies. For at least ten
years, and with renewed emphasis since 1985, the Government has been
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increasing and extending these incentives and attempting to improve the
efficiency of their administration in order to raise the growth of
manufactured exports.

4.52 Special Facilities for Material Inputs: Availability and prompt
delivery of the kinds and qualities of raw materials needed, at
competitive prices, is a key requirement for successful exporting. All
countries that export manufactured goods operate special mechanisms to
achieve these ends, at the very minimum to ensure that inputs going into
exports are not loaded with domestic indirect taxes. In an economy such
as India with import controls and high tariffs, both the availability and
price of intermediate inputs are serious problems. The earliest and still
the principal method of dealing with this problem in India is special
import licenses for exporters (known as replenishment (REP) and imprest
licenses), combined with duty drawback and cash compensation. The REP and
imprest licenses allow the exporter to import certain restricted raw
materials and components, up to specified percentages of specified
exports. The imports pay normal customs duties, but refunds can be
claimed through the duty drawback scheme. Imprest licenses are issued on
the basis of export contracts or on past export performance, and the
materials must actually be used in the exports. REP licenses are issued
against actual exports after they have taken place, and to the extent that
imported materials are not required, the REP entitlement can be legally
sold on the open market. During the 1970s, because of the
price-increasing effects of import controls and foreign exchange
rationing, REP licenses often could be sold at high prices ("premiums").
These constituted a substantial export incentive, provided the materials
incorporated in the exports actually could be obtained at reasonable
cost. During the 1980s, REP premia have declined substantially, probably
due to the steadily increasing level of customs duties but also because of
some relaxation of the severity of import controls and the increased
domestic production of some materials.

4.53 In addition to the refund of customs duties on imported
materials, the drawback scheme also allows for refunds of excise, sales
and other indirect taxes included in the cost of domestically purchased
raw materials. This is supplemented by the Cash Compensatory Support
(CCS) scheme, which in principle compensates the exporter for other
domestic taxes, such as, for example, excise duties and sales taxes
included in the cost of electricity. Cash Compensation involves the
largest single direct budgetary outlay in support of exports.

4.54 A problem with imports under REP or imprest licenses followed by
drawback is that, given the high levels of many Indian customs duties,
exporters tie up considerable working capital, especially if there is any
delay in obtaining the drawback refund. To reduce this problem, schemes
were introduced for duty free imports of raw materials. The earliest of
these schemes is a provision for duty-free (but not transferable)
replenishment licenses for a small list of exports and associated raw
materials. The most important, however, is the advance licensing scheme
introduced in 1978, under which specified materials can be imported duty
free on the basis of export orders. In order to streamline advance
licensing procedures, a new Import-Export Passbook Scheme was announced in
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April 1985, but as of early 1987 the scheme was still encountering
teething problems and was not widely used. In March 1987 a series of
changes in this scheme were announced which were intended to broaden it
and increase its flexibility, thereby making it more useful for
exporters. Finally, there is a scheme under which "Special Imprest"
licenses are available for duty free imports of raw materials by Indian
firms supplying projects in India subject to international competitive
bidding (e.g. World Bank financed projects).

4.55 In 1985/86 export-related import licences issued'2 amounted to
19.3% of non-POL imports and 27.5% of non-POL exports. About 45% of the
total value of these licenses in recent years have been for the import of
gems and jewelry, mainly rough diamonds for the diamond export trade; the
remainder are equivalent to about 14% of exports excluding POL and jewelry
exports. Although duty free import licenses would appear to be more
attractive to exporters than dutiable licences cum drawback, the use of
duty free licenses has grown quite slowly since their introduction in
1976, and in 1986 they accounted for only about 18% of the value of total
export-related licenses issued. The balance was accounted for by REP
licenses (52%), imprest licenses (27%) and "additional" (special dutiable)
licenses issued to trading houses and export houses-(4%). In part the
slow growth in duty free licenses reflects the flexibility of REP
licenses, improvements in drawback administration and reduced delays in
receiving refunds.

Table 4.7
INDIA: Values of Ex.ort Related Licences Issued

(Rs. billion)

1980/81 1981/82 1982/83 1983/84 1984/85 1985/86

Advance (duty exempt) 1.3 3.1 2.8 2.5 4.1 4.4
Special imprest (duty exempt) .. .. .. 0.1 3.0 3.7
Imprest .. .. 4.3 8.4 6.8 6.6
Additional .. .. .. 1.8 1.2 1.0
Replenishment (REP) .. .. .. 10.1 12.8 12.8
Total 14.2 17.6 19.6 22.9 27.9 28.5
of which for gems & jewelry 4.7 6.1 7.9 10.5 11.5

Total excl.gems & jewelry 9.5 11.5 11.7 12.4 16.4

4.56 There are serious limitations in the scope and effectiveness of
the schemes described so far. In part these are due to the controls
imposed to prevent illegal resale or diversion when materials which are
scarce and expensive in the domestic economy can be imported free of all
customs duties. However, even with the present protected and controlled
environment, it should be possible to introduce substantial improvements.

Excluding "special imprest" licences which are related to the supply
of domestic projects, not exports.



- 148 -

4.57 Under the duty-free schemes, some imported inputs are not allowed
to exporters or are available only with expensive bank guarantees.
Procedures connected with Advance Licenses are slow and cumbersome and
tend to be expensive for firms to use. The inability to obtain imported
inputs through middlemen with bonded warehouses makes importing
impractical and overly expensive for a great many exporters, especially
the smaller firms. Only the schemes based on past performance are meant
to provide automatic access to imported inputs and they are limited to
particular categories of established exporters. Until March 1987, the
Pass Book Scheme was experiencing start-up problems; it only covered
manufacturers who had exported the same product for at least three years
and thus did not cover other important groups of exporters. Small and new
exporters remained poorly served. So were Trading Houses and other
merchant exporters, as well as established manufacturer-exporters
diversifying into different export products and exporters trying to expand
rapidly on the basis of buyers' orders. Most important of all, most
indirect exporters (such as suppliers of inputs and final products and
subcontractors to exporters) were not covered at all. The changes
announced in the advance licensing and Pass Book Schemes in February and
March 1987 were intended to reduce some of these deficiencies, but how
effective they will be remains to be seen.

4.58 The duty drawback (DD) and cash compensatory support schemes
(CCS) are deficient as well. Some aspects of their procedures and
administration are generally slow, cumbersome and involve expenses by
exporters. Duty drawback based on an individual firm's own coefficients
(Brand Rate, Special Brand Rate), including establishment of the rates,
can take up to three years. Duty drawback at present does little to
offset high prices brought about by protection. Many manufactured
products, most of them intermediate goods, do not qualify for any CCS at
all. For some others, the actual level of rebate provided falls short of
ensuring a full rebate of duties and indirect taxes paid, especially if
taxes on inputs into inputs are taken into account. As a net result of
these various schemes, while some direct exporters have access to some
inputs at something close to world prices and quality, in general,
coverage of exporters and inputs is far from complete or automatic, and
for many inputs, competitive world prices and quality are not obtained.

4.59 Free Trade Zones and Bonded Manufacturing: In addition to the
various special import licenses available to exporters, the Government
also makes use of free trade zones (FTZs) and bonded manufacturing. So
far, there are two FTZs in operation (established in the early 1960s and
early 1970s) and four more are being launched. The bonded manufacturing
scheme (known as the "100% Export Oriented Unit" (EOU) scheme) was
introduced in 1981 and as with FTZs, the EOUs (manufacturing firms
operating all or part of their factory under customs supervision) are
treated as operating outside the domestic tariff area, and hence have the
right to import all their requirments (including capital goods and spare
parts as well as raw materials) free of import licensing controls and
import duties. However, significant deficiencies are preventing the
achievement of the export potential offered by the bonded export-oriented
units (EOUs) and the FTZs. The EOUs are hindered by an onerous and
obsolete customs control system, by excessive and unnecesary bonding
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requirements, and by excessive regulatory restrictions on their
flexibility. The FTZs to a lesser extent are also subject to complex
procedures and paperwork, and are burdened with competing objectives. The
restricted incentive package and under-funded, decentralized promotion
have resulted in few foreign firms locating in the zones.

4.60 Subsidies on Domestic Raw Materials: There are also schemes for
refunding to exporters the difference between the domestic and world
prices of Indian materials. The most important is the International Price
Reimbursement Scheme for steel (IPRS) which was introduced in 1981 and
is financed by a charge added to the controlled prices of basic steel
products. In 1986 this scheme was extended from basic steel products to
alloy steels. There is also a similar subsidy scheme for natural rubber
administered by the Rubber Board, which controls domestic rubber prices at
about 80% to 100% above world prices. In 1986 it was announced that
reimbursement schemes would be also developed for other important raw
materials, such as aluminum and copper. Aside from basic steel products
and reasonably homogenous commodities such as aluminum ingots, for which
domestic prices are fixed by the Government and international prices are
reasonably well known, calculating and varying the subsidy so as not to
substantially over or under-compensate exporters is likely to be a serious
problem with other products. Prices at which transactions actually take
place can be extremely difficult to discover, especially world prices.
Furthermore, prices often vary between customers anld fluctuate over time
in both the domestic and the international markets. More seriously,
if the local raw materials have high production costs as well as high
selling prices, and are not being imported, there is a danger that the
subsidy will stimulate exports of products that use them at an overall
economic loss to the economy.

4.61 Availability of and Reduced Tariffs on Machinery and Eguinment:
As mentioned previously, the liberalization of imports of capital goods
and associated tariff reductions since 1976 has been to a large extent
aimed at making specialized and up to date machines available and less
expensive for export oriented industries such as the leather, garment,
hosiery, seafood, woollen textile and diamond processing industries. In
1986 the Government announced that it would continue to pursue and broaden
this policy by applying it (together with other preferential policies) to
a range of "thrust industries", i.e. industries which the Government
believed to have export potential. An obvious problem with the further
extension of OGL status and reduced tariffs for machinery and equipment is
the resulting low or negative effective protection of domestic machinery
industries, as well as all the problems discussed earlier associated with
exemptions giving different tariffs for the same or similar equipment
according to the industry in which it is used. On the other hand, export
industries may find it difficult to compete if they are burdened with
inappropriate and/or expensive equipment, especially since the 1987/88
Budget which increased the duties on machinery for general industrial
projects from 55% to 85%. This policy dilemma is discussed in the
concluding section of this chapter.

13 During most of 1985 and 1986 the natural rubber subsidy was
inadequate and exporters preferred to import under advance licenses rather
than buy local rubber. On the other hand, the IPRS scheme for alloy
steels, for which the subsidy is based on the difference between estimated
world prices and SAIL's prices, was over-compensating exporters buying
alloy steel from mini-steel producers at lower prices than SAIL's.
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4.62 Export Marketing: From an early stage the Government has
recognized that marketing of exports is generally more difficult task than
selling in the domestic market. One aspect of this is that most small and
medium firms, and even many firms which are large by Indian standards,
cannot effectively carry on their international transactions on their own
account but need to depend on specialized intermediaries. Accordingly an
exception has been made for exporters as regards the more general policies
which prevent private intermediaries from participating in import and
export trade, by allowing (subject to detailed controls) the existence of
export houses (since 1960), and since 1981 by encouraging (in emulation of
Japan and Korea) the development of larger trading houses. In addition a
special "Blanket Permit Scheme" is designed to ease the access of
exporters (including export and trading houses) to foreign exchange needed
for travel, agency commissions and similar expenses. In 1986 an
experimental Export Marketing Fund was established; this makes grants
(including foreign exchange) to firms which can demonstrate they are
adopting a planned, systematic approach to export marketing. There are
also a number of institutions responsible to the Ministry of Commerce
which provide marketing and other services to exporters, namely 18
industry-specific Export Promotion Councils (EPCs); the Trade Development
Authority (TDA); the Indian Institute of Foreign Trade (IIFT); and the
Federation of Indian Export Organizations (FIEO). In order to prevent
inferior quality exports, about 950 products are subject to compulsory
pre-shipment inspection by five regional export inspection agencies
controlled by the Export Inspection Council (EIC) established in 1963.

4.63 The policies and institutions described above have undoubtedly
diminished some impediments to the marketing of Indian manufactured
exports (especially foreign exchange controls and policies that would
otherwise prevent imports and exports by private intermediaries).
However, as with other export facilities, the impact on exports has been
diminished by extremely detailed conditions and controls and the delay-
prone procedures imposed on the export and trading houses to prevent
misuse (especially illegal resale of imported materials), and on export
firms requiring foreign exchange (to prevent illegal transfers of funds).
Support for export marketing has concentrated on centrally provided
services with assistances for marketing by individual firms being
minimal. Furthermore, the Export Promotion Councils and the other general
marketing support institutions have fundamental weaknesses inherent in
their mandates, staffing and organization, and with almost no exceptions,
they pursue other objectives more than marketing. A recent study of the
compulsory export inspection system, which attempts to impose standards
from outside, found that it was not only ineffective in preventing
substandard exports and in improving quality, but counterproductive, by
adding to costs (there is an inspection charge) and worsening shipment
delays and uncertainties.

4.64 Profit Tax and Credit Subsidies: Exporters have received, in one
form or another, profit tax concession since the early 1960s. At present,
following several changes over the past two years, a relatively generous
rebate is in place which, provided the firm in question is profitable,
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can reach the equivalent of 3-4% of the f.o.b. value of exports 14
depending on the share of imported inputs in exports and the overall
profitability of the firm. There are also provisions for preferential
preshipment and postshipment credit at 9 1/2%, both for up to 180 days.
The value in relation to f.o.b. prices varies with the period for which
the credits are required: for typical credit periods of 90 days on both
pre and postshipment credit, the total working capital subsidy is
equivalent to roughly 3.6% of f.o.b. prices, and would be about 7.2% if
each were used for the maximum period of 180 days. For exports of capital
goods and project exports, subsidised term financing (in excess of 180
days) is available from the Export-Import Bank. Export credit guarantees
for banks and credit insurance for exporters is available from the Export
Credit Guarantee Corporation. Until recently there were no systematic
credit subsidies or preferences for exporters as regards term financing.
However in November 1986 a new scheme was announced which gives a 20%
interest rebate on long term loans to firms exporting more than 25% of
their output.

4.65 Many exporters are well served by the system of export finance,
but there are important gaps. Credit coverage is usually limited to all
or part of the cost of physical inputs; collateral requirements discourage
new exporters; indirect exporters are poorly covered; working capital
credit limits for firms are overly restrictive; and the preshipment
guarantee is not very effective in improving exporter access to credit.
This is in part due to problems in the management and staffing of the
nationalized banks, aggravated by the inappropriateness of lending
guidelines such as the working capital norms ("Tandon/Chore norms"), and
by delays resulting from the rules under which credit above specified
limits has to be approved by the RBI. The subsidized interest rates for
exporters also make lending for exports less profitable and more risky to
banks than normal lending. At the same time the potential gains from
fraudulent applications and diversion of credit increase the need for
screening of and hence delays in bona fide loan applications, especially
applications for preshipment finance. Since prompt access to adequate
export credit is essential, it is not clear to what extent the subsidized
interest rates have provided a net benefit to exporters.

4.66 Recent Policy Changes: In the last two years, the Government has
acted to increase export incentives. As noted previously, amendments in
1986 to the business income tax increased the profit tax exemption for
exports. Large investments are now being allowed in products reserved for
the small-scale sector, subject to an obligation of exporting 75% of
output within three years of the first commercial sales. As mentioned
above, the Import-Export Pass Book and advance licensing schemes have been
much improved. Drawback has been made faster. Interest rates on export
credit have been reduced from 12% to 9.5% and the period of preshipment
credit has been extended to 180 days for all exports compared to 90 days
for a majority before this change. Steps have also been taken to help
promising industries. For example, rough diamonds can be imported by
exporters free of duty, and duties on machinery for use in diamond cutting

14 The provision allows firms to deduct from taxable profits 4% of "net
foreign exchange earnings" (defined as f.o.b. value of exports minus the
c.i.f. value of imported raw materials) plus 50% of the residual share of
pre-tax profits attributable to exports. Higher domestic profits will
increase the amount of the tax saving under this provision.
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and polishing have been reduced; leather can now be imported on Open
General License free of duty; assistance is being given to project (plant
and construction) exporters for preparing submissions for international
bidding; consultant firms are to be assisted in setting up offices abroad.

4.67 In October 1986 a Cabinet Committee on Exports, headed by the
Prime Minister, announced important new policy decisions designed to
address some of the problems that have hampered exports. Of particular
significance were the decisions to: (a) allow the duty-free or low duty
import of capital goods in identified "thrust" industries with good export
growth prospects; (b) extend to all major export subsectors the facility
already available to engineering products for supply of domestic raw v
materials at international prices; and (c) allow exporters to retain 5% to
10% of their foreign exchange earnings for export promotion activities.
In addition, a decision has been taken in principle to remit excise duties
and other indirect taxes on exports. Finally, the interest rate rebate of
20% on new (term) loans referred to above was implemented in February
1987. None of these measures are ideal, and involve costs in terms of
other desirable policy reforms, but the incentive and signalling effects
in favor of exports are unmistakable. These and other recent decisions
give an impression of greater energy, determination, and commitment to
exports than India has witnessed before.

4.68 There is evidence that these initiatives are having a favorable
impact, as evidenced in particular by the increased exports of leather
goods, marine products, garments, gems and jewelry. Nevertheless, the
new measures, together with existing schemes, do not appear to be
sufficient to permanently overcome the past stagnation of exports and to
generate the much more rapid growth of manufactured exports that should be
feasible given India's diversified industrial base and endowment of
skilled and unskilled manpower. Many schemes are outdated, hard to
administer and have yielded disappointing results. The fear that the
attraction of the highly protected domestic market would induce abuses of
export incentives still leads to the adoption of complex mechanisms with
restrictions, including bank guarantees or export bonds, designed to
prevent the illegal diversion of inputs imported duty-free by exporters.
To a significant extent potential exporters still face significantly
higher costs than their competitors. Indirect exporters are poorly
covered by existing schemes and as a result face even higher costs than
direct exporters, particularly because of their lack of access to material
inputs at world prices.

D. EVIDENCE ON THE LEVEL AND INCIDENCE OF PROTECTION

4.69 Quantification of the level and structure of protection in India
must rely on direct comparisons of domestic and world prices because of
the dominant role of quantitative import controls and the many prohibitive
tariffs. The inherent difficulty of such comparisons is compounded in
India by the fact that many products have no direct counterparts in other
countries, in part because of their adaptation to peculiar Indian
conditions, but also because of long isolation from international
competition and technological developments. Nevertheless some approximate
idea of the de facto level and incidence of protection, as distinct from
purely theoretical measures of protection that could be derived by
combining tariffs with an input-output table, is important as an empirical
background to and a perspective on industry and industrial policies.
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4.70 There is, however, an important caveat in interpreting and using
these estimates of the structure of measured or implicit protection.
This is that potential or available protection will be higher than
measured protection when it is based on licensing and prohibitive tariffs,
whereas the two will be the same when they are based on binding tariffs.
This is because the certainty provided by a licensing regime also provides
whatever protection is necessary to restrict imports to the given level,
independent of real changes in the economy. In contrast, a binding tariff
permits changes in imports in response to real changes in the economy and
maintains the initial level of measured protection. That is, with a fixed
volume of licensed imports, domestic prices rise and fall relative to
world prices, while with tariff-based protection relative prices are fixed
and the volume of imports adjusts. For example, an attempt to change
relative prices so as to channel additional resources to exports from
import substituting industries will bid up domestic prices, leading to
higher measured protection, and may produce no additional exports, if
imports are constrained by a fixed volume of licenses.

4.71 Table 4.8 presents a comparison of manufacturing subsectors with
high, moderate and low protection for their outputs, their inputs, and
their value added (effective protectionl which is the relevant variable
for analyzing the impact of protection. This comparison highlights a
number of important points:

- Protection seems to be bimodal. In terms of shares of gross value
added, effective protection (EP) is "high" (above 70%) for 39% of
manufacturing, "moderate' (30% to 70f for only about 6%, and
"low" (less than 30%) for about 55%.

- Effective protection and capital intensity are positively
related. The high EP sectors are about three times as capital
intensive as the moderate EP sectors, and about five times as
capital intensive as the low EP sectors. Correspondingly, over
half the fixed capital in manufacturing is found in the high EP
sectors, but only 18.5% of employment. On the other hand 43% of
fixed capital and 78% of employment is in the low EP sectors.

- The average annual wage of people employed in the high protection
sectors is approximately 70% higher than the average annual wage
of people employed in the low protection sectors. Thus,
protection principally benefits capital and a small minority of
privileged workers, while directly or indirectly imposing higher

17 Low protection was defined as 30% or less, including negative
effective protection, moderate as 30-70%, and high as over 70%. The
classification of protection of outputs and inputs and thus of effective
protection was based on ongoing research and informed estimates. Table
T.A 4.8 which is the basis for Table 4.8, distinguishes 59 manufacturing
subsectors that correspond to the three digit subsectors in the Annual
Survey of Industry which produce internationally tradeable goods.

18 This also means that variations in the definition of high, medium
and low protection would not change the results very much.
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Table 4.8

INDIA: Approximate Notinal and Effective Protection
of Manufacturing Industries

000 KWH/ Fixed Cap. 6ross VA/ 000 KWHi
Rs 000 per Value of Rs 000 of Average

Protection No. of X Share X Share XShare X Share of Gross Person output I output Wage
Category sectors Fixed C Persons Output 6ross YA VA (Rs 000) Rs 000

Nominal, Inputs
H 28 32.7 31.4 36,1 39.9 952.5 33.3 42.2 401.5 14.78
m a 9.6 9.1 10.5 9.4 1919.6 33.8 34.2 656.4 10.85
L 20 57.5 59.0 53.2 50.4 1704.6 31.3 36.1 615.1 8.78

3 0.2 0.4 0.3 0.3 489.8 15.7 42.0 205.9 9.78

100.0 100.0 100.0 100.0 1420.8 32.1 38.1 541.2 10,86

NoDinal, Outputs
H 27 34.8 19.8 31.5 33.0 1846.4 56.4 39,9 736.4 14.50
m 13 44.0 27.8 39,5 39.1 1002.7 50.8 37.7 378.1 14.93
L 16 21.0 52.0 28.7 27.6 1515.8 12.9 36,6 555.1 7.30
? 3 0.2 0.4 0.3 0.3 489.8 15.7 42,0 205.9 9,78

100.0 100.0 100.0 100.0 1420.8 32.1 38.1 541.2 10.86

Effectiye
H 21 53.2 18.5 41.1 39.0 1932.5 92.5 36.2 698.8 15.83
m 5 3.5 3.4 5,6 5.8 737.7 32.4 39.2 289.4 18.04
L 30 43.1 77.7 53.0 54,9 1133.8 17.8 39.5 447.3 9.36
? 3 0.2 0.4 0.3 0.3 489.8 15.7 42,0 205.9 9,78

100.0 100.0 100.0 100.0 1420.8 32.1 38.1 541.2 10,86

Nominal Protection Category
H m L Total

(H) High Effective Protection
X Share of Output 53.5 46,5 0.0 100.0
I Share of Inputs 21.5 17.3 61.2 100,0

IH) Moderate Effective Protection
X Share of Output 100.0 0.0 0.0 100.0
X Share of Inputs 100.0 0.0 0.0 100.0

IL) Low Effective Protection
Z Share of Output 7.3 38.5 54.2 100.0
X Share of Inputs 36.8 7.3 55.9 100,0

Sources & Notes: The ranges of nosinal and effective protection are defined as follows:
High (H), above 701; Moderate (H), 30X-70X; Low IL), less than 30X (incl. negative)
No protection estimates could be eade for the sectors designated ?
The capital, employment, value added and power consumption data are from the latest
available Annual Survey of Industries (ASI), 1983. For further details, see
Table T.A. 4.8.
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prices on the rest of the economy. A high proportion of the
output of these high EP sectors is accounted for by public sector
firms.

The sectors with high effective protection also use much more
electricity on average. Measured in terms of KWH per unit of
value added, they are 160% more power intensive than the moderate
EP sectors, and 70% more power intensive than the low EP
sectors. This also implies an even greater differential between
the capital intensity of the sectors with high and low protection
when indirect use of capital is included, because electricity
generation and distribution is very capital intensive.

The high EP sectors have moderate or high nominal protection on
their output, but about 60% of their inputs have low nominal
protection. Most industries producing basic intermediate
materials fall in this high EP category (e.g. chemicals,
petrochemicals, synthetic resins, fibers and plastics,
non-ferrous metals, steel etc.) Their low input protection is
partly explained by the low prices (relative to world prices)
that they pay for primary materials such as coal, iron ore and
bauxite.

- The nominal protection of industries processing basic
intermediate manufactured materials tends to be high or moderate,
but their effective protection tends to be lower due to the high
nominal protection of these basic materials. In the case of the
moderate EP category, output nominal protection is high, but
input nominal protection is estimated to be higher still, with
the result that effective protection is moderate.

- In the low EP category, some 38.5% of output has moderate output
nominal protection and 7.3% has high nominal protection, but
effective protection is low in each sector because of higher
input protection.

4.72 Rough estimates of the weighted average levels of protection for
manufacturing can be derived from T-'kle 4.8 by applying the middle value
of the estimated protection ranges. For effective protection the
estimates are:

Weight EPC
World value-added 1.40
Domestic value-added 1.46
Fixed capital 1.62
Employment 1.32

For nominal input and output protection the estimates are:

Tradeable inputs 1.40
Outputs 1.50

19 For the high, moderate and low protection categories, the middle
protection coefficients are 2.00, 1.50 and 1.15.
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Again the high protection accorded capital and the low protection accorded
employment stand out. It is also notable that the estimates of implicit
nominal protection are well below the tariffs, which mostly exceed 100%.
Consequently the effective protection available from tariffs is much
higher than these estimates of measured or implicit effective protection.

4.73 As regards nominal protection of tradeable inputs and outputs,
there is a particularly high level and incidence of tariff redundancy in
the case of primary inputs such as cotton and iron ore. On the other
hand, basic intermediate manufactured inputs such as chemicals, synthetic
fibers, etc. tend to have high implicit (i.e. price comparison) protection
which in a number of cases exceeds available tariff protection, and the
incidence and level of tariff redundancy is less. Competitive conditions
in many of the more labor intensive industries processing basic
manufactured materials to make components and parts (e.g. vehicle
components) or final consumer goods (e.g. bicycles) leads to moderate or
even low implicit nominal protection on their outputs, and considerable
tariff redundancy.

4.74 The rough estimate that average effective protection of Indian
manufacturing (weighted by world value added) probably lies somewhere near
40% seems inconsistent with some expectations that the Indian import
controls and high tariffs would have generated high measured protection.
However, the estimates become more plausible when the high weight of
large, labor intensive industries such as food processing, textiles and
garments is taken into account. Indeed, since the ASI data do not
generally include small scale and artisanal activities, most of which
(e.g. handlooms, powerlooms, garment making) are concentrated in low
effective protoection sectors, averaging effective protection by the ASI
weights considerably overstates average effective protection for
manufacturing as a whole

4.75 It is important, however, not to interpret this average level of
measured effective protection, which is moderate by developing country
standards, as implying that little adjustment would be required by Indian
industry if import licensing were eased substantially. The import
licensing regime has isolated local industry from process and product
innovations in international industry, especially because it was
accompanied by restrictions on the import of technology and on direct
investment by foreign firms. Consequently, even Indian industries with
low measured protection and an apparent comparative advantage (for
example, industries such as food processing, textiles, garments, leather
and fur products, and various engineering industries) probably would need
to make significant adjustments in output mix and input use if the
licensing regime were replaced by tariffs set to achieve merely the
pre-reform levels of measured effective protection. If the aim were to
maintain imports at about the pre-reform level and allow the adjustment of
local industries to take place over a longer time period, then initial
tariffs, and protection through the exchange rate, would need to be
somewhat higher than the estimates of price differentials presented here.
Despite this, because tariff redundancy is so substantial and widespread,
there remains considerable scope for tariff reductions which would not
greatly disturb production.

Even though the EPs of small scale and artisanal sectors would tend to
be higher than the EPs of the modern sectors of the same industries due to
tax exemptions and evasion.
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4.76 For reasons discussed in elsewhere, Indian exports generally face
negative effective protection even taking into account all the incentives.
Incentives generally have not fully offset the cost disadvantage of firms
operating in the domestic economy. As a result, even using all available
export incentives, the processing margins available from exporting are
mostly less than processing margins under free-trade, let alone from
import substituting production. This can be seen from estimates made by
the Industrial Credit and Investment Corporation of India (ICICI) of
effective protection in 1980/81 of 51 exporting firms (Table 4.9). In 11
of the 14 industries the effective protection coefficient (EPC) for
domestic sales exceeded the EPC for export sales, in most cases by a
substantial margin. Overall, the unweighted average export EPC was 0.74,
indicating that the export incentives used by the sample firms (advance
licenses, REP licenses, duty drawback, cash compensation etc.) did not
fully offset input protection and domestic taxes, with the result that the
processing margins on exports were 26% less than they would have been
under free trade. By contrast, unweighted average domestic effective
protection was 104% (EPC=2.04), indicating that the combined effects of
import controls and tariffs affecting these firms' inputs and their
outputs, was such that their processing margins on domestic sales were on
average double the average free trade processing margins.

4.77 Evidence of the contrast between profits from exports compared to
those in the domestic market can also be found in data analyzed by ICICI
based on the same study of a sample of 81 private companies in 1979/80 and
1980/81, together with comparable sample studies in 1974/75 (60 firms).
Most of the firms--62 of 81 in 1979/80 and 1980/81--were in engineering
industries and the rest in five other industries headed by textiles.
Table 4.10 summarizes average gross profit margins in each market along
with the profit differential of domestic sales over exports. Profits from
exports were strongly negative before incentives, primarily duty drawback
(DD) and compensatory cash support (CCS). Even after these offsets, gross
profitability of exports was only about 5% of sales from 1979 on, compared
to 12%-14% profits on domestic sales. This is before depreciation and
interest. At a more disaggregated level, in 1980/81 only 6 of 18 product
groups had positive gross profits for exporters after compensatory
incentives, while gross profits as a proportion of domestic sales ranged
from 9.2% up to 37.10%, with 3 groups well over 20%. Just 3 of 18 product
groups had higher profits for exporters, in two cases apparently because
of profitable exports to the USSR.

4.78 A further conclusion emerging from the ICICI analysis is that for
a number of industries, while export sales with export incentives did not
cover full production costs, they nevertheless contributed to total
profits by covering short run variable production costs. This would tend
to cause industrial firms to undertake only marginal exports with capacity
not used for supplying the domestic market, but would not justify new
investment aimed entirely or principally at export markets. This helps to
explain why exports have represented only a small and declining share of
India's manufacturing output.
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Table 4.9
INDIA: Effective Rate of Protection:

Exporting Companies-1980/81

No. of Effective Protection Coefficients
Rank Product GrouR Companies Export Sales Domestic Sales

1. Castings & Forgings 4 -1.83/a 4.24
2. Wire Ropes 2 0.30 2.03
3. Dyes 1 0.32 5.69
4. Ferro Alloys 1 0.51 5.81
5. Sw itchgears 1 0.54 1.01
6. Auto Ancillaries 8 0.78 0.84
7. Steel Tubes & Pipes 4 0.81 0.80
8. Hand Tools 2 0.82 1.54
9. Textiles 8 0.82 1.65
10. Textile Machinery 3 0.88 2.01
''. Machine Tools 5 0.97 1.09
12. Cables 5 1.03 0.89
13. Commercial Vehicles 3 1.29 1.08
I4. Ceramics 4 1.32 1.35

Averaze (unweighted) 51 0.74 2.04
La Value added at "market price" (f.o.b. value of sales plus incentives)

negative in case of three companies.

Sources and Notes: The ranking is according to EPC on export sales, from
low to higher effective protection. The table is a slightly modified
version of Table 4.1 in Export Performance of ICICI Financed Companies.
1978Z79 to 1980/81, (ICICI October 1985.) (The results for one company
prodt-cing sheet glass appear to be an aberration and have been excluded.)

Table 4.10

INDIA: Gross Profit Margins of Exports and Domestic Sales

1974/75 1979/80 1980/81

Gross Profit Margins on Sales % /a
Domestic Sales 14.6 12.4 13.9
2)xports: Without Compensation -3.0 -12.7 -11.2

With Compensation 12.4 5.4 4.9

Profit Differential of
Domestic Sales Over ExRorts

Without Incentives 17.6 25.1 25.2
With Incentives 2.2 7.0 9.0

/a B3efore Depreciation, Interest and Tax.

Source: ICICI, Export Performance of ICICI Financed Companies-1972/73 to
1974/75 and 1978/79 to 1980/81.
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4.79 As already discussed, the Government has been adding new export
incentive schemes during the 1980s, and with special emphasis since early
1985. The measures have extended the scope of existing schemes, and have
attempted to improve their administration. EPC estimates for 1986 for a
limited number of exported products (Table 4.11) suggest, however, that
the net impact of the changes had been marginal and that export protection
still tended to be negative or, if positive, still considerably less than
effective protection for the same products in the domestic market.

Table 4.11

INDIA: Domestic and Export Effective Protecton for Selected
Exported Products. End-1986

EPC Domestic EPC Export Export Incentives
Sales Sales Used

Ceiling Fans 1.20 0.81 Drawback; CCS; REP premium;
preshipment credit; profit tax
deduction.

Typewriters 2.17 0.84 Drawback (brand rate); pre-
shipment credit; profit tax
deduction.

Hand Tools 0.99 1.08 Drawback;CCS; REP premium;
preshipment credit; postshipment
credit; IPRS benefit.

Truck Tires 2.43 1.44 Advance license; draw-back
(brand-rate); CCS; preshipment:
credit; post shipment credit;
profit tax deduction.

Dyes 4.89 0.64 Drawback (industry rate); CCS;
pre-shipment credit; post
shipment credit: REP premium.

Notes: These estimates are based on World Bank research using firm-level
data. The nominal protection estimates for finished products and
inputs, from which the EPCs reported in the table are derived,
are all based on comparisons of domestic and world prices. The
estimate for hand tools assumes that the refund for domestically
purchased carbon steel exactly reimburses the difference between
the domestic and the world price. The EPC on exports could be
greater or less than this estimate depending on the actual
relation of the subsidy to this price difference.
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E. IMPACT ON INDUSTRIAL PERFORMANCE

4.80 The effects of the Indian protective system on the performance of
manufacturing industry have been discussed in Chapter 3 and previously in
this chapter; many of these effects are well recognized in India.
Accordingly, this section merely brings together and briefly summarizes
some principal aspects.

4.81 First, while the protective regime has succeeded in creating an
extremely comprehensive industrial base, it has done so by ignoring
considerations of comparative advantage and international specialization
and in particular has permitted the establishment and growth of a number
of highly capital intensive industries in which India would not appear to
have a comparative advantage and which have and continue to absorb a
disproportionate share of national savings. Consequently, industrial
development has been much more capital intensive than the more labor and
probably skill intensive pattern which would have occured under a more
neutral incentive regime.

4.82 Second, despite continuing efforts over many years to improve
export incentives, the protection available in and the security of the
domestic market, have consistently proved more attractive to business
firms than the lower profits and higher risks of competitive export
markets.

4.83 Third, the extreme complexity and case-by-case nature of both the
import licensing and tariff systems, has required the establishment of a
large administering bureaucracy and imposes high transaction costs on the
Government and manufacturing firms, both in terms of the time and
attention of executives and in terms of the delays and uncertainties of
obtaining licenses or tariff privileges. Moreover, these transaction
costs are least for established firms following established routines and
highest for new firms or established firms undertaking new initiatives.
Perhaps most important, the large potential gains from successful lobbying
for import or other privileges, and conversely the large potential losses
which may result from successful lobbying by competitors or customers,
inevitably and understandably divert the attention of industrial managers
from their strictly managerial tasks of maintaining and improving the
operating efficiency and general performance of their firms.

4.84 Fourth, the transaction costs which are inherent in the system
are not symmetric as between supplying the domestic market and exporting.
An import ban or a prohibitive tariff, as long as it remains in place and
is not challenged by customers, protects local firms without any effort on
their part; however, high transaction costs must generally be incurred to
obtain export incentives, each of which is subject to complex rules and
conditions, and which, once obtained, will almost always amount to much
less financially than domestic protection.

4.85 Fifth, uncertainties, delays and mistakes in the decisions on the
licensing of imports frequently lead to disruptions in investment and
production programs, and even to plant closures. These uncertainties in
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turn lead many Indian firms to hold much larger inventories of raw
materials than they would if these raw materials could be freely imported.

4.86 Sixth, the performance of the canalizing agencies as importers is
quite poor. The reasons for this include lack of autonomy and continuity
in their management, their staffing, and their role in supporting a
complex of inverventions in the industries which they are associated. A
recent study of the import canalization of six major commodities (edible
oils, newsprint, natural rubber, steel scrap and sponge iron, iron and
steel, and non-ferrous metals) indicated that most large canalization
customers felt that they could do significantly better in terms of price,
delivery and service by buying directly on their own account. These
opinions were not purely theoretical, since a number of the firms were
actually directly importing a part of their requirements of the same or
similar products under special arrangements such as advance licenses.
Smaller customers on the whole thought that the services of the canalizing
agencies were "tolerable' and preferred to buy through them rather than on
their own account, but this was against a background in which the
alternative of importing through private intermediaries is prohibited.

4.87 Sennth, as discussed in Chapter 3, excessive and open-ended
protection has permitted the existence in a number of industries of
plants which are far too small to take advantage of economies of scale.
Such uneconomic fragmentation of capacity would not be possible in a
system with import competition over moderate tariffs.

4.88 Finally, the protective system has reinforced the power of
domestic monopolies and cartels. Because this point is important and not
well recognized, it is elaborated in the next section.

F. PROTECTION AND CARTEL AND MONOPOLY BEHAVIOR.

4.89 As discussed in Chapter 3, the degree of industrial concentration
in India is high. To a large extent, high plant and high firm
concentration is inevitable and desirable in many industries, given the
small size of domestic markets in relation to production levels required
for economies of scale. Indeed, in a large number of industries
production is fragmented between too many suboptimal scale plants, and
efficient production would require more, not less concentrated market
structures. But high concentration increases the likelihood that firms
will be able to coordinate their pricing and other policies, and achieve
high or at least satisfactory rates of return without much effort to
reduce costs, or to improve quality and technology. Hence, as argued in
Chapter 3, it is most important that domestic regulatory policies do not
hinder--as they have tended to do in India--the threat of entry by new
firms, diversification and specialization of product lines, and the
general ability of firms to adopt flexible and mobile competitive
policies. In the case of inevitably concentrated industries, however,
import competition (or the threat of it) over low or moderate tariffs
could be a particularly salutary spur to competitive cost minimizing and
progressive behavior. Provided the tariff levels are reasonably stable

Estimates of the protection of these industries are given in T.A. 4.9
and 4.10.
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stable over time and are not subject to frequent changes in response to
lobbying pressures, local industries will find themselves in competition
with the rest of the world and with any monopoly power limited to the
degree of discretion which the structure of tariffs makes available to
them. In such cases even firms which are the sole Indian producers would
be obliged to keep their prices in line with world prices as mediated by
tariffs, and to manage their product, technology, investment location,
marketing and other policies so as to stay ahead of or at least keep up
with developments in the world industry. From this point of view import
competition can be by far the most effective form of monopoly control, by
in effect eliminating or drastically reducing the degree of monopoly
power.

4.90 In practice, rather than controlling or limiting the
discretionary powers of domestic monpolies and cartels, Indian import
policies have reinforced this power and have sometimes combined with
regulatory and other domestic policies to reduce or eliminate potential
sources of competition. This result has followed from the basic approach
to quantitative import controls, which has been to ban all competing
imports when "adequate" domestic supplies are available, or to allow
imports only to the extent that indigenous producers cannot meet domestic
demand. As noted earlier, the criterion of "indigenous availability" has
been implemented regardless of the selling price of local products.
Likewise, the basic "cost-plus" approach to setting import duties has
allowed firms successfully to lobby for higher import duties if they feel
threatened by imports which are not subject to quantitative controls, or
which may be allowed if the severity of import licensing is relaxed. In
the case of consumer good products, for which all imports are banned,
highly concentrated industries such as the car and the three-wheeler and
two-wheeler industries have not faced any import competition, even in
situations of domestic scarcity with long waiting lists for their
products.

4.91 In a number of very important industries, more or less complete
and direct Government control of imports has been achieved by canalization
using the government trading organizations. In these industries, import
canalization is an essential adjunct to regulatory controls which have
deliberately eliminated all or most forms of competition and replaced them
with detailed and complex administrative controls over nearly all aspects
of these industries' activities. Probably the clearest case is the
petroleum and petroleum products industry, in which all prices and margins
are determined administratively and imports, which are canalized through
the Indian Oil Corporation, have no competitive role. Likewise, in the
fertilizer industry, imports are canalized through the Minerals and Metals
Trading Corporation (MMTC) and are distributed to farmers at prices
identical to the administratively determined and subsidised selling prices
of the domestic fertilizer producers. In this industry, centralized
control of fertilizer imports is an integral part of the system of
controls under which competition between fertilizer firms is largely
eliminated by guaranteeing "retention prices" based on the production
costs of individual plants, with the differences between selling prices to
farmers and the retention prices of plants being made up by subsidies.
Again, in the steel industry, most imports competitive with the products
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of the three integrated steel producers are canalized through the
MMTC which imports only after consultation with the Iron and Steel
Controller. The Iron and Steel Controller is a Joint Secretary in the
Ministn of Steel and Mines and presides over the Joint Plant Committee
(JPC) , a producer organization which fixes identical freight
equalised prices for steel products and allocates supplies to customers.
The effect of this cartel-like arrangement, which is supplemented by
government control of new investment, has created considerable cross
subsidization between different steel products (mainly in the interests of
large government consumers such as the railways) while protecting the
least efficient producer (the government firm IISCO) from competition and
giving the most efficient (the private sector firm TISCO) a relatively
sheltered and profitable existence.

4.92 Another example is the edible oils industry, where imports of
both crude and refined oils are canalized through the State Trading
Corporation (STC) and are an instrument of government control over the
edible oil processing (vanaspati) industry. By its imports of refined
oils for sale through the public distribution system, the STC is able to
influence the selling prices of the vanaspati producers. At the same time
it allocates imported crude oils to them in accordance with past
consumption at prices well below the domestic open market prices at which
the manufacturers would need to purchase requirements in excess of the
supply from the STC. In these circumstances new firms will not enter the
industry and established firms will not find it profitable to make new
investments for expansion, unless they can negotiate an increased supply
of lower priced imported oil. Given the Government's reluctance to use
foreign exchange for increased edible oil imports, this will of necessity
mean reducing quotas of other vanaspati manufacturers or reducing imports
of refined oils for the public distribution system, both of which measures
which would meet strong resistance. Thus, the canalized control of edible
oil imports has effectively become a means of restricting competition in
the vanaspati industry, over and above the industrial licensing controls.
Canalization of imports (through the STC) is also an essential component
of the Newsprint Allocation policy, the effect of which is to eliminate
competition between the four Indian newsprint mills, and between the mills
and imports. Under the present (November 1986) policy, each newspaper is
obliged to buy a fixed percentage of its requirements from the four Indian
mills and the remainder from the STC. The indigenous component is further
subdivided between the four newsprint mills in fixed proportions, with a
fixed delivered price. Likewise, prices are fixed for STC's imported
newsprint, with discounts for smaller newspapers, but these prices are all
well below domestic prices, even without allowing for the superior quality
of the imported newsprint. In this way the newsprint policy also
restricts competition in the newspaper industry by providing lower prices

22 Until April 1986 these imports were canalized through SAIL, (Steel
Authority of India Ltd.) the public sector integrated steel producer.

23 The JPC consists of the Iron and Steel Controller plus
representatives of steel producers and the railways.
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to small newspapers and preventing the large newspapers from taking
advantage of economies of large scale purchasing, which would otherwise
enable them to obtain their newsprint at lower cost than their smaller
competitors. A final example is the aluminum industry, in which price
competition between the four firms producing primary aluminum is
eliminated by ex-factory prices fixed by the Aluminum Controller
(currently at about 30% above world prices.) Imports are in turn
canalized by the MMTC, which sells at slightly above the identical
controlled price followed by the local producers, regardless of
fluctuations in world prices.

4.93 As pointed out already, the allocation of limited supplies of
important raw materials can inhibit or in extreme cases prevent
competition between firms in downstream industries using these raw
materials. This was a major factor inhibiting competition during the
1970s, especially in the steel-using industries. Until about 1980 most
Indian steel prices were controlled at levels lower than world prices
despite continuing shortages in the domestic market and restricted
availability of imported steel which (including import duties) cost local
consumers much more than domestic steel. In this situation, despite the
development of widespread blackmarkets in steel and the associated growth
of the mini-steel industry, controlled allocation of steel, usually
according to formulas based on past consumption, was a serious deterrent
to the expansion of efficient steel consuming firms. Since 1980 domestic
steel prices have increased while international prices have fallen so that
domestic producer prices now exceed international prices. However,
because of high duties on imported steel (now 100% on most steel products
plus specific countervailing duties equivalent to another 10-20% of c.i.f.
prices) and the JPC-controlled prices of domestic steels, the prices paid
by users for most imported steels still considerably exceed the prices
paid when the same steels are obtained from domestic suppliers. Estimates
of these differences as of 1985 are given in Table 4.12, distinguishing
the cost to users in a port location (such as Bombay) and the cost in an
inland destination (such as Delhi). It can be seen that except for
galvanised (GP) sheets, the estimated cost of the imports exceeded the
local price in each case, with larger differences (some over 50%) in the
inland location due to freight equalization on the local steel and inland
transport costs on the imported steels.

4.94 The effect of this situation on competition in steel using
industries is well illustrated by the case of steel pipe industry. This
industry has considerable and persistent excess capacity, while most
plants are well below MES and are insufficiently specialised. With more
competition it is generally agreed that the industry would be rationalized
and a number of plants would close. However, this kind of competition has
not developed, principally because of a more or less permanent shortage of
hot rolled steel coils supplied by SAIL (which is the sole Indian
supplier) and the allocation of the SAIL quota between all producers
according to formulas based on past consumption. On the other hand,
inclusive of duties, imported hot rolled coils (some categories canalized
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by the MMTC and others restricted) are much more expensive than SAIL's
coils, and it does not pay to expand ?4tput aggressively if the
incremental output must rely on them . Consequently, the state of
competition and profitability in this industry is inversely related to the
supply of hot rolled coils from SAIL. When the coil supply increases,
firms attempt to get higher profits on a bigger turnover by lowering
prices, and profits tend to fall. On the other hand, when SAIL coils are

Table 4.12

INDIA: Steel User Prices of Domestic and Imported Products. 1985
(Rs/ton)

Import % Excess of import price
Import Import Price Domestic over domestic price (%L
price price inland price Port Inland
l.d.f./a l.d.p./b location/cg f.o.r./_ locationLe location/f

Slab 2856 5739 6339 4040 42 57
Billet 2889 5802 6402 4200 38 52
Round 3407 6475 7075 4900 32 44
Equal Angle 3504 6655 7255 6050 10 20
Joist 3504 6655 7255 6140 8 18
Wire Rod 3602 6829 7429 5150 33 44
HR Coil 3569 7238 7837 6190 17 27
HR Sheet 4179 8405 9005 6520 29 38
Light Plate 4179 7113 7713 6360 12 21
Heavy Plate 4179 7113 7713 6880 3 12
CR Coil 4153 8570 9170 8000 7 15
CR Sheet 4153 8570 9170 8070 6 14
GP Sheet 4873 9709 10309 11000 -12 -9

/_. l.d.f. means 'landed duty free." It is the estimated c.i.f. prices ex-Europe
in 1985 plus 4% of c.i.f. (MMTC service charge) plus estimated port and
landing charges of Rs 100/ton. Source: Steel Sector Strategy Report, 1986.

/k l.d.p. means "landed duty paid" (including basic auxiliary and countervailing
duty.) The duties used are those applicable in 1984/85.

/c Estimated by adding Rs 600/ton to l.d.p. price. This is the approximate road
freight on steel to the Delhi region.

/_ f.o.r. means "free on rail" prices to consumers as fixed by the Joint Plant
Committee in 19b5. Because of freight equalization these prices are effective
delivered prices to all steel consumers regardless of their location.

Le Excess of imporn price l.d.p. over f.o.r. price.
/_ Excess of import price at inland location over f.o.r. price.

24 Imported coils are mainly used for pipes for which the required types
of steel coils are not available from SAIL, or to fill in gaps (often
resulting from delivery shortfalls by SAIL.) In October 1986 imported
coils cost firms in the Delhi region about 21% more than SAIL's coils,
while in Bombay the excess was about 13%.
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in short supply, output declines, and prices and profits increase.
Because they can share in SAIL's quota and buy inferior grades of coil on
the open market, a number of small high cost firms producing inferior
quality pipes typically open up when coils are in short supply, and cease
production when the coil supply and competition increase. Evidently, this
situation could not continue to exist if there were not quantitative
controls on imports of coils, and if the redundant tariffs were reduced in
order to eliminate the discrepancy between prices of imports and SAIL's
prices. In that event allocation of supplies by the JPC would be
ineffective since all firms would have the option of importing coils at
about the same cost to them as the local coils. More general reforms
along these lines would greatly weaken the cartel-like arrangements in the
basic steel industry while simultaneously promoting competition in and the
rationalization of steel-using industries such as pipes and tubes. None
of this would necessarily involve much of an increase in steel imports.

G. POLICY OPTIONS

1. General Considerations

4.95 In India, as in other countries, trade policy is a contentious
subject. Even those who agree that reform is needed are by no means
unanimous on the desirable extent and nature of the reforms, or the
appropriate strategy and tactics. Nevertheless, judging by policy
statements and the general direction of trade policy changes over the past
10 years, there seems to be agreement on the following four propositions:

- Export incentives, mechanisms and institutions for manufactured
exports need to be broadened and made more efficient and
flexible.

- Quantitative restrictions (QRs) have many undesirable aspects and
should be reduced.

- Tariffs should not be too high.

- The exchange rate should be managed in such a way that exports
remain profitable and balance of payments difficulties do not
abort the liberalization process.

4.96 Of these four propositions, there is most unanim:-ty and the least
opposition to export incentives, which are not an obvious immediate threat
to any interest group. There is less unanimity on QR removal and tariff
reforms, which have implications for a variety of other policies, are
perceived as a threat to protected industries, and attract considerable
opposition for ideological and other reasons. Nevertheless, both are
fundamental and have been a consistent theme in public discussions, in the
recommendations of the official committees which have been influential in
Indian thinking on trade policy reform, namely the Alexander (1977),
Hussain (1984) and Narasimham (1985) Committees, and in the discussion of
trade policy in the Seventh Five Year Plan document. In 1985, the Long
Term Fiscal Policy statement explicitly envisaged eventual removal of QRs
from all imports except consumer goods, and proposed a simpler customs
tariff consisting of five basic rates instead of the present highly
complex structure. Support for QR removal and tariff reform is also
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derived from increasing awareness in recent years of the connections
between quantitative controls, high tariffs, smuggling, corruption and the
black economy. However, while there is a general agreement on the
relevance of the exchange rate for exports, Indian discussions seldom
recognize that exchange rate adjustment is a substitute for export
incentives on the one hand and import controls and tariffs on the other,
and therefore is fundamental in considering options for trade policy
reform.

4.97 In recent years considerable attention has been paid to export
policies, with some success. But as discussed previously, there has been
less progress in liberalizing and rationalizing the QR and tariff
systems. On the one hand the expansion of the OGL lists, more relaxed
administration of imports subject to licensing, increased imports under
transferable REP licenses, and selective tariff reductions, have
undoubtedly improved the access of local manufacturing industries to
capital equipment and intermediate material inputs needed for
modernization and expansion. On the other hand, most of the
liberalizations of QRs and the tariff reductions have applied to equipment
and materials not produced in India, while import controls have been
maintained when there is domestic production. There has also been a
steady and substantial increase in the general level of tariffs over the
past nine years. This has had the desirable effect of reducing the demand
for imports and hence the pressure on the import licensing system in
allocating foreign exchange. However, the associated increase in tariff
and QR exemptions for material inputs and capital equipment has probably
increased the variability of the effective protection available from the
regime. As a result, many well-recognized distortions and inefficiencies
of import substitution industries have continued. In addition, export
policy reforms have not had the impact that had been hoped for, owing to
the continued pull of the high protection available in the domestic
markets for most manufactured goods, and to the restrictions and controls
which have been imposed on the export incentives schemes in order to
prevent the diversion of duty free raw materials, preferential credit and
other export benefits to the domestic economy. Moreover, the increase in
export incentives since the late 1970s has been small compared to the
substantial increase in import duties. The increase in the overall import
duty collection rate from about 25% to about 60% in 1986/87 is equivalent
to a one-sided nominal rupee devaluation which has increased the rupee
cost of imports by about 28% while increasing the return from exports by
much less--probably on average only a few percentage points. Together
with the continuation of quantitative import controls, the resulting
continued compression of imports has supported the exchange rate at a
level that discourages the growth of both manufactured and primary
exports.

4.98 One reason for the Government's failure so far to deal
effectively with QR and tariff reform is the attractiveness of what may be
called the Korean "export first, liberalize imports later ' model of
development. As understood by many Indians, the lesson of this experience
is that after the reforms of 1962, Korea was able to rapidly expand
manufactured exports, which were cross-subsidized by a variety of ad hoc,
discretionary export incentives and by high, import control-assured
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protection in the domestic market. According to this perception, only
when Korean industry had become efficient and competitive in the 1980s was
a beginning made on the liberalization of import controls. In several
respects, this is a serious misinterpretation of the Korean experience,
which makes its relevance as a model for India highly doubtful. First, in
contrast to India, in Korea (for most industries for most of the time)
exporting was equally or more profitable than supplying the domestic
market. Despite the presence of import bans and controls, this situation
was brought about by a system of automatically available (not
discretionary) across-the-board export incentives, combined with
management of the exchange rate in such a way as to ensure the
profitability of exports, plus severe competition in the domestic market
between firms that were directly or indirectly exporting large shares of
their total output profitably, firms that were not inhibited by controls
and shortages such as those existing in India. Second, again in contrast
to India, the overriding criterion in decisions on the establishment and
expansion of Korean industries was that, subject only to normal export
incentives, they could be profitable while supplying most or large parts
of their output to export markets, and in the case of manufacturers of
basic intermediate materials, while both exporting directly and supplying
Korean exporters of final goods under free trade conditions.

4.99 There are many lesssons in the Korean experience for developing
countries including India, particularly as regards exchange rate
management, the automaticity and across-the-board nature of export
incentives, and criteria for investment decisions but, in the Indian
context, delaying the removal of QRs and the reform of tariffs is not one
of them. For one thing, given the present very small share of
manufactured exports in GDP (about 4%) it is not likely that export
orientation and competitiveness alone could significantly affect the
domestic economy and reorient business and government away from
unproductive rent seeking to productive activities, as happened with the
Korean reforms of the early 1960s. On the other hand, production of
protected tradeables is a large part of the GDP and import policy reforms
allowing potential import competition, even without large imports, could
make a major contribution to improved efficiency, improved inter-industry
resource allocation and to the reduction of wasteful activities associated
with the present licensing and tariff system. Second, if domestic
deregulation precedes import liberalization or is undertaken against a
background of only vague stated intentions of import competition in the
indefinite future, there is danger that new investment will be encouraged
in industries which would not be competitive once import competition A
started, which would make the eventual process of trade reform more
difficult. Finally, as emphasized previously, the generally high levels
of nominal and effective protection that the present import regime make
available, together with its extreme complexity, greatly complicates the
design and administration of export incentives and reduces their
effectiveness. Reform and rationalization of the import regime, and in
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particular the removal of quantitative controls combined with appropriate
exchange rate management, is therefore of crucial importance for
reasonably fast growth of manufactured exports.

4.100 A second factor that has stood in the way of QR and tariff reform
is the widespread belief that easing of these policies would inevitably
involves the expansion of imports and should therefore only proceed to the
extent that the balance of payments situation allows increased imports.
However, rationalization and simplification of the import regime--meaning
basically the replacement of QRs by a much simplified and more uniform
tariff structure--does not in itself have any particular implications for
the aggregate level of imports or for the balance of trade even though it
would involve changes in the proportions of different kinds of imports.
Compared with the present QR and tariff regime, at a given exchange rate,
the total level of imports under a tariff-based regime could be higher,
about the same, or lower, depending on the level and structure of the new
set of tariffs. With simplified and more effective export incentives in
place and appropriate management of the exchange rate, a faster rate of
growth of exports would permit reductions in the general level of tariffs
and a corresponding increase in the rate of growth of imports.

4.101 In addition to doubts about the appropriate timing of import
liberalization and worries about the balance of payments, QR and tariff
reform is made much more difficult by the fact that trade policies have
been used in support of a variety of objectives and policies other than
economic efficiency and growth. For example, industrial licensing and the
planning of industrial capacities, the policies of reserving lists of
products for sole production by small scale firms, the promotion of
industrialization in backward areas, freight equalization and levy prices
for a number of commodities would be difficult to reconcile with a regime
in which there is actual or potential competition from imports, subject
only to moderate tariff protection.

2. An Approach to Reforming Import Policies

4.102 Considerable progress has been been made in broadening and
improving export incentives, but for the reasons enumerated above, general
statements of intention on import policies (such as those in the statement
of Long Term Fiscal Policy) have not so far been supplemented by a
coherent strategy for achieving these general objectives. Even though
recent measures have introduced more uniform machinery tariffs, generally
speaking, in the absence of policy guidelines, day-to-day decisions on QRs
and tariffs have understandably continued to rely on established
precedents and criteria. They largely reflect the outcome of the
Government's need for revenue and the conflicting lobbying pressures of
industries and large buyers pressing for less protection of the capital
equipment and intermediate goods which they use, and the same or higher
protection of the goods which they produce.

4.103 The content and explicitness of a set of policy objectives and
guidelines would need to be decided by the Government in the light of many
considerations. However, if there were to be some real impact on the
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present trade regime, it would be necessary to clearly establish the
principle that unlimited protection would not be given for "indigenously
available" products. and to explicitly recognize the role of actual or
Potential competition from imports as a discipline on the prices and costs
of domestic manufacturers. This would need to be supplemented by policies
and guidelines on the replacement of quantitative import controls by
tariffs, on the level and structure of tariffs, on the time phasing and
priorities of reform, and on the administrative means for undertaking it,
and on industry restructuring where it is required. What follows is a
discussion of issues that are likely to come up if the Government were to
develop such a set of policy guidelines.

4.104 The removal of ORs is of basic importance and would need to be
announced as a fundamental objective of such a reform program. As
regards actually implementing their removal, given the long history of
import licensing and the strongly entrenched beliefs and interests
involved, international experience suggests that there is much to be said
for acting quickly and decisively. On the other hand the interrelations
between import controls, tariffs and domestic policies are extremely
complex in some industries, and in these cases some time would be required
to devise an appropriate set of transitional policies (notably the level
and rate of decline of tariff surcharges). In some industries
consideration would also need to be given to and recommendations made on
appropriate policies towards efficient restructuring. Accordingly, with
this in view the process of removing QRs and replacing them with tariffs
for the whole manufacturing sector might need to be undertaken during a
one to two year period, during which a number of key industries would be
subject to special policy reviews. For these reviews to be effective,
firm guidelines would be needed as to the maximum period by which QR
removal should be complete, and exceptional circumstances (e.g. SSI
reservation) in which QR removal might be delayed. Likewise, since
tariffs would replace QRs as the basic protective mechanism, guidelines
regarding the transition to tariffs and the level and structure of tariffs
would also be essential. Auctioning of import licenses could be
considered as a possible way of managing the transition from QR to tariff
protection.

4.105 Without QRs, tariffs would become the sole instrument of import
protection policies. To enable firms to reduce uncertainty and to enable
them to plan their investments and other policies, there would be much to
be said for issuing the new revised customs tariff at the beginning of the
reform program. With this available, firms would know where they would 4

stand at the end of the transition period as regards tariffs protecting
their finished products and tariffs on their inputs and capital
equipment. For a fairly extensive range of products (especially products
at present having negative or low measured effective protection) the new
tariffs could be applied immediately, but for others they could be phased
in by applying temporary tariff surcharges which would be set initially so
as to give roughly the same effective protection as the quantitative
import controls. The tariff surcharges would then decline to zero during
predetermined periods, which should be short enough (say five years after
the end of the QR removal phase) to deter substantial new investments or
other counterproductive business policies dependent for their
profitability on the temporary surcharges.
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4.106. As regards the level and structure of tariffs the Long Term
Fiscal Policy (LTPF) statement proposed that the present highly complex
structure of import duties be replaced by a much simpler structure
consisting of five basic rates which would increase with the degree of
processing of the product, i.e. apart from zero or low duties on essential
consumer goods, "universal intermediates" would be subject to the lowest
rate, other more specific raw materials to higher rates, and components
and capital goods to a still higher rate. Duties on imports of
non-essential consumer goods would presumably be at the highest rates, but
are not mentioned, because it was proposed that no such imports would be
allowed. The LTPF gives no economic reasons for recommending the
retention of import bans on consumer goods and deliberately escalating
tariffs according to the degree of processing, both of which are
undesirable. Even so, adoption of this proposal or something like it
would represent a major improvement on the present customs tariff. But to
be effective in the context of a general reform of the kind being
discussed, policy decisions on the levels of tariffs and the various
guiding principals and modalities would be needed. By way of
illustration, a set of tariff criteria adapted to Indian conditions from
tariff reform programs in other countries is outlined below. While these
criteria are by no means optimal in any long run sense, they wofid
nevertheless represent a major improvement on present policies. 5

a) No tariffs would exceed about 80% except for temporary
surcharges.

b) Tariffs would generally be more than 20%, and except for inputs
into exports, no imports should be completely exempt from
tariffs.

c) Most tariffs would fall within a range of about 30% to 70%, with
a medium value of about 50%, compared with the present median of
over 100%. To avoid "tailor made" tariffs, they could be "broad
banded" as far as possible, say at the two or three digit HSC/BTN
level, with a limited number of tariff rates at ten or at most
five percentage intervals within this band. Because of the large
number of redundant tariffs at present, the new average level of
protective tariffs would nevertheless exceed the present
estimated average difference between domestic and world prices of
Indian manufactured products. After adding countervailing
duties, it would be roughly equal to the present import duty
collection rate.

d) Except for exporters, the tariff applied to a product would be
the same regardless of who imports it or for what purpose. There
would be no exemptions or partial exemptions for particular
industries or firms.

e) Tariffs would be the same regardless of whether an item is
locally produced or imported. They would not be reduced because
a particular item is not currently produced in the country, or
increased when local production commences.

25 In this and the following discussion the tariff rates referred to are
the present protective duties, i.e. the basic customs duty plus auxiliary
duty. The "additional" or "compensatory" duty, which is the equivalent of
domestic excise duties, would be applied on top of these rates.
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f) Similar materials and products would be subject to the same or
similar tariff rates as far as possible.

g) In general tariff rates would not systematically increase with
the degree of processing, except that some escalation may be
justified if nominal protection of a product at the beginning of
a processing chain is constrained at a low level.

h) In setting tariffs, the resulting available effective protection
rates for local production would not exceed about 80% and would
not be less that about 20%.

i) Except for temporary transitional measures, "made to measure'
tariffs designed to accommodate the costs of domestic firms would
be avoided.

j) As QRs are removed, and if existing implicit nominal protection
of the product exceeds the tariffs established in accordance with
these guidelines, temporary additional protection could be given
by a tariff surcharge. The surcharge could decline to zero in
steps over a predetermined period, e.g. 5 years.

k) Similar temporary declining surcharges could be instituted if
established firms are protected by tariffs in excess of the
guidelines.

1) If tariff surcharges or QRs applied to important material inputs
used by an industry are such that these have nominal protection
in excess of the guidelines, special compensatory tariff
surcharges could be applied on top of the recommended normal
tariff for the industry's finished products. These would be
reduced and eventually eliminated as the input tariffs are
brought within the guidelines.

m) If important material inputs into a product are supplied with
nominal protection below the guidelines, tariffs could be set at
the lower end or in exceptional cases below the guideline range
in order to avoid giving excessively high effective protection to
the finished product. Such tariffs may need to be reviewed if
the nominal protection on the inputs in question subsequently
increases.

4.107 Reforms on the above lines would involve substantial reductions
of existing high and largely redundant tariffs and a much more uniform
structure of tariffs. The average available effective protection probably
would somewhat exceed the rough estimates of the present average realized
effective protection of manufacturing presented earlier. Thus, by the end
of about five years when the new tariff would become fully effective,
there would be a realignment of the structure of protection, not a
reduction in its average level. Broadly speaking, effective protection
and hence the incentives for growth and development would increase for the
industries which at present have relatively low protection and which
account for about 78% of manufacturing employment (and more if small scale
and informal sector manufacturing is included), while effective protection
would fall for predominantly capital intensive industries accounting for
about 19% of manufacturing employment. Overall, such a protective
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structure could therefore be expected to generate a much more labor
intensive pattern of manufacturing development than at present. While
increases in prices and nominal protection of some low protection
industries could be expected, this would be offset by falling prices and
nominal protection of other low protection industries resulting from
reductions in the prices of their basic intermediate material inputs.
Contraction or slower expansion of the (largely public sector) highly
protected capital intensive industries would also free up national savings
for investment elsewhere, as well as relieving the pressure of demand on,
and capital requirements for, electricity supply.

4.108 A general move to the use of tariffs instead of import licensing
to protect local industry would require the development of policy
guidelines on a variety of other non-tariff barriers to imports. In this
regard, it would be highly desirable to cease applying Phased
Manufacturing Programs and the accompanying "List Attestation Procedures"
to new and expansion projects, and to instead rely on the achievement of
efficient levels of indigenization ensured by firms' own cost minimizing
decisions taken in the light of the possibility of QR-free imports of raw
materials parts and components over moderate tariffs. However, in the
meantime, the existence of PMP agreements with many individual firms poses
obvious problems, particularly since the firms concerned and/or their
suppliers may have made investments in anticipation of the continuation of
the PMPs (a situation not unlike that facing firms in general which have
made investment decisions on the basis of protection offered by other
tariff and non-tariff mechanisms). Given this, firms with PMPs would need
transitional arrangements to be worked out which take account of the
circumstances and recommended future trade policy environment of each
industry.

4.109 Likewise, it would also be important to remove restrictions on
the import of machinery, equipment and components which are on OGL lists
through industrial licensing procedures and in particular the clearance of
new investment proposals by the Capital Goods Committee and subsequent
financing by the development banks. Present rules restricting the import
of second hand machinery and equipment, even when these are on OGL lists,
would also need to be abandoned.

4.110 Canalization of imports and exports is an integral part of the
system of quantitative trade controls, and any general policy of removing
these controls logically implies decanalization. Decanalization would
also be desirable in the light of the generally poor or mediocre
performance of the canalizing agencies as importers. As with import
licensing, this could be undertaken in the process of enquiries on
individual industries involving products imported and exported by these
agencies, although some across-the-board decanalization would also be
feasible. Decanalization would be facilitated and made more acceptable by
the removal of QRs and tariff reforms, which reduce the potential quota
rents in importing. The terms of trade effects that may result from
India's large share in the world markets of a few commodities (e.g. edible
oils and fertilizers) could easily be captured without canalization by
imposing appropriate tariffs. If prices and expenses are indeed lower
with bulk buying, importing intermediaries operating in a competitive
environment would presumably expand to take advantage of them.
Progressive decanalization would, however, not preclude the state trading
enterprises from continuing in business in competition with private
importers and exporters, provided that such competition were on equal
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terms and in particular not cross-subsidized by any remaining canalized
activities. Given their extensive experience of international commerce
and sufficient operating and financial autonomy, the canalizing agencies
might be able to develop into large scale, aggressive trading companies
along the lines of the Japanese and Korean trading houses.

4.111 The "actual user" policy is also intimately connected with the
present QR system and the proliferation of special tariff exemptions; its
elimination would be essential if import competition over tariffs were to
replace the present regime. This could be done for most OGL products in
an across-the-board manner, or for particular products in the context of
the review of individual industries, especially if accompanying tariff
reforms (notably the removal of different tariff rates for the same or
closely substitutable products) eliminate or reduce the possibilities for
arbitrage profits by importers. Cutting back the scope of the "actual
user' requirement could easily be accommodated by adding the products
concerned to the present very short list of products importable by traders
contained in the Import-Export policy (Appendix 6, List B, part 3).
Eventually, with most products included in this list, the "actual user"
policy itself could formally be abolished.

4.112 Trade policy reform, and specifically the removal of import bans,
is an obvious problem for small scale industry reservation, even though a
policy of allowing competitive imports across tariffs would be a salutory
means of imposing some competitive discipline on local small scale
producers regarding both quality and the extent to which their costs and
prices can exceed world levels. But in practice, it would be difficult to
justify allowing competition from foreign firms (even though disadvantaged
by tariffs) while disallowing competition by medium and larger Indian
firms. Hence import competition in such cases would probably need to be
coordinated with the removal of the products in question from the SSI
reservation lists or the replacement of physical reservations by tax
preferences.

4.113 The economic case for the abandonment of ORs on consumer goods is
if anything even stronger than in the case of intermediate and capital
goods. It is consumers who would directly benefit, and the resulting
pressures for lower costs, improved quality, marketing and service will be
transmitted quickly to the suppliers of materials, components, equipment
and services of the Indian consumer good producers. Despite these
benefits to consumers there is a widespread conviction that consumer goods
imports should continue to be banned. Apart from the obvious interests of
the protected industries, this attitude is tied up with worries about
conspicuous consumption of imported luxury goods (the Mercedes-scotch
whisky syndrome), concerns about "unfair" competition based on heavy
advertising of imported brands, the presence of small scale firms in a
number of consumer good industries, and the feeling that consumer goods
imports will mainly cater to higher income groups and involve 'wasteful'
outlays of foreign exchange. A serious problem, however, is that import
bans give unlimited protection to domestic consumer good industries,
including those producing luxuries, while at the same time inducing large
scale smuggling of a number of products (notably synthetic fabrics) on
which the Government collects no import duties or other taxes.

4.114 One way of dealing with these concerns would be to allow imports
but to subject both domestic and imported "luxury" consumer goods to high
indirect taxes. This would deter consumption, increase government
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revenue, and redistribute income to the extent that high income groups
continue to buy heavily taxed products. A more conservative approach
would be to consider consumer good QRs in the context of enquiries into
individual consumer good industries (and related final good industries
such as plumbing items and electrical fittings for buildings, for
example). For a wide range of industries, it should be possible to phase
out QRs, particularly if most of the general concerns mentioned above do
not apply e.g. if the good is not an obvious luxury, if brand
identification and advertising are not of major importance, and if SSI
participation is not a special concern. The case for import
liberalization will be stronger if the domestic industry has a
concentrated market structure so that imports would be able to impose
competitive discipline and remove or reduce the apparent need for onerous
and generally clumsy price controls and/or MRTP interventions.

4.115 Government purchase preferences would also need to be
reconsidered in the context of QR and tariff reform. Even though other
governments give such preferences, the case for doing so is not at all
clear if appropriate levels of protection for local industries have
already been determined by setting appropriate tariffs. In any event the
25 percent preference given by DGS&D is well above preferences in other
countries, and is much higher in relation to c.i.f. prices when allowance
is made for the generally much higher levels of Indian tariffs and
indirect taxes.

3. An ARRroach to Reforming Export Policies

4.116 Trade policy reform would also need to involve a comprehensive
strategy for exports. Such a strategy would require simultaneous action
on a number of fronts. Economy-wide adjustments would be pursued
vigorously to redress the imbalances and impediments to exports created by
the existing policy regime, while an interrelated series of
export-specific measures is implemented to compensate for the anti-export
bias of the regime and to provide the type of institutional support given
by all countries that export in a major way. The effectiveness and
efficiency of export-promoting and compensatory measures would be
facilitated by the kinds of reforms already discussed in the exchange rate
and protective regime and, at the same time, the additional exports
generated by the export measures would facilitate the continuing reform of
import policies.

4.117 While export-specific measures may be able to give a strong
initial boost to exports, they are not likely to achieve sustained success
without a fundamental change in the overall import policies. What is
needed is a greatly simplified and more neutral trade and exchange-rate
regime, which is less biased against exports and which, together with
improvements in the regulatory environment, fosters greater competition
and efficiency. Without major efforts in these areas, excessive rewards
in the domestic market will limit many firms' interest in developing
exports other than as a sideline, high domestic costs will keep many
promising exports uncompetitive, and the gains from diversion of raw
materials and credit to the domestic market will inevitably limit the
effectiveness of export incentives.

4.118 The basic objective of export-specific measures is to help
overcome the serious disadvantages and constraints Indian exporters face
and thereby enable them to compete more effectively with their competitors
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abroad. To a significant extent, the economy-wide measures discussed
above will reduce the handicaps of Indian exporters. However, the impact
of broader reforms will take time to be felt, and they would not, even
when fully implemented, provide exporters with a completely free trade
environment.

4.119 Experience in other developing countries indicates that for
export policies to be effective, the first and foremost requirement is a
change of attitude throughout the government, giving exports permanent
high priority. The first priority of the Government is then to create and
diffuse within the industrial sector and among public officials at all
levels an export mentality, to signal clearly the importance attached to
accelerating the flow of exports, and to set up within the administration
efficient mechanisms for improving, implementing and monitoring
export-specific measures. It is important that Government view itself as
being in partnership with the private and public corporate sectors,
assisting private and public firms to respond to export incentives. This
has been a common theme of the export successes not only in East Asia, but
also in countries like Turkey and Brazil.

4.120 Measures that help exporters get their material inputs at world
prices and guality merit highest priority. In this regard, a major task
is to improve the existing compensatory and exemption systems by making
them more automatic and increasing their coverage. All inputs and classes
of exporters, eventually including indirect exporters, would be covered;
administration would be streamlined so that unnecessary paper work, costly
delays and duplication of efforts are eliminated. Procedures for
estimating technical coefficients would be improved so that compensation
or exemption fully covers all inputs required and all duties and indirect
taxes paid. These systems will have to carry the major burden for the
foreseeable future of getting inputs to exporters at competitive prices;
as such, their effectiveness will be crucial to the whole export effort.
The basic strategy would have two main elements: An effective prior
exemption system to ensure exporters' access to most imported inputs on a
duty and tax-free basis, complemented by an effective system of
compensation to rebate duties and other indirect taxes for inputs sourced
in India or for inputs whose import is not practical under the prior
exemption system.

4.121 Dependable, swift access to modern imported machinery and spare
parts, is of critical importance to facilitate quick modernization and
technical upgrading of exporting industries, as well as achievement of
quality standards and competitive costs matching the requirements of
industrialized countries' markets. This is recognized in the October 1986
announcement by the Government that duty-free and low-duty capital goods
will be provided to selected exporting industries.

4.122 However, as noted previously, such a policy involves a dilemma,
in that it disprotects domestic capital goods industries which must
generally pay high prices for their raw material inputs, and introduces a
new ad hoc, discriminatory element into trade policies, since the capital
goods received over low tariffs by the selected industries will in general
also be used to produce for the domestic market. In addition, the same or
similar capital goods imported by other industries would be subject to
much higher tariffs, thus conflicting with the objective of a much simpler
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and more uniform tariff structure and the removal of administrative
controls necessitated by the present tariff exemptions. Consequently,
this measure would need to be limited to investments meeting specific
predetermined criteria. Specifically it is suggested that (a) zero duties
and indirect taxes on capital goods and spare parts be provided for
investment projects of, say, Rs 20 million or more with at least 50% of
the output to be exported; and (b) reduced rates of duty and indirect
taxes be provided on capital goods and spares for investments meeting half
the above criteria (investment of Rs 10 million or more with at least 25%
of the output exported). The reduced rate might be 40% or one-third of
the full rate, whichever is higher. Duty relief along lines such as these
would be subject to periodic ex post monitoring of progress of the
investment and its export performance. In case of failure, the investors
would be required to pay the unpaid duties. Relief for exporting firms
not meeting these criteria and paying normal tariffs on their capital
equipment could be achieved by a payment separate from but similar to CCS.

4.123 As with other export-specific measures, the provision of special
exRort credit facilities involves a trade-off between offsetting
incentives which are biased against exporters, and introducing distortions
into the capital markets which may impede desirable capital market
reforms. The problem of providing and administering special credit
facilities for exporters are especially acute if the exchange rate and
other aspects of the general policy environment do not make exporting a
particularly profitable activity. Hence general policy reforms which
increase the profitability of exporting would also facilitate the access
of exporters to adequate credit, while reducing arbitrage opportunities
and the screening and administrative costs involved in controlling them.

4.124 Nevertheless, there are important gaps and deficiencies in the
present Indian export credit system, and while recognizing the above
problems, a number improvements can be suggested. First, efforts could be
made to improve the access of indirect exporters to credit, perhaps
through the use of domestic letters of credit. Second, the system of
export credit would cover all exporters based on either past performance
(as is already the case in a few products) or confirmed orders (now the
basis in other products), giving most exporters a choice where none exists
now. Third, the preshipment loan coverage would be increased to cover
100% of the cost of domestic and imported inputs, and eventually, to
include half or more of the value added involved in manufacturing the
product (payroll, capital and overhead expenses, etc.). Fourth, export
credit in response to orders would be made available based on reliable
letters of credit and not be limited by standard working capital credit
norms and limits for individual firms. Fifth, preshipment export credit
would be shielded in one way or another from credit "crunches" caused by
balance of payments difficulties and restrictive monetary policy.
Finally, the preshipment guarantees of the Export Credit Guarantee
Corporation would need to be strengthened to ensure wider access to
credit, especially on the part of new and small exporters.

4.125 With few exceptions, export marketing and related product design
are inadequately developed. If export growth is to be accelerated, a much
more active marketing and design effort focussed on developed market
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economies will be necessary. Although centrally-provided support services
are important, the key to success will be in the quality and extent of
marketing by individual firms: this is where the major effort would now be
concentrated. Central services also require reform.

4.126 The Government announced a 5% to 10% foreign exchange retention
scheme for export promotion and marketing in October 1986. For maximum
effectiveness, such a scheme would be applied so as to cover all foreign
exchange requirements, except imports of goods, thereby relieving
exporters of their many headaches caused by foreign exchange restrictions.

4.127 The present system of qualitv control and inspection could be
phased out, as recommended by the Hussain Report, and replaced by a
program of positive measures to encourage exporters to upgrade export
quality voluntarily for the increased profits that this can bring.

4.128 Regulations inhibiting work force reductions can severely impede
the adaptation of the industrial structure to evolving circumstances.
Exporters, more than other employers, require flexibility to adjust their
work forces to changing needs, especially since their orders tend to
fluctuate sharply in size and products required, and productivity
improvements are needed to stay competitive. Thus labor legislation could
be amended to give export entrepreneurs greater freedom to adjust their
work forces or even close plants in exchange for reasonable worker
compensation.

4.129 Infrastructure deficiencies are recognized to be a major source
of weakness in India's industrial performance. Indian exporters have
indicated that the most troublesome infrastructural problems they face are
the unavailability of reliable, competitively priced communications,
power, and transport. While a general solution to these infrastructure
problems is many years off, the needs of exports call for special efforts
on at least four fronts. First, investment would be directed more than at
present into export-oriented facilities. Second, steps would be taken to
improve domestic and long-distance air freight services. Third, special
measures would be taken to give exporters--particularly the more efficient
and successful ones--high priority and quick service in the immediate
allocation of infrastrucrure services presently available. Fourth,
exporters would be allowed to locate plants in cities and urban areas
where infrastructure is already available provided that no significant
social costs, such as pollution, are involved.

4. Aspects of Implementation

4.130 For substantive reforms to be carried through, experience in
other countries suggests that the time period over which the reforms would
be implemented should not be too long (say five years) and that the basic
policies, guidelines and time phasing should be publicly announced in
advance. Otherwise new investments and changes in other policies which
are incompatible with the thrust of the reform program are likely to take
place. In India, because of the complexity of both the trade related and
domestic controls, their variation from industry to industry, and the
probable need for restructuring in a number of important industries, the
foregoing discussion has suggested that the removal of QRs and their
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replacement by tariffs and temporary tariff surcharges might have to be
done over a one to two year period, during which reviews of important
industries would be undertaken. It was also suggested that a period of up
to five years could be allowed for tariff surcharges to disappear and for
the new import tairff to become fully effective. The danger of this,
rather than a more drastic across-the-board reform, is that it would leave
the basic structure of the protection system and the administering
bureaucracy in place and would provide ample opportunities for obstruction
and delay by the many interest groups opposed to change. Hence, if policy
reforms were to be implemented in a way that would have a significant
impact, extremely determined and continuing support from the highest
levels in the Government would be needed. This also implies that
individual industry enquiries would have to be completed expeditiously,
which in turn emphasizes that they would have to be undertaken within the
constraints of tight time and policy guidelines. Likewise, sufficient
resources would need to be provided to manage a number of enquiries
simultaneously. Experience in some countries also suggests that there are
advantages in making the proceedings, evidence and reports of such
enquiries public in order to lessen and perhaps bypass the many
opportunities for lobby-group pressures when studies and recommendations
are made in secret within the administration.

4.131 Many factors would of course influence decisions as to which
industries would be subject to special enquiries and the order in which
the enquiries would be undertaken. Some relevant but not necessarily
mutually consistent considerations are:

- The desirability of tackling some of the most difficult
"Feyesores" early on while the reform program has its initial
momentum.

- The desirability of giving priority to reviewing the major Indian
industries producing basic raw materials which have high
production costs and high protection. Successful policy reform
which succeeds in bringing down nominal protection on such
products should greatly facilitate policy reforms affecting
downstream products.

- The desirability of reviewing some disprotected and
underprotected industries at an early stage in order to
demonstrate that the reform process involves increases as well as
decreases in protection and incentives.

4.132 As emphasized previously, the proposed reform prrocess could be
accompanied by more general across-the-board type reforms where these are
feasible and acceptable. These could include, for example, discontinuing
phased manufacturing programs for new projects, and a general expansion of
the list of products to which "actual user" conditions do not apply. It
also may be possible, reasonably early in such a liberalization process,
to adopt 'negative list" principles: i.e., all items not on restricted
lists would be freely importable, while all items not listed as being
confined to imports by 'actual users" would be freely importable by
anyone.

4.133 As emphasized elsewhere, a crucial element in a liberalization
process would be judicious management of the exchange rate accompanied by
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appropriate monetory and fiscal policies. Efforts to broaden, simplify
and improve export incentives and institutions would also need to
continue. Otherwise, balance of trade deficits could stop or reverse the
reform program. However, the proposed policy guidelines allow for phasing
in the new tariffs over a number of years, and would involve tariff
increases as well as decreases. A reform program along these lines
therefore need not lead to sudden surges of imports, and could allow time
for exports to respond to exchange rate adjustments and to the reforms of
the trade policy regime.

4.134 Trade policy reforms and particularly reforms of import and
tariff policies on the lines proposed, would eventually have an important
impact on many aspects of the domestic policy environments of Indian
industries. Trade policy reforms would therefore need to be coordinated
with reforms of domestic policies affecting the industries which are
reviewed, including industrial licensing, small scale industry policies,
price controls, location policies, MRTP and FERA.

4.135 With the kind of import policy reforms being proposed a number of
industries would probably need to be substantially restructured. For
restructuring to take place in an economically efficient manner,
accompanying reforms of domestic policies which would allow the industry
sufficient flexibility to adjust would be of special importance. In
addition, the experience of countries like Japan suggests that in some
cases positive adjustment programs involving a government role in easing
the financial burdens on firms and workers while speeding up the
adjustment process may be preferable to more drawn out, initially market
determined processes of adjustment. The problem with the latter is that
market forces may not be allowed to work for very long without building up
pressures which lead to the introduction of ad hoc and essentially
counterproductive government measures which may slow down or even abort
necessary adjustments and even the initial policy reforms themselves.
Even though positive adjustment programs are likely to be suboptimal
compared to purely market determined adjustment, and mistakes may be made,
they still may be preferable to such a scenario. However, it would be
important to ensure that the basic objective of such programs (which may
involve closing high cost or obsolete capacity, mergers, relocation of
plants, etc.) is to produce a new industry structure similar to the
structure that would result if (subject to the new policy regime) market
forces were allowed to operate without serious hindrance.

4.136 The removal of QRs and the implementation of a new tariff along
the lines proposed would obviously affect government revenue. However, in
both the short and long run the net effect is likely to be positive for
the following reasons. First, the tariff reform proposed involves
increases as well as decreases, leaving average tariffs about the same as
they are now if all tariff exemptions are allowed for. Hence, if total
imports were to remain about the same, customs revenues would also be
unchanged. However, if as intended the reforms help to engender more
efficient production and faster economic growth, the base for both
domestic and trade taxes will increase. If, as would be expected, exports
and imports grow faster than GDP, there would be an additional source of
increased government revenue, since under the proposed reforms export
incentives are at present and would remain much lower than import
tariffs. Furthermore, increased revenue can be expected insofar as tariff
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reductions on certain items with currently high or very high customs
tariffs divert smuggled imports to legal channels. Finally, there will be
a short run revenue gain insofar as the proposed temporary tariff
surcharges capture quota rents that now go to importing firms.

4.137 India's trade statistics are generated with a long lag and are
highly unsatisfactory for policy-making purposes. Adequate and timely
trade statistics would become even more important for monitoring progress
and to inform policy decision in the kind of trade reform program that has
been proposed. Although recent steps to computerize the tabulation and
processing of trade data are expected to lead to more statistics becoming
available within a year, additional steps are needed to further streamline
the generation of data. The needed steps include greater and closer
coordination and integration between the Directorate General of Commercial
Intelligence and Statistics (DGCIS) and Customs to computerize the work,
and steps to bring users, policy-makers and special advisers into the
design of the statistical tables to be presented.
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Nominal and Effective Protection

The effects of any trade policy regime on the levels and variability
of incentives for domestic productive activities are normally discussed and
can be measured by using the concept of effective protection to value added.
Effective protection is the difference between the observed processing margin
of an activity, and what that processing margin would be if the finished
product were sold at the world price and all the material inputs were bought
at world prices. This can be illustrated by assuming that a machine made in
India sells for Rs 185 while the required material inputs cost Rs 90 so that
the value added or processing margin is Rs 95 per machine.

In actual In world Protection
prices (Rs) prices (Rs)

Exfactory price 185 100 NPC=1.85(85%)
Cost of material inputs per machine 90 60 NPC=1.50(50%)
Value Added 95 40 EPC=2.38(138%)

With no import duties or other protection, the machine would sell for
Rs 100, the material inputs would cost Rs 60, and the value added or
processing margin would be Rs 40 per machine. Consequently, the combination
of the nominal protection of the machine (85%) and of the nominal protection
of the material inputs (50%) has raised the value added from Rs 40 to Rs 95,
or by (95-40)100/40=138%. This is known as the effective protection rate
(EPR) and means that the processing margin (labor, capital and other costs
plus profit) has been increased by 138% compared with a no-protection
situation. The nominal and effective protection rates can alternatively be
expressed as coefficients i.e. the nominal protection coefficient (NPC) of the
machine (185/100=1.85) combined with the NPC of the material inputs (90/60 =

1.50) gives an effective protection coefficient (EPC) of 95/40 = 2.38.

Effective protection depends on the nominal protection of both the
finished product and of the material inputs. If the nominal protection of the
machine were to remain at 85% (NPC=1.85) while the nominal protection fo the
material inputs were to vary from 30% to 160%, the effective protection would
vary as follows:

Average input NPC Corresponding EPC Average input NPC Corresponding EPC
1.30 ---------- > 2.69 2.00--------------> 1.50
1.50---------------> 2.38 2.20--------------> 1.33
1.70---------------> 2.08 2.42--------------> 1.00
1.85---------------> 1.85 2.60--------------> 0.73

When the average input NPC is 1.30, 1.50 or 1.70 the EPC is greater
than the nominal protection of the machine. This is known as positive
escalation. When the input NPC is 1.85 and is equal to the NPC of the
machine, the EPC is also 1.85. When the input NPC exceeds the finished
product NPC, however, the EPC is less than 1.85. This is known as negative
escalation.
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When EPCs exceed 1.00, this is sometimes referred to a positive
effective protection, while EPCs below 1.00 are referred to as negative
effective protection. Thus the EPC of 0.73 is equivalent to an EPR of
minus 27%, indicating that the 160% protection of the inputs has more than
offset the effect of the 85% protection of the machine, so that the
processing margin is 27% less than it would be without any protection on
either the machine or the inputs.

Effective protection for exports is conceptually the same as effective
protection for import substitute production. In the Indian free trade
zones firms sell and buy at world prices and hence their effective
protection is zero (EPC=l.00). Firms which export from the domestic
tariff area, will usually have negative effective protection (EPC<l.00)
unless the export incentives they receive more than offset the excess cost
(over world prices) of their material inputs.
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ANNEX 4.2

An Example of Tariff Exemptions: Stainless Steel

Before exemptions, the general rate of import duty on stainless steel
is 340% (300% basic plus 40% auxiliary) plus countervailing duty varying from
Rs 365 to Rs 715 per ton. However between 1981 and 1986 a series of 7
exemption notifications created the following duties (basic plus auxiliary)
according to the kind of stainless steel and the use to which it is put. New
exemptions for new uses of stainless steel were announced in the 1987/88
budget, but are not taken into account below.

Stainless Steel Plates. Sheets and Strips Tariff Rate

1. Of 16 "Birmingham Gauge" (BG) thickness or more when
used to manufacture equipment for 10 specified
industries 65%

2. Of 16 BG thickness or more when used to manufacture
12 specified equipments or components 65%

3. Strip of prescribed specifications for use in the
manufacture of tubes for electrical heating elements 100%

4. Strips 30 BG or thinner when used for razor blades
fountain pen nibs and watch straps 145%

5. All other plates, sheets and strips 225%

Stainless Steel Bars. Rods and Wires
6. Cross sectional dimension less than 10 mm 100%
7. Cross sectional dimension 10mm or more 190%

Hotrolled Stainless Steel Coils
8. Imported for cold rolling to manufacture plates

sheets or strip greater than 16 BG thickness which
used to manufacture equipment for 10 specified
industries or 16 specified equipments or components
(as in (1) and (2) 65%

9. Imported for cold rolling to manufacture items
other than those mentioned in (8) 90%

10. Stainless Steel Melting Scrap 30%
11. All imports of stainless steel not elsewhere

specified in (e.g. ingots, angles, shapes) 340%.
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This very diverse structure of import duties clearly reflects
successful lobbying by some user industries (e.g., petrochemicals, fertilizers,
synthetic detergents) which benefit from the lower rates, and by the Indian
stainless steel industry itself, which has succeeded in retaining extremely
high import duty rates on some outputs while benefiting from the low rate of
import duty (by Indian standards) on its principal input (stainless steel
scrap.) But it is obvious that such very large differences in import duties
would not achieve their purpose without detailed direct controls over imports
(stainless steel items are either on the restricted or limited permissible
lists) and over the use to which the imports are put. For example, without
controls, all plates sheets and strip of 16 BG or more would be imported at the
65% tariff and none at the 225% tariff, and the domestic price level would be!
driven down approximately to the c.i.f. price plus 65%. At the same time, to
the extent that controls over imports and their use are successful in creating
a domestic price structure similar to the structure of tariffs, many obvious
economic costs and inefficiencies are likely to ensue. These include
incentives for inefficient substitution (e.g. the use of bars and wires of less
than 10mm when bars or wires of larger diameter would be more appropriate),
costs incurred by firms in attempting to divert or illegally sell steel
imported at preferential rates, administrative costs to the government of
attempting to suppress this activity, and perhaps most important, inefficient
high cost production of stainless steel sheltered by the high effective
protection which the protective system makes available.



Chanter 5

INDUSTRIAL POLICY REFORM. ECONOMIC GROWTH
AND EXTERNAL CAPITAL REOUIREMENTS

5.01 India's industrial policies have had a large measure of success
in accomplishing some of the country's fundamental development
objectives. High protection of domestic producers, large scale government
investment, and widespread controls and incentives have interacted to
encourage the development of a sector that produces a broad variety of
products, that is increasingly regionally dispersed, and that has given
the country considerable self-reliance. Nevertheless, this policy
framework has carried with it some important costs: output growth,
productivity increase and employment expansion have been below the hopes
and expectations of the nation's policymakers; many of the products of
Indian industry do not approach international standards for price, quality
and reliability; and technology has lagged behind the rapidly advancing
world frontier.

5.02 There has been increasing recognition of the limitations of
current policies and the potential benefits of reforms aimed at increasing
productivity and competitiveness. The Seventh Plan emphasizes
productivity improvement and technology upgrading within industry. It
calls for a "substantial degree of competition" and a progressive shift
from physical controls and direct interventions to fiscal and financial
instruments. A significant number of policy changes have already been
introduced to stimulate firms to enter new markets, upgrade technology and
expand output. Moreover, the more liberal and expeditious administration
of existing regulations has facilitated industrial investment and
modernization, and has increased actual and potential competition. A
deepening and broadening of these reforms, including reforms of trade
policy, would help sustain the higher growth rates of manufacturing
achieved during 1985/86 and 1986/87 and contribute to India's potential
for realizing even higher rates of growth.

5.03 The strategy suggested in this report for trade and industry
policy reform, building on the initiatives already taken, is summarized
briefly in Part A, Sections 1 through 3. The coordination of reform, its
sequencing and timing, the macroeconomic and financial sector framework
for reform, and the likely benefits and costs of reform are discussed in
Part A, Sections 4 through 8. This is followed by an analysis of the
prospects for the growth of the Indian economy in the light of such a
reform, the risks associated with reform, and a discussion of the role of
the international community in supporting the reform with increased
capital flows.

A. AN APPROACH TO POLICY REFORM

1. Strategy

5.04 The strategy suggested here calls for a gradual shift away from
the existing complex system of domestic regulatory controls and
quantitative restrictions on trade, towards greater reliance on prices,
suitably modified by taxes and subsidies, and on competition, domestic and
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international, to guide investment and production decisions. This is
consistent with the spirit of the Seventh Plan and the recommendations of
numerous government commissions; it would build on initiatives recently
taken. Its basic goal would be the creation of an environment that
fosters efficient resource allocation as well as flexible and market-
responsive firm behavior. This would result in higher growth, an increase
in employment, a greater supply of better quality and lower priced goods
for the domestic market, and larger foreign exchange earnings.

5.05 The effectiveness of policy reform will depend on its scope,
internal consistency and timing. The program for implementing the
strategy would involve concurrent changes in domestic regulations and
trade policy to encourage internal competition, promote export rivalry and
gradually expose domestic industry to import competition. Substantial
rationalization of both regulatory and trade policy will be necessary to
reduce the present barriers to domestic and international competition.

2. Domestic Industrial Policies

5.06 Industrial Licensing: The Government has used industrial
licensing to achieve a variety of objectives, including the expansion of
priority industries, the decentralization of plant location to 'backward"
regions, and the conservation of scarce resources by ensuring a physical
balance between domestic supply and demand. However, the system of
licensing has not been entirely successful in achieving these objectives
and has imposed high costs in terms of static and dynamic efficiency
losses.

5.07 It is suggested, therefore, that all forms of capacity licensing
for industry be phased out completely over the medium term. This could be
done by progressively raising the investment size limits below which a
license is not required. Industries facing low effective protection or
competitive markets could be completely delicensed in the short run.
Special permits would still be required for those few industries that pose
large security or environmental concerns, such as weapons, explosives, and
nuclear power. Cities and states would retain the use of zoning to
control congestion and pollution. Large investments, in which the
Government is effectively a partner because of infrastructure investments
or borrowing guarantees, would still be scrutinized by the concerned
ministries. The focus of decisions on investment and technology choice
would thus gradually shift to the industrial firms, with additional
scrutiny coming from lending institutions appraising investments from the
perspective of loan security and repayment capacity. The pattern of
investment would, however, continue to be influenced by fiscal incentives
and subsidies.

5.08 Regulation of large or dominant firms should be aimed at identi-
fying and restricting unfair or anti-competitive business practices that
harm consumers' interests. In other words, it should not be assumed that
a firm that has or would attain a certain size or share of a market would
abuse its economic power. Rather, the risk of its doing so should be
controlled by the threat of competition, foreign and domestic, and by the
threat of prosecution if it engages in unfair practices.
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5.09 It accordingly is suggested that MRTP clearance, as a condition
for entry or growth, be phased out completely over the medium term; that
the emphasis of the MRTP commission be shifted to regulating and punishing
anti-competitive practices; and that the code of unfair practices be
strengthened. In the interim, the phasing out could be done by
progressively raising the asset limits defining large or dominant firms
and above which MRTP clearance is required. Also, in the interim, the
criterion for dominance could be eased by broadening the definition of
markets. It is also suggested that interconnection be applied only in
cases where linked firms operate in the same broadly defined market, as
"interconnection" is a weak criterion for establishing the likelihood of
firms engaging in monopolistic practices.

5.10 A complementary interim measure would be to expand the lists of
industries in which MRTP can enter or expand. A further suggestion to
clarify and ease the administration of MRTP would be to switch from the
current system, which limits entry and growth of MRTP firms to a short
list of industries, to a system that generally permits investment or
expansion by MRTP firms except in explicitly reserved sectors. All other
industries (except goods reserved for the small-scale sector) would be
open to investment by large or dominant firms. The number of industries
on the restricted list could be reduced, eventually to none, as the MRTP
Commission and staff developed more capacity to assess and punish
anti-competitive behavior and unfair trade practices.

5.11 Small-Scale Industry: There are many reasons for generously
encouraging the entry of new small firms. However, the case is weak for
perpetual and absolute protection of small firms and for measures that
discourage their optimal growth. Policies protecting small-scale
industries have heightened the barriers to and reduced the incentives for
growth, specialization and modernization. It is therefore suggested that
incentives for small-scale firms be modified to facilitate their efficient
growth as well as to promote entry. Time-limited subsidies and tax
exemptions would be the main instruments of promotion. Entry would,
however, not be encouraged by permanent reservation of products for SSI;
rather, greater competition and incentives to modernization would be used
to stimulate efficient growth.

5.12 The dereservation of products might take place gradually, with
products in which SSI is not performing efficiently deregulated first.
It is also suggested that the asset limits on firms producing reserved
items be progressively raised to facilitate their growth, and that they be
allowed to integrate their activities with large units. Large units would
be permitted to take a minority equity stake in small ones, thus
stimulating subcontracting arrangements, transfer of technology and
managerial skills, and further specialization.

5.13 Subsidized credit and income tax exemptions currently provided to
small-scale firms would be temporary, available for, say, five years to a
given firm. The recently modified excise tax exemption system would
become the main source of assistance to small-scale industry. Gradual
phasing in of excise taxes as firms expand is already in place. This
better promotes growth than the previous system, which called for
imposition of the full excise tax when output reached a certain threshold.
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5.14 Industrial Location Policy: The licensing system, subsidies for
investment, tax concessions, preferential and subsidized credit and
infrastructure development have all been used to achieve greater regional
disperion of industrial development. However, the development of backward
areas could be encouraged more efficiently by replacing these subsidies
and controls with direct production subsidies and/or excise and sales tax
concessions, and by providing better infrastructure. The removal of
backward area investment and credit subsidies would reduce the current
bias in favor of capital-intensive production. A move from directed
licensing to automatic fiscal incentives for industries located in
backward areas also would result in a more efficient pattern of industrial
development, as the firms choosing to set up in backward areas would be
those least disadvantaged by doing so.

5.15 As infrastructure in backward areas has been inadequate and too
thinly spread, there is a case for initially concentrating efforts to
provide or improve infrastructure in a limited number of growth centers
(the 20-30 as suggested by the Pande Committee, rather than the 246
currently designated backward areas).

5.16 Locational objectives also include the avoidance of urban
congestion and pollution. Rather than use licensing for this purpose, a
system of land use zoning could be developed and firms could be permitted
to make their own decisions, but within a framework of (a) charges
reflecting the full costs of the provision of land, power and infra-
structure, (b) local taxes that reflect the full cost of provision of
urban services congestion and pollution, and (c) freedom to move away from
congested urban areas without tax penalties.

5.17 Public Sector Enterprise (PSE): There is widespread recognition
of the need to improve the economic and financial performance of public
enterprises, and the Government has recently commissioned a White Paper on
Public Enterprises. Committees chaired by L.K. Jha, M. Fazal and A.
Sengupta have recommended that public enterprises should have increased
managerial autonomy and accountability. In addition, PSEs could
progressively be required to compete on a more equal basis with private
sector producers and imports. This would involve the phased elimination
of purchasing and price preferences, access to capital and credit on
concessional terms, and protection from competition through controlled
marketing arrangements. Also, social obligations imposed on PSEs would be
financed by an explicit allocation of Government funds.

5.18 Administered Prices: Price and distribution controls have been
applied in a manner that has insulated both public and private producers
from competition and the need for modernization and cost reduction. Where
greater freedom has been given to firms to set prices (e.g. cement), the
results have been beneficial.

5.19 Progressive price decontrol, accompanied by removal of regulatory
barriers, would be desirable. In markets that are competitive and well
supplied, full or partial decontrol of prices could be introduced
immediately. For products whose prices are not immediately decontrolled,
it is suggested that pricing policy be based on clear economic principles:
ex works prices ought to be uniform for specific products, regardless of



- 190 -

.ast or current production costs; be frequently monitored and reviewed;
nd remain moderately close to long-run border prices for tradeable goods
vb be linked to long-run marginal cost for non-tradeable goods. It would
also be desirable to implement the recommendation of numerous government
c.omnittees to abolish freight price equalization practices, so that the
-rices of goods in different geographic locations reflect the cost of
d'elivery.

.20 Taxation: The introduction and recent extension of the modified
-7alue added tax, together with the reduction in direct tax rates, have
Jessened the detrimental effects of direct and indirect taxation on
entrepreneurial behavior and industrial efficiency. To extend these
gains, it is suggested that a clearer distinction be made between
lifferential taxation to favor investment in selected activities and
taxation to discourage consumption (e.g. of luxury goods), and that
production tax rates be made more uniform. Efforts are also needed to
mnify sales taxes and remove the octroi taxes; these have contributed to
.Cragmentation of production by acting as a barrier to interstate trade.

.21 Adaptation and Exit: Giving companies greater freedom to make
.-nvestments, enter new lines of production, and expand, as is suggested
above, may have only a modest effect if firms are not concurrently given
;reater freedom to adapt to market forces by retrenchment, merger, or
Alosure and sale of assets.

.22 In the field of labor, the Industrial Disputes Act could be
modified to provide employers with greater autonomy to manage the size of
their labor forces, within firm guidelines for working conditions,
remuneration and retrenchment compensation. Trade union reform in the
direction of developing the concept of lead unions for negotiations and
achieving a reduction in the number of unions in each plant would assist
zonstructive labor relations.

* .23 Timely adaptation would also be facilitated by permitting assets,
including land, to be transferred more quickly. Bankruptcy and winding-up
procedures that currently take up to ten years could be simplified. The
Jovernment should continue its policy of not taking over sick units, and
fehabilitation programs ought not make it attractive for businessmen to
nave units declared sick (e.g. preferential access to power with deferred
payments, and credit at concessional interest rates should not be
granted). Financial institutions and banks must be encouraged to take
hiard decisions, including restructuring and management changes when
financial difficulties first emerge. While in most cases the management
of decline is a job for the concerned firms and financial intermediaries,
there may be some industries in which the shedding of loss-making lines
-aeeds to be coordinated by a public agency. Training, retraining, and
Food-for-work and employment guarantee schemes could be part of the
-jackage to help ease the adjustment process.

3. Trade Policies

.24 Foreign trade will play a key role in India's transition towards
a more dynamic economy. Imports of state-of-the-art capital goods provide
he fastest route to modernizing the Indian economy and improving
-Sfficiency. Exports must grow to provide the foreign exchange for imports
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and the market for increased production of labor and skill-intensive
goods. Foreign trade can, over time, be used to expose Indian producers
to foreign competition, thereby complementing the Government's efforts to
enhance domestic competition. In its 1985 Export Import Policy the
Government took numerous steps to improve export incentives and
rationalize import restrictions. There are some indications that tariffs
are playing a larger role and quantitative restrictions a smaller one in
limiting imports. The administration of QRs has also eased. On the
export side, numerous measures were taken between October 1986 and April
1987 to improve incentives. Finally, the 1987/88 Budget unified tariffs
on many capital goods. Despite these changes, numerous additional reforms
are needed to increase the competitiveness of Indian exports and, over
time, to rationalize and reduce the level of import protection.

5.25 Exports: A comprehensive strategy to attain and sustain higher
export growth rates would require additional, simultaneous action on many
fronts. Economy-wide adjustments would be pursued vigorously to re-orient
the trade regime toward exports, while an interrelated series of export
specific measures is implemented to compensate for the anti-export bias of
the existing trade regime and provide the type of institutional support
that is available to exporters in the outward-oriented developing
countries. Both types of measures are needed--the general measures to
reverse the profit differentials in favor of domestic sales that currently
limit firms' interest in exporting, and the export-specific measures to
provide support while the general measures take effect and to guarantee
exporters a free trade environment over the longer term.

5.26 One approach might be for the Government to reaffirm its
commitment to exports by adopting an exchange rate regime that maintains
exporters' profitability. Such an approach has been successful in several
countries, including Colombia and Turkey. Reform of import control
policies also would encourage exporting. To complement the general
policies, numerous changes in export specific measures would be needed to
provide a "green light" treatment for exporters. These changes could
include: (a) a more effective system of compensation for rebating import
duties and indirect taxes; (b) improved access to ample credit; (c)
improvements in the system of domestic letters of credit, including its
expansion to serve as a vehicle for indirect exporters' access to free
trade status; and (d) greater efforts in design and marketing, focussed on
developed country markets.

5.27 Imports: The review of India's trade regime in this report
reveals that it has widely varying effects on different industries.
Although the average rate of measured effective protection is much less
than the very high average tariffs, there is a wide dispersion of
effective protection. Some industries benefit from extremely high
protection, while others are disprotected. In general, the highest levels
of protection are enjoyed by extremely energy-and capital-intensive
industries.

5.28 The objectives of the suggested reform of the import control
regime would be to eliminate the potential for nearly unlimited protection
implied by quotas and to reduce the existing dispersion of protection.
Overall the system would become simpler, more transparent and less
discretionary. Import competition, over moderate tariffs, would gradually
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be used to place ceilings on the cost-price structure of domestic industry
to which it would have to adjust over time, with Government assistance.
This would provide a framework for industrial restructuring that would
lead to faster growth, based on labor-intensive, energy-efficient
industries; reduced costs of key intermediate goods; and a more dynamic
export sector, as a result of the possibility of simplifying the export
specific measures that offset the effects of protection of domestic
industry.

5.29 The suggested strategy for reforming import controls would
involve a move from the current system of managed, direct import controls
to a system of tariff based protection. The goal would be a set of
tariffs falling into a narrower range than currently, say 20-80%, but with
an average level that provides roughly the current average level of
measured effective protection. Technical adjustments in the exchange rate
would be made to the extent required to maintain external balance.

5.30 Successful implementation of such a strategy would require a firm
and credible commitment to import policy reform at the outset of the
process. The detailed measures would, however, have to take account of
the fact that their impact would be different on different industries,
depending on the existing degree of competitiveness, the structure of the
industries, and on parallel domestic policy reforms. The best approach to
trade reform in the Indian context is thus likely to consist of a
combination of phased across-the-board changes in tariff levels,
complemented by industry-by-industry reviews and restructuring programs.
These reviews and restructuring programs would be completed quickly and be
limited to (a) key sectors currently enjoying high levels of effective
protection, and (b) those that are likely to have problems adjusting. The
guidelines for these enquiries would preclude questions of whether there
should be a move from the current system to tariff-based protection, and
whether the tariff should lie within the target range. Instead, the
enquiries would concentrate on the determination of the interim and final
levels of tariff protection, and on the development of restructuring
programs. For each key industrial segment, target levels of protection
would be determined, along with the timing and mechanisms for removing
current direct import controls and bringing tariffs within the target
range. Transitional arrangements for industries with phased manufacturing
plans, quantitative input controls and/or relatively high tariffs would
also be worked out. Bringing tariffs down to their final levels would be
gradual and, in the key industries most adversely affected, linked to
implementation of restructuring programs. However, new tariffs for
industries that currently have low levels of effective protection could be
applied immediately.

4. Coordination of Reform

5.31 There are several important ways in which policy reforms need to
be coordinated. It is vital that implementation of domestic regulatory
reform and the recommended external trade policies take place over the
same period of time, so that firms face new incentives to grow and to
become more efficient, while the constraints on their doing so are
removed. If domestic controls were relaxed without introducing greater
competition from imported goods, there would be a risk that distortions in
the pattern of investment would arise. Producers might over-invest in
highly protected goods that offered opportunities for high returns, even
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if the economic cost of production were excessive. This type of problem
is already occurring in steel, where mini-steel plants are being set up to
produce speciality steel at costs substantially above world market
prices. If external controls were relaxed without reducing domestic
controls, then Indian industry would find it difficult to respond
appropriately to foreign competition by changing investment patterns,
product mix, technology, or inputs. Instead of efficient economic growth,
such an opening to external competition could have adverse effects on some
segments of the domestic manufacturing sector. This would quickly create
pressure for reversing the policy reforms.

5.32 The easing of barriers to entry and growth needs to be
accompanied by the relaxation of limitations on adaptation and exit.
Unless this is done, producers will not have the flexibility needed to
respond to changing market conditions by, for example, shedding old
product lines, restructuring, or consolidating operations, and will be
reluctant to enter new lines of business. Freer entry without increased
flexibility to adapt or exit could lead to an even greater degree of
capacity fragmentation, a major cause of present inefficiencies.
Moreover, managerial or efficiency gains from increases in competition
will remain limited while survival is assured.

5. Seguencing

5.33 The experience of other countries forcefully demonstrates that
the success of policy reform programs that move from direct controls on
investment, production and trade to indirect policies relying more heavily
on market incentives and discipline will be much greater if the initial
policy actions are bold. An initial major shift in policy is required to
ensure that the commitment to new policy is persuasive and thus yields the
desired structural changes in investment and production. Moreover,
without a relatively rapid expansion of efficient industries, the needed
support for ongoing reform is unlikely to be forthcoming and resistance
may increase. In particular, if exports do not expand quickly, then there
is likely to be growing resistance to any general reduction in import
protection.

5.34 In view of such concerns, the first stage of reform would ideally
include export promotion (along the lines spelled out above), further
relaxation of domestic regulations, and the establishment of guidelines
for general import policy reform. The export promotion measures and
generalized incentives would improve foreign exchange earnings and ease
the transition away from quantitative restrictions on imports. They would
also encourage firms to meet international quality and price standards and
foster the more aggressive management required to respond to market
shifts. These benefits would come at relatively low cost, as they would
not imply any loss of domestic output or employment.

5.35 Concurrent further relaxation of domestic regulations on
investment and employment would provide industry with increased
flexibility to respond to export opportunities, increase domestic
competition and hence incentives for productivity improvements, and help
reduce the current disparity in profitability between the domestic and
export markets. These changes would be along the lines currently endorsed
by the Government, and should probably include further selective
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delicensing and broadbanding, the lifting of small-scale reservations for
a significant number of items, and the adoption of a clearer set of
economic guidelines for administered prices. Delicensing of investment
and choice of product line would allow firms to reach the scale of
production, degree of specialization, and market responsiveness needed to
compete with international standards. It would permit entrepreneurs to
move rapidly into new market niches created by shifting demand,
technology, and resource patterns.

5.36 The early establishment of guidelines for import policy reform
would be necessary to avoid inefficient additional investment in highly
protected activities. Import policy reform probably should emphasize
intermediate and capital goods and the removal of glaring anomalies in
protection more generally. The suggested strategy for reforming import
controls would involve two elements: first, a move from the current
system of managed, direct import controls to a system of protection based
on high import tariffs alone; and, second, a gradual reduction in both the
variance and average level of tariffs. For most products, because of
redundant tariffs, the initial tariffs could be set below current levels
and still provide an equivalent amount of protection. However, in some
cases, tariffs would have to rise initially. The suggested goal would be
for a system of tariff-only protection, with all tariffs falling into a
narrower band than currently, say 20-80%, and with an average tariff level
that provides about the current average level of measured effective
protection. Gradual reduction of import protection could be made as
warranted by improved export performance. The reduction in the variance
of tariffs would tend to bring down the prices of many intermediate goods
and thereby facilitate general reductions in protection. Reductions in
protection on final consumer goods might need to be accompanied by the
introduction of higher consumption taxes on luxury goods, if the objective
is to discourage their consumption in general and not just their import.
Imports of goods deemed socially unacceptable, due to health or military
reasons, for example, could continue to be banned.

5.37 Rationalizing merger, bankruptcy, and exit policies would also be
part of this phase but, as with import policy reforms, a clear early
commitment to this change would be useful. Adaptation and exit changes,
as outlined above, would enable firms with the required managerial,
financial, technical and physical resources to take over units that could
be made viable, stop the current drain of resources into hopelessly
bankrupt, obsolete, and unproductive companies, and reduce the cost of
failure when going into business or trying out new techniques and designs.

6. Timing

5.38 The pace of transition is a critical and sensitive element in any
reform package. Time is needed to build new factories and modernize
existing ones, find and learn new technologies, redeploy workers and
assets from activities that will no longer be competitive, develop new
markets (including export markets), and find new sources of financing.
Too fast a pace would raise the costs of adjustment to the point where the
Government might be forced to reverse the process, while too slow a pace
would delay the benefits of the reform and give rise to resistance to
further reforms.
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5.39 There is little solid evidence on the tradeoff between the
adjustment costs and the speed of the proposed reform, not in the least
because the exact size of the long term benefits of the full package is
not known. Other countries that have undertaken major reforms or programs
of sectoral restructuring have typically decided on a three to five year
horizon. As mentioned above, a major part of the Government's role in the
proposed program will involve devising and implementing firm and subsector
level restructuring plans in India's public sector. All this suggests
that a minimum of five years would probably be necessary to carry out the
reforms, while a program of more than seven years would probably be too
slow.

7. The Macroeconomic and Financial Sector Framework

5.40 The experience of other countries shows that macroeconomic
stability, in particular the containing of government deficits, is crucial
for any successful program of trade and industrial policy reforms.
Excessive aggregate demand, resulting from government deficits, would
stimulate imports, suppress exports, and generate inflationary pressures.
Growing trade deficits resulting from excess demand would eventually
require the Government to cut imports sharply by reimposing restrictions,
and inflation would generate pressures for price controls. Large
government deficits would also tend to absorb credit and thereby reduce
the availability of funds for new investments required by the
restructuring of industry and the opening up of new opportunities.
Experience also indicates that allowing exchange rates to become
overvalued as domestic inflation accelerates has been one of the principal
causes of failed attempts at rationalizing trade policy. Hence, fiscal
restraint and exchange rate management which avoids overvaluation will be
important parts of any successful reform package.

5.41 Regulatory changes need to be coordinated with changes in
financial sector policies and practices. Greater freedom for lending
institutions to operate more efficiently as financial intermediaries is
necessary if financial incentives are to be effective in allocating
investable funds. As direct government controls on investment and
production are relaxed, potential investors will need to hone their
managerial skills to exploit opportunities offered by a changed
environment. Financial institutions and banks will need to improve their
loan appraisal capacity and to be freed from the limitations of directed
credit requirements and differential interest rates. Also needed are
further efforts, such as those undertaken recently by the Industrial
Development Bank of India, to strengthen the capacity of banks to assess
market prospects as part of project appraisal.

8. Likely Benefits and Costs of the Reform Package

5.42 Although the long run effects of these reforms would be positive
in terms of growth, employment productivity, and average income, the shift
to a more efficient and productive industrial sector would not be
costless. However, the adjustment costs implied by the reforms proposed
in this report should not be overestimated. India has many industries
that are already internationally competitive in economic terms. With the
changes proposed here, subsectors such as the parts of the capital and
engineering goods industries that currently have little or no effective
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protection will find it much easier to compete domestically and
internationally. It is inefficient industries, currently sheltered by
import protection, that would have a difficult time as reforms are
implemented; even in these industries, however, there may be many cases
where existing plants can become competitive through upgrading. On the
labor side, total employment in manufacturing is likely to rise,
particularly if labor legislation inhibiting redeployment is eased. The
adjustment problems will be centered on a relatively small number of
highly paid workers, largely in the public sector and in inefficient,
highly protected industries.

5.43 In reviewing the probable net benefits of reform, it is only
possible to indicate the nature of benefits and costs, where their
incidence is likely to be greatest, and steps which could be taken to
mitigate the potential costs. It is not possible to be precise about the
magnitude of such benefits or costs, much less of the gains and losses for
specific subsectors, regions or employment groups.

5.44 The main benefit expected of the policies proposed here is
greater efficiency, which would lead to faster growth of overall GDP and
per capita incomes, thus helping serve the nation's goals of growth and
social justice. Over time there would be more employment, because of
relatively faster growth in labor intensive industries and more employment
in related service activities. The suggested strategy would provide a
better basis for increasing employment and alleviating poverty than does
the current complex set of trade and industrial controls. Indian
consumers would also benefit from the availability of better quality goods
at lower costs.

5.45 The benefits of the type already visible in the cases of cement
and two-wheel vehicles would be more widespread. When pricing policy was
reformed and licensing relaxed for the cement industry, competition
increased, productivity rose, and production capacity expanded rapidly.
In the case of two-wheel vehicles, relaxation of capacity licensing
requirements and easing of restrictions on technical collaboration with
foreign firms has resulted in a rapid expansion of capacity by large,
relatively efficient producers. The largest scooter manufacturer is
currently tripling its capacity. These large producers are already
competitive at world prices. Prior to the recent relaxation of domestic
regulations, attempts by large relatively efficient producers to expand to
meet rapidly growing demand for low-cost transport had been thwarted by
capacity licensing requirements. As a result, the industry was
characterized by large, relatively efficient producers coexisting with
small, less efficient producers, while substantial unsatisfied demand
persisted.

5.46 Aligning financial incentives more closely with world prices and
concurrently increasing competition and the autonomy industrialists have
to respond to market opportunities and forces would yield a more efficient
industrial structure and increase industrial productivity. Relatively
efficient subsectors and industrial units would expand, while those which
cannot be competitive at world prices plus reasonable tariff protection
would not. They might contract as industry becomes more specialized in
activities where India has a competitive advantage. Hence, the pattern of
investment would yield higher average returns per rupee invested and
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industrial technology will be upgraded. The incremental capital-output
ratio, which has been so high in recent years, would fall as a smaller
share of investment goes to highly capital-intensive industries. The
suggested reduction of subsidies and allocation of investable funds at
concessional rates of interest to selected groups such as "sick"
industries would also increase the availability of funds for more
productive investment. Much of the funds currently needed to sustain
non-viable producers, for example, would be available for investment
elsewhere.

5.47 Relatively efficient producers and industries currently receiving
low or negative effective protection are likely to benefit from the
reforms and to expand. Efficient labor intensive processing of
domestically produced inputs is especially likely to grow. Industries
most likely to benefit include, for example, selected textile and
garments, sports gear, agro-industrial products, and many labor-intensive
engineering and capital goods activities. Also likely to gain are firms
currently constrained by artificial barriers to growth, product and
technology choice, tied to .inefficient locations and needing to move out
of congested urban areas or from backward to more developed areas, or
those needing to close down plants and shift resources to more productive
uses.

5.48 Those most likely to be hurt, at least in the short run, include
producers and workers in industries or units that are highly protected.
Activities supported by direct or indirect subsidies and with little or no
export potential or possibilities for quickly becoming competitive would
be particularly vulnerable. These industries probably include passenger
vehicles, non-ferrous basic metals, small paper mills, small tire plants,
basic chemicals, small steel plants and a number of petrochemical based
activities. Firms making artificially high profits behind barriers that
shield them from domestic competition, such as capacity licensing and the
regulation of large and dominant firms, are also likely to lose when
policy reform occurs. So are those taking advantage of concessions
currently accorded "sick" industries.

5.49 As experience in other countries has shown, such industrial
producers, accustomed to operating within a weakly competitive
environment, are not always capable of switching their behavior to
withstand competition, and may end up closing. The cost of restructuring,
whether it involves replacing equipment, introducing new techniques,
developing differentiable products and effective marketing, or reducing
the workforce, may be too great for some firms. This is especially true
of firms in older subsectors that have been protected from competition for
so long that their production methods are out of date. Restructuring
programs would have to be developed for these industries. In some cases
this might involve dismantling the productive unit, sale of physical
capital, transfer of land holdings, and retrenchment of workers.

5.50 Costs are involved even in less extreme cases, where some
retooling, new skills, reorganization of management, and infusion of
working capital would suffice to bring the firms to competitive
standards. In these cases, most of the costs and benefits accrue to the
same firm, and the trade-offs are easily measurable. In the older
industries, where subsectoral restructuring is called for, including
closures and laying off workers, the costs are highly visible and



- 198 -

measurable, but the benefits may accrue to different social groups or
economic units. In these cases, the Government may wish to transfer
resources to mitigate the costs felt by certain regions or employment
groups.

5.51 As a consequence of the change in the pattern of investment,
employment can be expected to expand. The allocation of a larger share of
investment to relatively labor-intensive activities would naturally
create more employment opportunities for a given amount of investment.
The evidence from reform programs in other countries suggests that most of
the gains in employment will occur in small and medium sized firms that
currently have low effective protection and in the service industries that
support larger establishments. An increasing number of larger firms are
likely to resort to using inputs from ancillary units to contain costs;
these units tend to be more labor-intensive, and have lower wage costs, on
average, than large industrial units with strong unions. Because of its
small current share in total employment and its capital intensity, the
organized part of the manufacturing sector, which would suffer most under
the reforms proposed here, is unlikely to offer significant additional
employment opportunities, especially given its relatively high wages and
restrictive employment practices. On the contrary, industrial policy
reform may lead to a short term loss of jobs in organized manufacturing as
steps are taken to deal with overstaffing and the closure of plants in
sick industries. Policies must be designed to effectively redeploy these
workers; in many cases they will suffer a loss of income since their wages
were much higher than average because of protection.

5.52 To further minimize any adverse effects of industrial policy
reform on employment and, at the same time, provide employment for a labor
force that grows at more than 3% a year, the Government also will need to
change existing labor laws to ensure greater flexibility in the labor
market. This will provide greater incentives for firms to employ more
labor as output expands. In addition, Government policy could further
improve access to primary education, a basic requirement for developing a
skilled labor force. Finally, not all segments of the labor force that
will be affected by industrial policy reforms can be helped through these
measures. In some sub-sectors, direct intervention programs, such as
employment guarantee schemes, would be essential as a temporary respite
for adversely affected by the policy reforms. Efforts to improve and
target Government assisted social service such as health, sanitation,
housing and education also would help alleviate the conditions of the
unemployed poor.

B. GROWTH PROSPECTS. THE BALANCE OF PAYMENTS AND REQUIREMENTS FOR
EXTERNAL ASSISTANCE

5.53 If the majority of Indians are to experience significant
increases in their standards of living, if the increase in the labor force
is to be productively enlarged and if the number of people living in
absolute poverty is to be gradually reduced, then the 5% growth of GDP
targeted in the Seventh Plan and achieved over the last several years must
be sustained, if not increased.
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5.54 Because India has already attained relatively high savings and
investment levels for a developing country, accelerated growth of the
economy must rely on increasingly efficient resource use. Foreign trade
will play an important role in this process. Greater access to imports of
equipment and technology will be required by a rapidly modernizing
economy. Imports of key intermediate goods and raw materials will have to
rise as domestic output increases. Moreover, exposing domestic producers
to import competition and encouraging them to compete in foreign markets
will play an important role in ensuring increased efficiency.

5.55 For the target rates of growth for GDP to be met in the Seventh
Plan period and beyond, total imports (and by extension, exports) must
grow faster than GDP. Although import levels will, in a general sense, be
linked to GDP growth and investment levels, measures designed to provide
appropriate levels and structures of prices and to increase the
competitive pressures on domestic producers (including trade policy reform
and exchange rate management) can induce a better allocation of imports
and reduce the apparent import elasticity of the economy. Nevertheless,
total imports will probably have to grow by about 6.5% per annum in volume
terms through the Eighth Plan period. During the next few years, imports
of raw materials and intermediate goods may rise somewhat more slowly than
GDP because of accumulated stocks of petroleum and fertilizers, but this
will be more than offset by the need for a rapid growth of capital goods
imports. Given the current prospects of import prices, the dollar value of
imports is projected to rise from US$15.7 billion in 1986/87 to US$22.1
billion by 1989/90 and US$36.0 billion by 1994/95.

5.56 Aside from the need for higher levels of imports, there are other
potential stresses on India's balance of payments prospects. First, debt
service obligations (including repayments to the IMF, which total about
US$4.0 billion over 1987/88-1994/95), and the general hardening of terms
on new debt, will greatly limit the country's room to maneuver. Second,
the future evolution of the country's international terms of trade, which
depend heavily on oil price movements, is uncertain. While India has
benefited in recent years from the sharp drop in oil prices, some reversal
seems certain. Third, the prospects for workers' remittances and
non-resident deposits are somewhat clouded.

5.57 All this points to the need for India to accelerate the rate of
growth of its exports if its GDP growth target is to be achieved. But
increasing exports has benefits for the domestic economy beyond merely
making higher levels of imports possibile. If exports are growing
rapidly, it means that Indian producers are increasing their
competitiveness in international markets and becoming more efficient.
Successful rivalry for foreign markets requires managers and workers to
become more concerned about costs and quality standards.

5.58 India is, however, attempting to accelerate its export growth at
a time when the international situation is less than propitious. World
economic growth and increases in international trade have slowed, and
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protectionist pressures may develop. Problems on the trade side are being
compounded by unstable capital markets and wide swings in exchange rates.
While this situation is different from the buoyancy that prevailed during
much of the 1970s and early 1980s, the task before India is difficult, but
not impossible. The targeted growth rates are relatively modest--6% per
year in real terms. The main impetus for growth of India's GDP has been
and will remain the domestic market. Foreign trade will continue to play
a supporting, strategic role. Export production per se, is not expected
to generate major increases in sectoral or overall output and employment,
although better performance would, of course, yield larger benefits.
Moreover, India's present exports are a miniscule part of world trade, and
even significant increases in the country's export volumes would hardly be
noticed overall. What India requires of the international community is,
therefore, not only increased concessional aid to act as a safety net for
its reforms, but continued resistance to protectionist pressures.

5.59 India's balance of payments current account deficit, which has
consistently been below 2% of GDP is extraordinarily small by inter-
national standards. It is much less, for instance than Korea's current
account deficits, which averaged about 6% of GDP. during its period of
rapid growth. Nevertheless, India cannot hope to meet all its external
capital requirements with concessional assistance; concessional aid flows
to the country have been very low in per capita terms, and the prospect
for dramatic increases is not bright. India will therefore have to rely
on a combination of concessional and non-concessional capital inflows
(both public and private). The Government will have to manage its
external borrowing carefully to ensure an appropriate cost and term
structure of debt.

5.60 The amount that India may prudently borrow from external sources
is a function of the average terms of borrowing, the probable growth of
exports and a target range for the debt service ratio. The amount of
borrowing that will be necessary will be determined by the import
requirements necessary to fulfill the GDP growth objectives, the expected
growth of exports and other receipts, and the current level and term
structure of debt outstanding. Given India's current situation, as a rule
of thumb, exports should cover between 70% and 75% of imports. The
current account deficit to GDP ratio should remain at about 1.5%, and the
debt service ratio should remain within a maximum of about 25%.

C. BALANCE OF PAYMENTS PROSPECTS

5.61 Although improved terms of trade have provided some
breathing space, the long-term prospects for India's balance of payments
provide little room for complacency. The base case scenario illustrates
that the real growth of exports should reach at least 6% p.a. during the
Seventh Plan period in order to maintain a viable balance of payments.
This would imply a growing but manageable deficit in the resource balance
(goods and non-factor services) of US$4.3 billion in 1987/88, US$4.7
billion in 1989/90 and to US$6.1 billion in 1994/95. ThI% deficit would
be partially offset in the early years by current transfer receipts, which
amount to US$2.2 billion in 1986/87, and which are expected to remain at
that level throughout the Seventh and Eighth Plan periods. In the
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Table 5.1
INDIA : Balance of Payments, 1984i85-1994195

(USs Million at current prices)

1984185 1985/86 1986/87 1987/88 1988/89 1989/90 1990191 1991/92 1992/93 1993/94 S194195

Exports 1 12135 13194 15675 16895 19499 21948 23406 26073 29084 32458 36254
Merchandise la 2 8746 8956 10249 20984 12633 14196 15199 16949 18935 21160 23670
Non-factor Services 3 3389 4238 5427 5912 6866 7752 8207 9123 10149 11297 12584

Imports 4 -16750 -18791 -19070 -21166 -23842 -26638 -28811 -31609 -34785 -38500 -42396
Merchandise la 5 -14400 -16066 -15757 -17590 -19737 -22068 -24134 -26577 -29353 -32605 -36036
Non-factor Services 6 -2350 -2725 -3313 -3576 -4105 -4570 -4678 -5032 -5432 -5895 -6360

RESOURCE BALANCE 7 -4615 -5596 -3395 -4270 -4343 -4691 -5405 -5536 -5701 -6043 -6142

Net Factor Incose 8 -838 -1009 -1198 -1231 -1195 -1230 -1408 -1578 -1785 -2025 -2212
Factor Receipts 9 493 515 499 511 524 564 597 563 508 565 632
Factor Payeents /b 10 -1331 -1524 -1697 -1741 -1719 -1794 -2005 -2142 -2293 -2590 -2845

(M&LT Interest Paid) 11 -904 -1066 -1266 -1367 -1397 -1533 -1797 -1965 -2138 -2445 -2701

Net Current Transfers 12 2526 2654 2176 2175 2173 2172 2173 2172 2171 2170 2169
Transfer receipts 13 2542 2674 2200 2200 2200 2200 2200 2200 2200 2200 2200
Transfer Payments 14 -16 -20 -24 -25 -27 -28 -27 -28 -29 -30 -31

CURRENT BALANCE 15 -2927 -3951 -2417 -3326 -3365 -3749 -4641 -4943 -5316 -5898 -6185

Direct Investeent 16 62 160 209 233 274 311 334 375 422 475 534
Official 6rant Aid 17 453 450 369 237 368 381 391 395 398 407 416
Net M&LT loans (DRS) 18 2600 2853 2609 3470 3860 3980 3707 3549 5287 5810 6030

Disbursements 19 3687 4586 4983 5875 6280 6442 6714 6822 9007 10128 11017
Repayments 20 -1087 -1733 -2374 -2405 -2420 -2463 -3007 -3273 -3720 -4318 4987

Net credit from IMF 22 67 -209 -540 -845 -965 -817 -563 -406 -286 -115 -10
Disbursements 23 201 - - - - - - - - - -
Repayments 24 -134 -209 -540 -845 -965 -817 -563 -406 -286 -115 -10

Capital flows NEl 26 -264 1244 -79 409 365 331 323 291 256 218 178
Non-Resident Deposits 31 210 1175 1255 800 800 800 800 800 800 800 800
Others IC 52 -474 69 -1334 -391 -435 -469 -477 -509 -544 -582 -622

Errors & Oeissions /d 27 272 - - - - - - - - - -

Change in Reserves /e 28 -263 -547 -151 -178 -535 -438 450 739 -761 -897 -962
l- : increase)

End-Year Reserves (Gross)/e 29 6110 6657 6808 6986 7521 7959 7510 6771 7532 84?9 9391

Memo Items :
Debt Service Ratio (1) 50 16.5 20.5 24.4 24.8 22.4 20.0 20.8 19.7 19.4 19.5 19.7
Current Acc Deficit/6DPep 151 1.6 2.0 1.1 1.4 1.3 1.3 1.6 1.6 1.6 1.6 1.6

/a Net of crude petroleue exports.
/b Includes IMF interest; Excludes interest on Non-Res Deposits.
/c Residual Item; Includes reserve valuation changes.
Id As estimated by government of India.
le Excluding Sold.
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meantime, net factor payments are expected to increase from the current
level of US$1.2 billion to US$2.2 billion in 1994/95. This is largely due
to the increase in interest paid on medium and long-term debt, which is
expected to rise from US$1.1 billion in 1985/86 to US$1.5 billion in
1989/90 and US$2.7 billion in 1994/95. This results in a current account
deficit that grows from US$2.4 billion in 1986/87 to US$3.7 billion in
1989/90 and US$6.2 billion in 1994/95.

5.62 Total debt servicing, which accounted for US$2.5 billion in
1984/85 and US$3.4 billion in 1985/86 is expected to grow to US$4.9
billion in 1989/90 and US$7.7 billion in 1994/95. Much of the increase
during the latter half of the 1980s is due to India's repayments to the
IMF.

D. EXTERNAL FINANCING REQUIREMENTS

5.63 In summary, India's gross external capital requirements will
increase in the second half of the Seventh Plan period and can be expected
to be considerably larger in the Eighth Plan period than in the Seventh.
While the trade deficit would be somewhat smaller in both the Seventh and
Eighth Plan periods than in the Sixth, the current account deficit would
increase to about US$16.8 billion in the Seventh Plan period and US$27.0
billion in the Eighth. This reflects rising net factor payments (largely
interest) and a leveling off of remittances. Amortization (including the
scheduled IMF repurchases), which amounted to US$4.7 billion in the Sixth
Plan, would rise to US$14.8 billion in the Seventh and US$20.7 billion in
the Eighth. Taking into account other capital outflows and increase in
reserves needed to keep import coverage at three months, gross capital
requirements would rise from US$23.6 billion in the Sixth Plan period to
US$36.0 billion in the Seventh and US$51.8 billion in the Eighth. While
both the absolute size of the financing required and the increases appear
quite large, they can be financed through a combination of direct foreign
investment, non-concessional borrowing and concessional assistance without
compromising India's creditworthiness.

5.64 Foreign Direct Investment: While it is unlikely that investment
capital could provide a major inflow of foreign exchange, it does offer
some advantages. Foreign direct investment and joint ventures provide
risk capital that does not raise debt levels and debt service payments.
In fact, experience in other countries indicates that, if the investment
climate remains attractive, only a small part of profits are actually
remitted, the bulk being reinvested. Perhaps more important, it provides
Indian companies with access to foreign technology, state-of-the-art
management techniques and foreign markets. Equity participation is
frequently a condition for foreign investors to enter into joint ventures,
particularly those that involve the transfer of state-of-the-art
technology, since foreign joint venture partners tend to be reluctant to
provide access to such technology without some management control over its
use. There has been a promising change in the Government's attitude
towards foreign direct investment in recent years and interest of foreign
investors in India has increased dramatically over the past few years.
This is an indication of the growing attractiveness of the Indian market,
which is estimated to have 50-60 million potential buyers of modern
industrial consumer products. However, if the role of foreign direct
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investment is to increase significantly, then the Government will need to
review its current policies affecting foreign direct investment and take
steps to remove the remaining barriers to joint ventures and to the flow
of risk capital into India. The revision of FERA in particular should be
given careful consideration. Adoption of the export promotion program
should encourage foreign investors to consider India as a base for
exporting.

5.65 Increasing Non-Concessional Borrowing: The balance of payments
projections show that a growing share of India's foreign exchange needs
will have to be met through non-concessional borrowing and in particular
commercial borrowing. In fact, recent years have already seen a departure
from India's traditionally very conservative approach to foreign
borrowing, which relied heavily on bilateral and multilateral concessional
assistance.

5.66 Throughout the 1960s and 1970s, capital inflows were tightly
controlied, and when gross foreign exchange reserves decline
substantially, the Government tended to restrict imports and sacrifice
growth, rather than accumulate high-cost debt. The foreign borrowing that
did take place was mainly on concessional terms. In 1979/80, less than 1%
of India's debt outstanding was owed to private financial institutions.
In order to permit an acceleration of economic growth, the Government has
eased its limitations on foreign borrowing in recent years. As a result,
foreign commercial loans accounted for 40% of India's total foreign loan
commitments and 50% of disbursements in 1985/86. By the end of 1986/87
about 22% of India's total debt outstanding was owed to private creditors.

5.67 In the base case scenario, commercial borrowing commitments would
increase from US$8.3 billion under the Sixth Plan, to US$13.9 billion and
US$24.3 billion under the Seventh and Eighth Plans respectively. The
Government will therefore need to continue to evolve and fine tune its
borrowing techniques, particularly the tapping of new markets and the use
of a wider range of financing instruments. More specifically, in order to
gain wider access to international financial markets for the levels of
borrowing India is likely to need, and still obtain favorable terms, it
will need to (a) establish a presence in various markets by diversifying
its sources of borrowing (by currency, instrument and market), (a)
emphasize borrowing in capital markets rather than choosing loan
syndications, (c) maintain a balanced maturity structure of its debt, in
particular through controlling the short term portion of its debt and by
maintaining a balance between debt at floating and fixed rates.

5.68 The Need for Concessional Aid: Concessional aid will play an
increasingly important role in the years ahead. First, in order for the
debt service on commercial borrowing to remain manageable and given the
likely magnitude of external capital requirements, it will be necessary
for concessional aid to grow by 5% per annum in real terms for the rest of
the Seventh Plan. In addition, although higher commitment levels would
have an immediate psychological impact by assuring the Government of the
support of the international community for its reform effects, the
financial impact would not be felt for a number of years. Therefore,
faster disbursing loans are needed. Second, a real increase in the growth
of concessional aid would assist Government efforts to raise living
standards of India's poor. The majority of India's population continues
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to survive on the narrowest of margins. The low cost of concessional aid
allows the Government to provide support for programs that benefit the
poor directly and thus have high social returns, without depriving the
economy of the investment funds needed to sustain economic growth. It
would also permit it to continue to pursue economic policy options that
may entail considerable risks. In a sense, the availability of
concessional aid will allow the Government to implement policy changes
with the benefit of an economic "safety net".

5.69 Finally, as indicated above, the new approach to trade policy
recommended in this report entails some risks. An unforeseen increase in
the need to borrow commercially at a time when the results of the economic
policy changes are still uncertain may prompt the Government to restrict
imports, slowing its effort to modernize the economy, and thus, slowing
economic growth. Unexpected developments such as poor crops or sharp
swings in the international terms of trade can affect the availability of
foreign exchange. Increased concessional aid, especially if rapidly
disbursing, would provide the cushion that India needs during this
critical phase of transition and would allow India greater freedom to
control the level of imports using macroeconomic tools (monetary, fiscal,
and exchange rate policy) and the price system, rather than by
administrative fiat.

5.70 Thus, in addition to its usual role of providing support for
programs which benefit the poor directly, concessional aid can play an
additional role by providing support during this period of uncertainty
associated with policy reform. For these reasons, it is important that
that concessional commitments be increased by at least 5% per year in real
terms in 1987/88 and 1988/89. Specifically, this would entail raising
commitments on concessional aid from nearly US$1.8 billion in 1986/87 to
somewhat over US$2.0 billion over the next two years.

E. RISKS AND CREDITWORTHINESS

5.71 The blend of external financing recommended above should enable
India's debt service obligations to remain within prudent and manageable
bounds. In the base case scenario, debt service ratios, including IMF
repayments and service charges, are projected to rise from 20% in 1985/86
to 25% in the following two years, and then decline to below 20% in the
Eighth Plan period. (These figures are based on data from the World
Bank's Debt Reporting System and differ from the Government of India's
figures due to differences in coverage, exchange rates, and timing.)
Excluding IMF repayments and charges, debt service would rise from 17.1%
in 1985/86 to over 19% in 1986/87 and 1987/88 and then decline to the 18%
range in the Eighth Plan. Debt outstanding and disbursed would climb to
US$43.7 billion in 1989/90 and US$68.0 billion in 1994/95. While debt
levels and thus, debt service ratios, would rise above recent levels, this
should not adversely affect India's credit rating with foreign lenders,
particularly in light of the country's reputation for prudent debt
management. The principal risk involved in this scenario would be poor
export performance.
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5.72 Two alternative scenarios illustrate India's vulnerability if
exports do not grow fast enough to finance the necessary imports. Table
5.2 summarizes the results of both the base case scenario and the two
alternative scenarios. Scenario A shows the results of a delay in the
acceleration of export growth on the balance of payments. In this
scenario, exports rise only slightly above the long-term trend for the
remainder of the Seventh Plan period, and then accelerate to 7% (the
average level targeted for the Seventh Plan) during the 1990s. The
scenario assumes that the growth target remains unchanged, and since the
target GDP growth rate cannot be attained unless the Government's new
import policy remains unchanged, the level of imports was not changed in
this scenario. As a result, exports would provide only 64% of the
projected foreign exchange requirements in 1989/90 and 58% in 1994/95.
The debt service ratio would rise rapidly, reaching 22% by 1989/90 and 33%
by 1994/95. Such a scenario would clearly be untenable.

5.73 Scenario B illustrates what would happen if exports performed
poorly and the Government responded by suppressing imports, rather than
allowing external borrowing and debt service ratios to rise. If import
growth were reduced enough to maintain the same level of commercial
borrowing as in the base case, poor export performance would limit GDP
growth to only 4% p.a. during the remainder of the 1980s and in the
1990s. The debt service ratio would rise to 26% in 1987/88 before
declining to 22% in the 1990s. These scenarios demonstrate again the
critical role that the reform program and export growth will play in
ensuring India's long term growth. While exports can be stimulated by
specific measures designed to offset the current bias against them,
sustaining export performance will require adoption of the more general
reform package of trade policy reform and domestic deregulation.

E. CONCLUSIONS

5.74 This report has recommended adoption of an integrated policy
package for restructuring and reorienting industrial growth. It suggests
using specific measures to promote exports to ease the balance of payments
constraint, while a series of coordinated measures are carried out to
relax government controls on most aspects of firm-level decision making
and, through use of trade policy reform and exchange rate policy, to shift
the incentive structure so that it more closely reflects India's
comnparative advantage. Direct import controls could be phased out and a
new tariff structure phased in that would reduce the spread of rates of
effective protection available to firms. Expeditious implementation of
the full policy package would encourage more rapid growth of labor-
intensive, fuel-efficient industry, would result in lower-price,
higher-quality goods being available to consumers, would stimulate and
sustain export growth, and would result in more rapid technological
progress.
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Table 5.2
INDIA: Summary of Foreign Exchange Requirements and Sources

(US$ billions, at current prices)

6th Plan Base Case Scenario A Scenario B
7th 8th 7th 8th 7th 8th
Plan Plan Plan Plan Plan Plan

Foreipn Exchange Reguirements
Imports 84.0 109.5 176.1 108.8 172.3 105.0 146.4
Net Factor Payments 1.1 5.9 9.0 6.0 12.8 5.8 8.2
Amortization 4.7 14.8 20.7 14.8 23.9 14.8 20.7
Increase in Reserves -1.1 1.8 1.4 -0.6 3.4 2.2 1.8

Total 88.7 132.0 207.2 129.0 212.4 127.8 177.1

Foreign Exchange Sources
Exports 57.7 87.2 147.3 83.0 125.2 83.0 125.2
Trar.sfers & Remittances 12.7 11.4 10.9 11.4 10.9 11.4 10.9
Direct Foreign Investment 0.2 1.2 2.1 1.2 2.1 1.2 2.1
Grants 1.9 1.8 2.0 1.8 2.0 1.8 2.0
M&LT Loans 19.6 28.2 43.7 29.4 70.9 28.2 35.5
(of which Commercial Loans) (5.5) (11.5) (23.8) (12.8) (51.1) (11.5) (15.6)

Non-Resident Deposits 1.9 4.8 4.0 4.8 4.0 4.8 4.0
Capital, n.e.i. -5.3 -2.6 -2.7 -2.6 -2.7 -2.5 -2.6

Total 88.7 132.0 207.2 129.0 212.4 127.8 177.1

Memo Items (%):
GDPmp Growth 5.5 5.5 5.6 5.5 5.6 4.8 4.4
Agricultural Growth 4.6 2.1 2.9 2.1 2.9 1.9 2.5
Industrial Growth 4.6 6.6 7.2 6.6 7.2 5.1 4.5
Imports/GDP 8.6 7.9 8.7 7.6 8.5 7.5 7.8
Per Capita GDP Growth 3.4 3.5 3.8 3.5 3.8 2.8 2.6
Export Volume Growth 4.4 6.1 9.1 3.2 7.4 3.2 7.4
Import Volume Growth 3.3 7.6 5.5 7.3 5.2 5.7 2.5
Debt Service Ratioa 16.5 20.0 19.7 22.2 33.2 22.0 22.2
Current Account/GDPa 1.6 1.3 1.6 2.1 3.1 1.3 0.7

a Last year of Plan
Source: World Bank
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5.75 The program does, however, carry with it some fairly predictable
costs, in particular the transitional costs to labor and capital involved
in restructuring inefficient subsectors. It also involves certain risks.
First, managing the balance of payments with macroeconomic tools and the
exchange rate rather than direct import controls involves an element of
uncertainty. This risk would, however, be limited, since capital
transactions would not be decontrolled. Second, there is the risk of
inflationary pressures resulting from downward stickiness of wages and
prices in sectors affected by reduced protection, although this could be
limited by appropriate monetary and fiscal policies. Third, there is the
possibility of lagged production and investment responses owing to
uncertainty on the part of entrepreneurs unused to operating without the
crutch of government support and control. This could be minimized by
clear policy declarations and avoidance of backtracking.

5.76 Achieving India's overall GDP growth targets, generating
employment for her rapidly growing labor force and alleviating poverty
will require continued progress in the direction already established by
Government. Although there are costs and risks, adoption of the entire
package, in the sequence suggested, would produce the maximum benefits in
the shortest time. The benefits already derived from the actions taken
should provide some indication of the potential results. Nevertheless, in
the last analysis, only the Government can decide how and when it can
proceed. The international community can assist the Government in
accelerating the pace of reform by resisting protectionist pressures and
by providing increased and well-focused concessional external assistance,
thereby reducing the risks of the reform process.
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Table 1.1
ESTINATEO PPULATION S DISTRIBUTION DY SEX, 1960-2000

fin thousands)

Year Nale Feuale Total
----- --------- ---------------…-…-

1U0 225942 208907 434849
1961 228715 215520 444235
1962 234131 220248 454379
1943 23968 225404 465093
1964 245395 230N69 476091

1965 251224 23410 487324
1966 257196 241635 498831
1967 263271 247265 510536
1968 269511 2504 522555
19b9 275918 258977 53U95

1970 282500 265069 547569
1971 289019 271100 540119
1972 295118 276732 571850
1973 301346 282480 583826
1974 307704 286349 596053

1975 314195 294339 408534
1976 320926 30454 621290
1977 327596 306495 634291
1978 334509 313067 647576
1979 341471 319647 441138

1980 354840 332492 687332
1981 362170 339342 701532
1992 370142 346843 716985
1983 378537 354711 733248
1994 384973 362583 749556

1985 395003 370064 765147
1990 435414 400143 843557
1995 474562 445375 919937
2000 512252 482355 94607

Source: uorld Dank estimates.

Note: The population figures for the census year, 1941, 1971
and 1991 differ fro& the official tstimates as
they have been corrected for under-counting.
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Table 1.2
DISTRIBUTION OF POPULATION BY AGE GROUP AND SEX 1961-1991

(in thousands)

Year (0-4) (5-14) (15-19) (20-29) (30-39) (40-49) 650-59) (60+) Total

1961

Males 37363 55035 22665 38405 28944 19699 12307 14298 228716
Feeales 36834 53446 22189 36788 25205 16931 10827 13000 215220
Total 74197 108481 44854 75193 54149 36630 23134 27298 443936

1971

Males 46758 74948 2B688 45944 35790 26098 16590 14204 289020
Feeales 44531 71689 27303 43880 33613 22522 14459 13103 271100
Total 91289 146637 55991 89824 69403 48620 31049 27307 560120

1981

Males 53152 91039 37690 56881 42875 34552 2361B 22363 362170
Females 51487 84082 34149 55109 41096 31168 20700 21573 339364
Total 104639 175121 71839 111990 83971 65720 44318 43936 701534

NDte: The population figures differ frow the official census estisates as they have been corrected for under-countino.

Source: World Bank estimates.



Table 1.3
SELECTED DEIID9WHIC OACTERISTICS BY STATES

Vital Rbtns
(pwr 1000 e .

Percetage of "91 Avg. of 1971-1961
1912 Ppwatie Pp. 1971-1911 1981 .h. to total seken (c) as I

Are In IilIiem per lItr-cml - ratio ppuletim Liteacy ratn 0b) 1961 of total peltlem Crud Cr,d
Tbhused … sql.k irmth Rato N.of els Per ------ - -bit l-- ___- _t ath
Iq.tn 1971 19111 1961 ( pr K ) 10a0 feM 1n 1971 161 penmem eel fnale "ln fmles total bte R.t

STATED

Aura Prades 275.1 43.50 53.55 195 2.10 12V 19.3 23.3 29.9 39.3 20.4 57.6 33.54 45.76 31.5 11.6
eAum 70.4 M.O 19.901a) 254(a) 3.09 (a) 1110(a) 3.6 10.3i() i.e i.e m.a a.& i.e *. 32.7 11.4

Divw 173.9 56.35 9.91 402 2.17 157 10.6 12.5 26.2 3R.1 13.6 50.16 13.50 32.35 31.4 14.7
Worst 196.1 26.70 34.09 174 2.46 161 23.1 31.1 43.7 54.4 32.3 52.91 20.u6 37.27 35.1 12.4
HeYma 44.2 10.04 12.92 292 2.55 114 17.7 21.9 36.1 4.2 22.3 4.93 10.41 31.63 36.6 e 1.6
Hltacdal Predleb 55.7 3.46 4.23 77 2.15 1026 7. 7. 42.5 53.2 31.5 52.63 31.0 42.40 11.6 16.6
Jam_m I Kebir 222.2 4.62 5." 59 2.3 1121 16.6 21.1 26.7 36.3 15.9 55.62 31.32 44.27 31.3 9.3
Kwmteka 191.3 29.30 37.14 194 2.39 1036 24.3 26.9 36.5 4.9 27.7 54.60 25.33 0.24 26.2 9.6
K1ala 36.9 21.35 25.45 654 1.77 9 16.2 11.7 70.4 75.3 65.7 44.6 16.61 36.53 26.2 6.9
Hedym Prades 443.5 41.65 52.11 I16 2.27 10 1 6.3 20.3 27.9 39.5 15.5 54.0 30.64 42.92 37.4 15.6
Narehtre 307.7 50.41 62.73 204 2.21 1067 31.2 35.0 47.2 56.6 34.1 53.73 30.63 42.56 26.3 16.
Heipe 22.3 1.07 1.42 64 2.63 I030 13.1 26.5 41.4 53.3 29.1 46.90 39.49 43.20 29.6 6.6
boga1a 22.4 1.62 1.34 66 2.6 104 14.5 13.0 34.1 37.9 36.1 53.91 37.46 45.93 32.3 10.4
Hinge 16.6 0.52 0.76 47 4.0 1159 9. 5.5 42.6 50. 33.9 52.59 43.19 4.24 22.4 6.9 "'
briu 105.7 21.94 26.37 169 I.E5 lo1 6.4 11.6 34.2 47.1 21.1 5.66 19.61 36.01 31.1 14.6
Pijab 50.4 13.55 26.79 333 2.16 1136 23.7 27.7 0.9 47.2 33.7 53.76 6.1l 31.50 29.6 9.2
Raatham 342.2 25.77 34.26 106 2.67 lo6 17.6 21.0 24.4 36.3 11.4 5."e 21.66 36.61 36.1 23.3
Sikkim 7.1 0.21 .32 45 4.14 It" 9.5 16.2 34.1 44.6 22.2 57.11 37.4 41.24 .m i.e
T1. 11 m 130.! 41.20 4.41 372 I.63 1424 30.2 33.0 4.6 53.3 35.0 Sf.31 u.52 42.73 26.2 11.7
Trira 10.5 1.56 2.45 195 2.79 1057 10.4 11.0 42.1 51.7 32.0 56.72 .12.76 32.26 26.9 9.1
Utter Pradesh 29.4 16.34 L6.6 377 2.29 1130 14.0 17.9 27.2 36. 14.6 50.76 6.67 3L72 39.5 6.4
leWt ga 6.6 44.32 54.3 616 2.10 109 24.7 26.5 46.9 50.7 30.3 50.3J 6.07 36.17 31.5 11.3
A S I Islemi 6.2 0.11 0.19 23 4.91 1316 22.6 26.5 52.6 56.7 42.1 5.60 1. 36.10 33.6 6.2
Arelda Pradeih 63.7 0.47 .63 6 3.4 2i1o 3.6 6.7 20. 21.9 11.3 3.59 45.76 52. 33.1 15.4
Chem ig 0.2 6.26 0.45 3962 5.67 130 90.7 93.6 64.6 69.0 59.3 54.72 L.95 34.63 26.7 2.7
* I 11veli 0.5 L07 0.11 211 3.3 1627 - 6.7 26.7 36.3 16.6 56.30 41.33 4.91 34.6 24
ebli 1.5 4.07 6.22 41" 4.29 1236 6.7 92.7 61.5 66.4 53.1 52.67 6.4 32.13 27.3 L.

ueelloo u 3.1 0.6 1.09 267 2.3 1619 26.5 32.4 56.7 63.6 47.6 4.26 21.9 35.29 17.7 7.6
Lakshadweep 0.0 0.03 0.04 1256 2.37 1026 - 46.3 55.1 65.2 44.7 39.31 9.15 24.43 31.6 9.6
Nicer. 22.2 0.33 0.4 23 3.9 IO 41.9 24.7 59. 9 64.5 54.9 52.16 37.63 45.30 m.a ac
Pmdichrry 0.5 0.47 6.60 1226 2.50 1015 11.4 52.3 55.9 65.6 45.7 47.16 13.51 30.47 24.6 L.3
All-Ini 326.3 54.U16 615.26 216(d) 2.25 1272 19.9 23.3 36.2 46.9 24.6 54.65 22.05 .60 33.2 13.7

Aotei (a) Dd em proJections.
(L) Percctee hae km c e_d te to tal pelatl-bm aclcnive of Ag grep 04 yws.
(IC IKclIe both el Min ad gimel whers.
Id) Excluding Jlami e uir.

Sbucos 1. Cb_c of India 1961, Finel Ppuletim Totals.
2. Cases of Idia 2961, Priwy CNs Abtract lhral hpletim.
3. Cams of India 1961, by tPplation Statistics laned M 5 peca "It Late 
4. Reistrar Snral lIdlA, Sale Rlistratium Orlleti, hc_ 1962.
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Table 1.4
TRENDS IN DEMOGRAPHIC CHARACTERISTICS

DF THE POPULATION

a. Population

Average Compound
Growth Rate of

Population emillions) Population during Sex-Ratio Density Percentage of
---------------------------- Previous Ten Years (Hales per of Population Urban Population

Year Total Hales Females (I per annum) 1000 FemalesW Per Sq.KH to Total

1951 361 185 176 1.26 1057 117 17.3
1961 439 226 213 1.98 1063 142 18
1971 548 284 264 2.2 1075 177 19.9
1981 6B5 348 324 2.26 1071 216 23.3
1991 799 412 387 1.75 1065 243 27.4

b. Fertility, Life Expectancy & Birth/Death Rates

6eneral Average Expec-
Fertility Rate tation of Life Birth Death
(per thousand Total at Birth (years) Rate Rate

Average for wolen of child Fertility --------------- --
Period bearing age Rate males females Iper thos. popul.)

1951/61 201 6 41.2 39.8 42.7 24.4
1961/71 192 5.8 46.7 45.4 42 18.8
1971/76 175 5.4 49.5 49 39 16.5
1976181 154 5.1 51 50 36.5 14.5
1981/86 (blIc1 133 4.8 52.7 54.4 34.2 12.7
1986/91 (bWIc) 117 4.3 54.4 56.8 30.9 11.3

c. All India Sample Registration Survey: Vital Rates

(Annual rate per thousand)

Crude Birth Rate Crude Death Rate Infant Nortality Rate per 1000 Live Births

Year Total Rural Urban Total Rural Urban Total Rural Urban

1970 36.8 38.9 29.7 15.7 17.3 10.2 129 136 90
1971 36.9 38.9 30.1 14.9 16.4 9.7 129 138 82
1972 36.6 38.4 30.5 16.9 18.9 10.3 139 150 85
1973 34.6 35.9 28.9 15.5 17 9.6 134 143 89
1974 34.5 35.9 28.4 14.5 15.9 9.2 126 136 74
1975 35.2 36.7 28.5 15.9 17.3 10.2 140 151 84
1976 34.4 35.8 28.3 15 16.3 9.5 129 139 80
1977 33 34.3 27.8 14.7 16 9.4 12? 142 67
1978 33.2 34.6 27.8 14.1 15.3 9.4 125 136 70
1979 33.1 34.3 28.3 12.8 13.9 8.4 n.m n.a n.a
1980 33.3 34.6 28.1 12.4 13.5 8 n.m n.a n.r
1981 33.2 34.7 27.2 12.5 13.6 7.9 n.a n.m n.a

_-- - - - - - -- - - - - - - - -- - - - - - - - - -- - -_._ - --- -- -_ -- - --- - -- -_ -- -- - -___ _-- __--__--_

(a) Projections by Registrar General of India, for Narch I of year shown. The projections yield somehat lowr values than
do those produced by Morld lank staff, Nhich have a higher base to adjust for census under-counting.

(bl Projections relate to mid-year Df period.
(c) For 1981-90 the projections as produced by Morid Bank staff.

Sources: 1. Office of the Registrar-General.
2. Planning Coseission.
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Table 1.5
TRENDS IN ACCEPTANCE OF FAMILY PLANNING METHODS AND ESTIMATED NUIMBER OF BIRTHS AVERTED

-in thousands)

1956 1960 65/66 70/71 75176 7717B 78/79 791/0 90181 01/82 82183 B3184 84185 85PU6 B6187
(a) la) lb) lel le) (i)

Sterilization
Total 7 64 671 1330 2669 949 1484 1778 2053 2792 3983 4532 4085 4859 2773
males 2 37 577 879 1438 188 391 473 439 573 585 661 550 638 338
Feaales 5 27 94 451 1231 761 1093 1305 1614 2219 3398 3B71 3535 4261 2435

IUD insertions rf.a n.a 813 476 607 326 552 635 628 751 1097 2134 2562 3274 2530

Users of Conventional
Contraceptives Ic) n.a n.a 582 1963 3528 3253 3469 3069 3809 4559 5949 B390 9795 10742 7923

Total Acceptors 7 64 2066 3769 6804 4528 5505 5482 6490 0102 11028 15056 16442 IB915 13226

Equivalent Sterilizations 7 64 974 1598 3068 1242 1865 2165 2479 3302 468 5750 5555 6663 4105

Cusulative Number of Dirths
Averted since 1956 36 635 6823 20648 29421 34349 39257 44190 49296 54767 60977 68246 76366 83100

Medical Tertination of
Pregnancy n.a n. a n.a n.a 214 247 318 361 388 434 516 547 578 582 362

Cusulative Number of Births
Averted since 1956(d) n.a n.a 304 725 979 1268 1578 1925 2338 2776 3238 3704 3994

Cumulative Number of Total
Births Averted since 1956 n.a n.a 20952 30146 35328 40525 45768 51221 57105 63753 71484 8007(f 87094

Sources: 1. Ministry of Health and Family *lelfare.
2. World Bank estimates.

NDtes: (a) The data for 1956 and 1960 relate to calender years.
(b) Relates to period January 1965 to harch 1966.
(c) From 1970/71 onwards the figures exclude condoms distributed freely to vasectoaised cases and as free

sagples. Equivalent users have been derived by dividing the nueber of pieces of condoms, diaphgrams,
jelly & creas tubes, foam tablets and oral pill cycles by 72, 2, 7, 72, 13 respectively, which are the
average numbers required to give complete protection to a couple in one year. Data from 1975/76 onwards
include oral pill users also.

(d) Estimated by assuming that percentage of births averted due to medical termination of pregnancy is 90.
(e) Provisional.
(fi Up to December 1986.
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Table 1.G
EMPLYM,ENT IN THE ORGANIZED SECTOR - BY INDUSTRY

tin thousands)

As at the Aariculture
End oD the and allied hining & Manufac- Construc- Public TranspDrt d Trade & Ali activities
Fiscal Year Activities guarrvinQ turing tion Utilities Communication Coaxerce Services Total

Public Sector 120 129 369 602 224 1725 94 3427 7050
Private Sector (a) 670 550 3020 240 40 BO 160 280 504'J
lotal 850 679 3389 842 264 1805 254 3707 12090

Pu1lir Sector 264 177 782 797 402 2i8c 28 54,7 10374
Drivate Sector (b 814 4S29 3900 152 44 11C .93 963 6696
lo.al 107E . 4e22 94 44 229(' 581 6 431 17 '

Public Sector 359 71; 1113 992 53n 2418 546 663, 135321
Private Sector lti 827 12 4152 94 35 74 470 1055 6944
To,tal 1186 25 5271 1086 571 2491 lOle 7694 201b5

1979/SO
Public Sector 431 797 1446 1068 661 2651 801 7224 15078
Pr;vate Sector (bi 860 125 4417 73 34 71 480 1167 7227
Total 1291 922 5863 1141 695 2722 1291 8391 22305

1980/8e
Public Sector 463 BB 1502 1089 683 2709 865 7355 15484
Private Sector (b; 858 130 4545 72 35 60 473 1222 7395
Total 1321 948 6047 1161 718 2769 1338 8577 22879

1921/82
Public Sector 457 832 1592 1112 698 2781 928 7547 15946
Private Sector (b) 851 129 4661 71 36 60 481 1259 7548
Total 1308 961 6253 113 734 2841 1409 8806 23493

1982183
Fublic Sector 476 884 1634 1120 721 2826 990 7806 16457
Private Sector (b) 847 120 4626 68 37 59 482 1288 7527
Total 1323 1004 6260 1BB 758 2885 1472 9094 23984

123/ 84
Public Sector 489 927 1717 1120 732 2864 1038 7981 16868
Private SectDr (b) 819 113 4473 66 39 57 490 1289 7346
Total 1308 1040 6190 1186 771 2921 1528 9270 24214

1984/85 (dl
Public Sector 498 974 1760 1146 759 2907 1115 8149 17308
Private Sector (b) 822 113 4423 70 39 55 494 1305 7321
Total 1320 1087 6183 1216 798 2962 1609 9454 24629

(a) Establishments Df 25 xorkers and over. Reporting is cotDulsory.
(b) includes employment in establishments of 10 workers and over. Reporting for the category

10-25 workers is on a voluntary basis, and the extent of coverage is not known.
(c) Data irom 1975/76 onwards is based on National Industrial Classification,1970 and is not

exactly comparable with the earlier years.
(di Provisional.

Source: Economic Survey, various issues.
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Table 1.7
DISTRIBUTION OF PERSONS (AGE 5 AND ABOVE) BY CURRENT WEEKLY ACTIVITY STATUS (a)

(ZI

Rural Urban All-India

Male Feaale Total Male Female Total Male Female Total

Wori:inQ Persons in Labour Force 60.2 26.9 43.91 55.r 14.22 35.2 7 59.22 24.38 42.2S
Workinn in own far& 32.25 13.9L 23.3 3.34 1.77 2.59 2c.2 11.53 19.09
WorirnQ in household non-farm o.69 2.5 4.64 19.09 4.65 12.26 9.28 2.92 6.!9

enter ri se/professior
Wroinq as reoular salaried employee!

wage labour in farm 2.85 0.37 1.63 0.54 0. 3 0.35 2.36 0.32 1.37
Woruing as regular salaried eoDloveel

wane labour in non-fart enterprise/
profession 3.72 0.67 2.23 25.85 4.22 15.62 8.35 1.38 4.96

horkina as casual labour
of which:

Public works 0.45 0.22 0.34 0.21 0.07 0.14 0.4 0.19 0.3
Agriculture 11.69 8.17 9.97 1.49 1.41 1.45 9.56 6.82 8.23
Non-Agriculture 2.38 1 1.71 4.95 1.98 3.54 2.92 1.19 2.08

WDrking as bonded laborer 0.17 0.02 0.1 0.03 0 0.02 0.14 0.02 0.08
Not Working but seeking and available for

work - unemployed 2.23 1.16 1.71 4.25 1.75 3.07 2.65 1.28 1.98
Not in Labor Force 37.57 71.94 54.38 40.25 B4.03 60.96 38.13 74.34 55.72
Total PopulatiDn 100 100 100 100 100 100 100 100 100

Source: The NatiDnal SamDle Survey, 32nd Round (1977-78), Results Df the second quinquennial survey on emplDyment and unemployment
oublished in Sarvekshana, July-October 1981.

(a) For the period July 1977 to June 1978.
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Table 1.8
STATEWISE UNEMPLOYMENT RATES (a)

(7.)

Urban Total

Male Feaale Total Male Female Total Males Female Total
STATES Rural lb) ib) (b) Ib) (b)

Andhra Pradesh 4.06 8.26 5.72 8.08 11.19 8.65 4.8 8.5 6,.78
Assaf 1.53 1.13 n.a 4.21 9.66 n.a n.j n.a n.a
B;h:na ,.1 4.37 4.16 6.60 6.7t 6.86 4.4 4.55 4.71
Eujarat 2.5? 1.7 2.29 4.B5 5.34 4.90 3.25 2.05 2.99
Haryana 4.44 1.4I 3.91 5.57 7.25 5.69 4.69 2 4.19
Himachal Pravesi 1.6B 0.(;4 1.04 5.21 10.78 6.14 1.99 0.3b 2.95
Jammu U Kashnir 4.0Q 1.6 3.17 4.3S 16.98 6.28 4.14 2.64 4.21
Karnataka 2,82 4.68 3.46 6.53 8.51 6.89 3.79 5.19 4.52
Kerala 12.25 12.84 12.42 15.12 14.67 15.02 12.78 13.08 17.14
Madhya Pradesh 1.41 1.83 1.57 4.83 3.84 4.68 2.03 1.95 2.64
Maharashtra 2.92 4.06 3.4 7.47 14.84 8.53 4.5 5.24 5.19
Manipur 2.36 0.16 1.35 1.57 2.85 2.06 2.17 0.66 1.67
Drissa 3.B 5.57 4.28 6.88 B.05 7.05 4.15 5.7 4.99
Punjab 2.59 11 3.43 3.72 6.63 3.91 2.9 10.18 3.47
Rajasthan 2.19 1.39 1.94 4.38 1.53 4.09 2.62 1.4 2.54
Tamil Nadu 5.87 5.27 5.65 9.11 12.47 9.72 6.85 6.33 6.93
Tripura 1.69 1.56 1.66 12.53 25.16 14.64 2.71 3.3B 4.22
Uttar Pradesh 2.46 1.24 2.29 5 3.76 4.93 2.9 1.43 2.62
Nest Bengal 4.46 3.69 4.35 9.75 12.35 9.97 5.91 5.17 5.07
Delhi 8.13 20 9.83 6.67 30.68 8.86 6.77 29.56 9.73
Boa,Daman & Diu 10.13 11.48 10.6 10.72 12.69 11.21 10.33 11.78 10.79
Pondicherrv 10.28 7.24 9.37 14.36 11.59 13.74 12.32 8.98 10.52
All India 3.57 4.13 3.75 7.12 10.93 7.86 4.28 4.99 4.47

(a) Person-weeks seeking and/or available for work as a percentage of total person-weeks in the labor force, for population of
age 5 years and above for the period July 1977 to June 1978.

(b) Computed for each state using the data fror 1981 Census for male and female workers in rural and urban areas.

Sourre: National Sample Survey. 32nd Round 11977-78), Results of the Second quinquennial survey on employment and unemplDyment
Published in Sarvekshana, July-October 1981.
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Table 1.9
EDUCATION - PR06RESS OF ENRDLMENT

----------------------------------------------------------------------------------------------------------------- ___-_-_-_-_-_-__ -_ --_-__ __

Primarv Level (Class 1-VI hedium Level (classes VI-VIlI) Secondary Level (classes IX-Ki)
Age 6-11 Years Aoe 11 -14 Years Ade 14 - 17 Years

_- _--------_--_----____ ---- - _--------------------- University
sear Boys Girls Total BDojs Girls lotal Boys Girls Total ic)

(million personsi
195051 1-2.6 5.4 19.2 2.6 0.5 3.1 1.1 0.2 1.3 .
195'.5b 17.5 7. 25.2 .4 . 0.9 4. 1.5 0.4 1.9
i1916061 2. 1. I5.(0 5.1 i.6 6.7 2.3 f .s 2.5 .S
iS%5/b. . 2.2 16.2 5Q.5 9.7 2.E 12.5 .9 1 5.1 1.3
1 if7 I 35.7 21.3 57.i A _ .9 1.? 4. 1.

i~75/7 40.7 25.- o5.7 1 1 .0 5.0 .. 7.4 5. . 7.4 3.1
I976 77 42.7 26.4 69.1 1 5.2 16.7 5.5 2. 7. .
1977!78 42.2 76.9 70.1 12.0 5.7 17.7 6.1 2.5 B.V

19; 8 79 44.Q 25. . 12 .1 C. 1E.i 5.9 2.4 8.3 4.0
i979!80 44.2 27." 71.5 1. 6.2 19.2 o.9. 9 9 9.8

190/813 (a) 44.6 28.1 72.7 13.2 6.6 19.8 6.7 2.8 9.5 4.0
1981/82 (a) 45.- 28.6 73.6 14.0 7.1 21.1 8.0 3.5 11.5 3.7
1932`83 (a) 47.3 29.8 77.1 14.7 7.5 22.2 8.1 3.7 11.8 4.6
i9B3/b4 (a, 49.2 31.6 81.1 16.4 8.4 24.9 8.9 3.9 12.9 4.3
s984/85 ia) 5G.7 33.1 93.9 17.0 9.0 2i.1 9.4 4.3 13.8 4.7

Enrolment as nercentage of the
corresponding age grouD (b)

1950/51 60.6 24,8 43.1 20.6 4.6 12.9 8.7 1.5 5.3 -

197f7l 092.6 59.1 76.4 46.5 20.8 34.2 27.1 10.2 19.0 -
1975i76 95.7 62.0 79.3 47.0 23.3 35.6 25.1 10.6 18.2 -
1978/79 100.2 67.8 84.5 49.4 26.0 38.0 25.1 11.5 18.8 -
197JE80 99.3; 65.0 B2.7 52.0 26.4 39.6 22.9 13.9 21.9 -

i9s8s0l 99.0 66.2 83.1 52.1 27.2 40.0 27.7 12.7 20.4 -
1981/82 99.4 66.9 83.7 54.2 29.1 41.9 33.0 15.3 24.4 -
1982/83 104.0 69.4 87.2 56.3 30.6 43.9 30.4 15.8 24.6 -
1923184 ll.3 75.5 93.4 62.7 34.4 48.9 40.0 19.4 30.0 -
19B4/185 110.7 76.7 94.1 64.0 36.3 50.6 35.9 17.9 27.3 -

(a) Provisioonal.
ib) Enroisient as nercentape of cDrresponding age group may exceed 100 in some instance because of

presence of children both younger and older than indicated in the age grouD for these classes.
Ic) Refers tD general education in coDnaerce, arts & science courses in the universities. Excludes

enginering. medicine and technical courses conducted in autonomous institutions.

Sources: 1. Ministry of Educatirn.
2. Flannino Comnission, Draft Sixth Five Year Plan 1980-85.
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Table 2.1(a)
INDiA: National Accourts Summary, 1975176-1985/86

(Rs billion at current prices)

1975i76 1976/77 1977/78 1978/79 1979/BO 1980/81 1981/62 1982183 1983184 1984185 1985186

SDPrf 101 bt3.7G 716.65 809.31 872.14 953.58 1135.48 1307.70 1459.61 1727.04 1903.88 2150.24
Hg .r::Lure 90 27'.45 225.67 327.16 336.96 347.42 427.82 46'.46 490;.43 615.32 6i32 . 675.60

94 153.37 175.32 197.42 220.98 248.77 284.47 33'.87 389.44 442.64 5%6.70 586.25
Qt > 34 ICI) 11.17 12.15 15.15 15.2I 64.72
95 1 I .? 115.20 123-9 147.37 169.48 18G.60. 216 243 .3 275.43 310.3j1 3570.

r E. 2i ti 1 .95 1 2.49 14.90 17.15 10 7; 27E22E .65 31.1;. 37.20 47.19
Ci 40~~~~~~~~~~~~~~~~6. 16

.1E-'' t ; r r i.9 9 45.37 46.56 46.99 Sb.71 6 5 76.259 85.74 100. 1
i i41. O _24.73 314.20 357.39 4.2.1: 508.37 579.74 669.08 769.57 888.39

:10 7 i 85.33 39.17 105.34 121.84 139. o 169.14 191.75 213.57 234.97 285.27
13 4.44 301.B9 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.5i

Resourc= Ea )M-X) 2 2.98 -6.43 -4.84 12.55 25.33 48.90 52.27 48.76 48.02 54.86 68.49
hi.ports to+rnfs) 3 51.89 54.35 61.3 5 8 1.28 105.95 137.40 152.04 156.64 170.41 199.11 229.95
Etocrta (o+nsI 4 48.92 60.78 66.18 68.73 80.62 88.50 99.77 107.88 122.38 144.25 111.45

Toatl Eceriditure I 746.42 795.55 893.64 990.03 1100.75 1323.43 1529.11 1700.12 1988.63 2198.71 2504.00

Consumction 6 582.24 618.50 707.43 760.19 839.32 1008.86 1166.82 1295.36 1516.08 1660.27 1888.82
Generai Gov't 7 73.51 B2.06 86.67 96.24 110.25 130.33 152.76 180.16 207.88 240.62 282.71

ar";ate 8 503.73 536.44 620.76 663.95 729.07 878.53 1014.06 1115.20 1308.20 1419.65 16G06.11

inl estH2nt 9 164.18 177.05 186.21 229.84 261.43 314.57 362.29 404.76 472.55 538.44 615.18
-i:yrd fnvestment 10 132.48 153.03 172.19 188.76 213.07 252.09 297.83 349.19 405.61 458.28 536.11

Wran9E ,FI StOCks 11 '31.70 24.02 14.02 41.08 48.36 62.4B 64.46 55.57 66.94 80.16 79.07

iopeq-ic avings 12 161.20 183.48 191.05 217.29 236.10 265.66 310.02 356.00 424.53 483.58 546.69
iNet F sotosr in corne 13 -1.65 -1.22 -092 0.11 2.66 4.85 3.40 -2.82 -5.43 -9.96 -12.35
Curren. Transfers 14 4.07 6.19 9.22 9.68 14.96 21.87 20.69 24.12 26.50 30.03 32.48

Nat ioal Sva ms 15 163.62 188.45 199.35 227.09 253.72 292.39 334.11 377.30 445.59 503.65 566.82

toreson Savings 55 0.56 -11.40 -13.14 2.75 7.71 22.18 28.18 27.46 26.96 34.79 48.36

EDP Der caoita iRs.e) WB 1224.78 1293.52 1417.16 1506.13 1619.61 1877.07 2128.01 2329.14 2680.40 2901.01 3230.12
Per caPita Dr:vate

connunation 110 8e8.10 865.23 979.12 1023.03 1097.99 1293.87 1461.18 1572.91 1806.91 1921.04 2130.1I

Averace E:chance Rates:
Rupees per U. $ 16 8.653 8.939 8.563 8.206 8.076 7.893 8.929 9.628 10.312 11.887 12.23.7
Rupees per iLiR 50 10.342 10.299 10.135 10.418 10.464 10.154 10.298 10.524 10.914 117.44 12.918

Memo Items:
Private Consueption "CEO) 113 530.78 544.18 630.83 692.59 751.99 909.39 1034.59 1137.92 1355.92 1459.62 1635.06
PoDUlation (miii) 60 607 620 634 649 664 679 694 709 724 739 754

--- -- -- -- --- -- -- -- -- --- -- -- -- --- -- -- -- -- --- -- -- --_ - -- - -- -- --- -- -- -- --- -- -- -- -- --- -- -- -- --
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Table 2.1(b)
INDIA: National Accounts Sumnary, 1975/7b-1985/86

(US$ nillion at 70/71 prices)

1975/76 1976/77 1977/78 1978179 1979/Bu 1980/81 1981/82 19821f8 1983/84 1984/85 1985/86

GDPtc 102 571B7 57547 62560 66159 62921 67497 71293 73424 79388 82451 86651
;oriculture 104 25799 24235 27088 27891 24321 27267 28425 27535 370635 30441 30957
In iust r 105 12283 13431 143E1 15441 15OS 15336 16137 17043 17915 1E905 20129

Md r,.- 1, I b640 664 623 697 70. 75. 84 921 1007 iODPL II4
Ma u actu- ixx 13 a8171 8S91 9467 10491 10311 10284 10840 11587 12173 128.5 13709
Electr citv 124 769 BI 8B4 983 996 1047 1144 1212 i 297 143S 1563
iorxtruc I3r 125 27;3 30 25 3348 3271 3099 3252! 3311 33L7 3437 354 717

.ervice 10s. 19105 198 21091 22 27 23492 24895 2031 2BE.7 30239 331204 356b4

.:r, d-ect ahex 10? 521b 55i, 5659 6592 6322 6224 6857 75577 7936J 8.;J7 S71

21 o2403 630b4 68219 72751 69249 73721 7813;1 Sio0I 87324 90657 9636
TermB of Trade Effect 22 -i392 -1243 -821 -770 -1137 -2160 -2018 -2022 -2187 -2143 -2245

Gross hon,estic incocie 23 61011 61821 67397 71980 68113 71562 76113 78979 85137 B8514 94121

Reszurce GaD 24 121 -30B -232 593 968 1342 1301 1167 1112 1134 1408
-nports (o+nfsi 25 2108 2b61 2941 3842 4049 3770 3783 3750 3947 4114 4729

CaDacitv to IlDoort 26 1967 2908 3173 3249 3081 2428 2483 2583 2835 2981 5,320
-Exports io+nfs)] 27 3378 4151 3995 4019 4218 4588 4500 4605 5021 5124 5565

Total Expenditure 28 61132 61514 67165 72573 69080 72904 77414 80146 86250 89648 95529

Ccnsumption 29 48615 4B362 53660 57035 53879 56610 60719 63052 68109 70673 75711

6eneral Gov't 30 6513 7063 7341 8084 8820 9575 10604 11757 12931 14289 16016

.Private 31 42101 41299 46319 4B951 45059 47036 50115 51294 55178 56384 59695

investment 32 12517 13152 13505 15539 15201 16293 16695 17095 18141 18975 1819
Fixed Investment 3. 10019 11336 12464 12573 12243 12976 13672 14595 15324 15952 L6836

Chanpe in stocks 34 2499 1816 1041 2965 2959 3317 3023 2500 2817 3023 2983

Eeor,est;c Savinos 35 12396 13460 13737 14946 14233 14951 15394 15927 17029 17841 113410
Net Factor Income 36 -67 -58 -44 5 102 133 85 -68 -126 -206 -254
Current Iransfer 37 165 296 442 458 572 600 515 577 614 620 668

National Savinqs 38 12494 13697 14136 15409 14907 15685 15993 16437 17517 18256 113824

Foreion Savings 56 23 -545 -630 130 295 609 701 657 624 719 995

GDP per capita ($1 109 103 102 108 112 104 109 113 114 121 123 128
Per capita consumption 1$) 111 69 67 73 75 6B 69 72 72 76 76 79

Pupee Deflators (1970!71=1.01
SDP 39 1.588 1.696 1.756 1.791 2.071 2,305 2.520 2.718 2.963 3.153 3.370
Imports (g+n{sl 43 3.283 2.786 2.781 2.821 3.489 4.859 5.358 5.569 5.756 6.452 6b484
Exports (o+nfs) 44 1.930 1.952 2.209 2.280 2.549 2,572 2.956 3.123 3.250 3.754 3.868
Total Expenditure 45 1.628 1.724 1.774 1.819 2.125 2.420 2.634 2.B28 3.074 3.270 3,495
GDvernefent Consumption 40 1.505 1.549 1.574 1.587 1.667 1.815 1.921 2.043 2.143 2.245 2.354
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Table 2.1(b)
INDIA: National Accounts Summary. 1975/76-19B5/86

WUS$ million at 70/71 Drices)

1975176 1976/77 1977/78 1978179 1979180 1960/81 1981/22 1982/83 1983/84 1984/85 1985/86

Private Consuep'tion 46 1.611 1.732 1.787 1.808 2.157 2.490 2.691 2.899 3.161 3.357 3.587

Fixed inyesteent 41 1.763 1.800 I.B42 2.002 2.320 2,590 2.904 3,190 3.529 3.83G 4.246
ChanaE ,n Stocks 4. 1.692 1.764 i.755 1.947 2.179 2.511 2.843 2964 3.168 3.536 3.535

lrEDDrtx E offin- ; 59 2.845 2.33 ? 2.43. 2.578 3.240 4.617 4.501 4.338 4.186 4.071 3.974
E xDortx 2a+: 58 i.h73 i.6;E 1.935 2.084 2.367 2.444 2.489 2.43. 2.363 2.368 2.371

Er Df; o. Trade inde;; 57 0.5BE 0.701 0.794 0.80' 0.730 0.52'9 0.552 0.561 0.565 0.562 0.597

.Aclanae FRat- Index 47 0.867 o.B39 0.8796 0.9i4 0.929 0.950 0.84C 0.779 0.727 0.631 0.613
DUser iRuoee)

-------- ---- -- ---- ------ ------------ ------------------ ------- --------- __- __--- ------------ ------------------ ---------- -------
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Table 2.2(a)
GROSS DOMESTIC PRODUCT AT FACTOR COST - BY INDUSTRY OF ORIGIN, 1975/76-1985186

(Rs. billion at current prices)

1975176 1976177 1977178 1978179 1979/80 1980181 1981/B2 1982183 1983/B4 1984185 1985/86

Aor;culturail Sector 27 27&.45 285.67 327.16 336.96 347.42 427.88 465.46 490.43 615.32 632.61 675.60
EDric;eurs r 2661445 272.56 313.72 320.95 32i.90 40G.3s 442,si 465.62 589.0B 601.47 640.01
-or2 :rv Lu-,ol n3 .GE 7.26 e.6i 5.84 1.41 12.87 13., 13, 41 15.37 17.62
is nIP. 4 5.6 6.01( b.1E 7.36 7.6e 9.0C9 s.s9 10.96 12.83 15.77 17.97

; G-u-r- I.,-.25 157.87 175.72 197.4: 22.95E 24E.77 284,47 73`.87 389.44 442.64 5: 6.7G 586.`5
. ,;6. 1 0.1rrv;nY £.Bt 1 i. ; 12. I 1 5.15 16.43 3;.7C7 43.20 50.37 58.2q 64.76

S'ufa:-turinc 7 107.75 11.-20 128.3P 147.37 169.4E 189.63 216.77 24Z.30 275.43 310.81 357.s9
:ste;;Etrec S 66.47 75.64 83.31 96.25 110.47 123.06 144.06 165.84 188.06 213.86 248.79
ulnrefisterec 9 77.28 39.56 45.0e 51.12 59.01 66.57 72.67 77.46 87.737 96.954 109.15

L:nstructlOn 10 32. 93 39.06 45.37 46.56 46.99 56.71 62.56 76.29 85.74 100.40 116.30
Electricitv, Gas W iiater 11 8.35 10.95 12.49 14.90 17.15 19.70 22.88 26.65 31.14 37.20 47.19

Services Sector 12 231.38 255.66 284.73 314.20 357.39 423.13 508.37 579.74 669.OB 769.57 808.39
Transport, Storage t

Cos;unication 13 35.24 41.60 45.64 53.61 57.57 62.38 75.41 91.93 109.22 125.63 149.16
Railway 14 9.01 11.13 11.29 10.87 11.05 11.24 16.28 21.23 24.17 24.74 30.81
Other Transport 15 22.14 25.03 28.36 35.75 38.92 43.24 50.06 59.65 72.02 B6.36 101.85
Cormunication 16 4.09 5.44 5.99 6.99 7.60 7.90 9.07 11.05 13.03 14.53 16.50

Trade. Hotels, etc. 17 92.08 95.97 109.57 116.92 137.84 170.23 209.25 225.44 255.74 2e5.35 318.53
Banking & insurance 18 17.77 21.04 23.26 25.27 28.04 34.61 45.67 54.17 61.74 76.25 90.83
Real Estate etc. 19 23.41 27.49 30.51 34.73 39.99 43,99 4B.62 54.11 60.77 70.33 81.61
* ublic Admin & Defense 20 32.37 34.53 36.94 40.72 45.85 54.14 62.06 73.92 85.74 101.58 117.92
Other Services 21 30.51 35.03 3B.81 42.95 48.10 57.78 67.36 80.17 95.87 110.43 130.34

GD6 at Factor Cost 22 663.70 716.65 809.31 872.14 953.58 1135.48 1307.70 1459.61 1727.04 1908.88 2150.24

Memn items: (a)
Priaary Sector 1 287.29 295.7B 338.33 349.11 362.57 446.31 497.16 533.63 665.65 690.90 740,38
Secondary Sector 6 145.03 165.21 186.25 208.83 233.62 266.04 302.17 346.24 392.31 448.41 521.47

Source: LSD, National Accounts Statistics, various issues and Quick Estiaates dated January 16, 1987.

Note: 1985186 data are from Quick Estimates.

la) E60 definitions: Primary Sector is Agricultural SectDr plus Mining and guarrying; Secondary Sector is Industry Sector minus
Mining and Quarrying.
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Table 2.2(b)
6RDSS DOMESTIC PRODUCT AT FACTOR COST - BY INDUSTRY OF ORIGIN, 1975176-1985/B6

(Rs. billion at 1970171 prices)

1975/76 1976177 1977/78 1978i79 1979180 1980/81 1981/82 19B2/83 1983184 1904/8S 1985186

Aricultural Sector 2; 193.49 IBI.76 203.16 209.18 182.41 204.50 213.19 206.51 229.76 228.31 231.43
E1c.171 174.64 196.51 202.1B 175.7B 196.04 206.54 200.32 223.37 221.55 224.44.

rorestrv Lopoinq 33 4.22 4.0B 3.61 3.8i 3.47 -. 24 3.33 2.98 2.76 2.83 2.91
F sh; 3g .4 3.14 3.04 3.04 3.19 3.16 3.22;.32 3.21 -. 63 3.9 4. 0

Itr,;E-vr S-Et", 26 92.12 100.73 107.86 115.81 113.31 115.02 121.03 127.22 134.36 141.7 150.97
hunirg *. i'Huarr.inp 35 4.80 4.9B 5.12 5.23 5.27 5.bS 6.32 6.91 7.55 E.13 8.55
rbanufanturins 3 7 61.28 66.68 71.00 78.68 77.33 77.13 81.30 86.90 91.30 96.26 102.82

Geg;:tered 3B 38.72 43.34 46.02 51.32 50.41 45.94 53.23 5B.14 61.49 65.33 70.12
iJnrecistered 39 22.56 23,34 24.90 27.36 26.92 27.19 28.07 28.76 29.81 30.93 32.70

iBnstrurtion 40 20.27 22.69 25.11 24.53 23.24 24.39 24.83 24.92 25.78 26.61 27.88
Electricitv, Gas l 14;ter 41 5.77 6.38 6.63 7.37 7.47 7.85 8.58 9.09 9.73 10.79 11.72

Services Sector 42 143.29 149.11 158.18 171.20 176.19 186.71 200.48 216.35 231.29 248.28 267.48

Transport. Storage &

Comm6unication 4 25.29 26.96 28.11 30.47 31.99 34.17 36.89 39.54 42.57 45.52 49.46
Railwavs 44 7.12 7.64 8.04 8.05 8.18 8.42 9.12 9.33 9.29 9.47 10.45
Other Transport 45 14.98 15.87 16.42 18.51 19.57 21.19 22.84 24.92 27.54 29.79 32.47
ODMtunitation 46 3.19 3.45 3.65 3.91 4.24 4.56 4.93 5.29 5.74 6.26 6.54

Trade, Hotels, etc, 47 49.32 51.03 55.29 60.12 58.16 61.37 65.68 69.88 73.23 76.35 80.09,
Bankino & Insurance 48 8.43 10.14 11.11 12.93 12.58 12.79 13.72 15.94 17.40 19.37 21.60
Real Estate etc. 49 16.58 17.94 18.64 19.31 20.07 20.79 21.61 22.47 23.33 24.26 25.23
Public Aduin L Defense 50 22.38 23.70 25.35 28.19 31.43 34.96 39.05 43.79 48.67 55.17 62.06
Other Services 51 21.29 19.34 19.68 20.18 21.96 22.63 23.53 24.73 26.09 27.61 29.04

GDP at Factor Cost 52 428.90 431.60 469.20 496.19 471.91 506.23 534.70 550.68 595.41 618.38 649.88

Memc, itemsi (a)
Priinarv Sector 31 198.29 186.74 208.28 214.41 187.68 210.15 219.51 213.42 237.31 236.44 239.98
Secondary Sector 36 87.32 95.75 102.74 110.58 108.04 109.37 114.71 120.91 126.81 133.66 142.42

Source: CSO, National Accounts Statistics, various issues and Quick Estimates dated January 16, 1987.

Note: 1985/B6 data are from Quick Estimates.

(a) "SO definitions: Priniary Sector is Agricultural Sector plus Mining and Duarrying; Secondary Sector is Industry Sector minus
Minina and Quarrying.
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Table 2.2(cJ
IMPLICIT PRICE DEFLATORS FOR GDP AT FACTOR COST, 1975/76-1985186

1975i76 1976/77 1977/78 1978179 1979/BO 1980/81 1981/82 1982/B3 19B3/84 1984/85 19E5fB6

Agricultural Sector 23 1143.91 157.17 161.04 161.09 190.46 209.23 218.33 237.48 267.81 277.08 291.92
Acr;culture 2 143.15 156.09 159.65 158.74 187.68 206.21 214.30 232.44 263.72 271.43 285.16
Forestry & Loesing 3 150.00 173.53 201.11 226.51 283.57 321.30 386.49 464.77 4B5.87 543.11 605.50
Fishi:n 4 180.57 197.70 203-29 231.35 243.04 282.30 300.60 341.43 353.44 40S.40 440,44

industrv Sector 25 167.03 174.05 183.03 190.8l 219.55 247.32 275.B6 304.68 329.44 357.36 368,32
hinira &- QuarrVnc 5 184.17 203.01 218.16 232.31 267.48 326.19 501.58 625.18 666.62 716.97 757.66
Manwie:turing 7 169.30 172.77 1, 187.30 219.16 245.86 266.58 219.98 301.68 32 22. 34E.16

Registered 8 171,G7 174.5- 181.03 187.55 219.14 246.42 270.64 285.24 305.84 327.35 354.81

UnreQistered s 165.25 16.9.49 180.46 i86.84 219.21 244.83 258.89 269.33 293.09 313.45 337.91

uons:ruc tinn 10 16. 46 172.15 180.68 189.81 202,19 232.51 251.95 306.14 332.8 377.30 417.14

E1ectricitv, Sae Water 11 144.71 171.6 188.39 202.17 229.59 250.96 266.67 293.18 320.04 344.7 402.65

Servires eectDr 12 161.48 171.46 180.00 183.53 202.84 226.62 253.58 267.96 289.28 309.96 332.13

Transpcrt, Storage &
Communication 13 139.34 154.30 162.36 175.94 179.96 182.56 204.42 23-2.50 256.57 275.99 301.58

Railhay 14 126.54 145.68 140.42 135.03 135.09 133.49 178.51 227.55 260.17 261.25 294.87

Other Transport 15 147.80 157.72 172.72 193.14 198.B8 204.06 219.18 239.37 261.51 289.90 313.67
Communication 16 128.21 157.68 164.11 178.77 179.25 173.25 183.98 208.88 227.00 232.11 252.29

Trade, Hotels etc. 17 186.70 188.07 19B.17 194.48 237.00 277.38 31B.59 322.61 349.23 373.74 397.72

Banking & Insurance 18 210.79 207.50 209.36 195.44 222.89 270.60 332.67 339.84 354.83 393.65 423.51

Real Estate etc. 19 141.19 153.23 163.68 179.85 199.25 211.59 224.99 240.81 260.48 289.90 323.46

Public Adamn & Defence 20 144.64 145.70 145.72 144.45 145.88 154.86 158.92 I68.81 176.17 184.12 193.01
Other Services 21 143.31 181.13 197.21 212.83 219.03 255.32 286.27 324.18 367.46 399.96 4413.83

GDP at Factor Cost 22 154.74 166.04 172.49 175.77 202.07 224.30 244.57 265.06 290.06 308.69 33l0.87

.)eeo items;

Primary Sector 1 144.88 158.39 162.44 162.82 193.19 212.38 226.49 250.04 280.50 292.21 308,.52

Secondary Sector 6 166.09 172.54 181.28 188.85 216.23 243.25 263.42 286.36 309.37 335.49 366, 15

Saurce: Derived from Tables 2.2(a) and 2.2(b).
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Table 2.3
GROWTH OF TOTAL AND PER CAPITA NET DONESTIC PRODUCT BY STATES

Net Domestic Product at Factor Cost Per Capita Net Domestic Product at
at 1970/71 prices (Rs bill) (a) Factor Cost at 1970/71 prices (Rs.)

States 1960/61 1970/71 1980181 1984/85 1960161 1970171 1980181 1984185

Andhra Pradesh 17.96 25.23 34.32 42.01 502 585 647 743
Assam 6.14 7.71 10.74 12.53 575 535 547 579
Bihar 18.14 22.45 29.42 32.88 393 402 425 437
Gujarat 13.48 21.89 30.40 35.66 661 829 905 935
Haryana 4.48 B.69 13.53 15.47 597 877 1058 1127
Himachal Pradesh 1.85 2.32 2.84 3.10 574 678 671 688
Jammu & Kashsir 1.74 2.50 3.78 4.04 491 548 642 636
Karnataka 12.64 18.58 25.25 28.29 541 641 687 715
Kerala 7.89 12.55 16.25 18.99 473 594 643 718
Hadhya Pradesh 15.20 19.91 26.07 31.32 475 484 504 572
Maharashtra 29.17 38.76 60.06 70.48 747 783 965 1069
Manipur 0.22 0.40 0.73 0.84 281 381 518 550
Orissa 6.83 10.37 13.83 15,63 395 478 529 1484
Punjab 7.38 14.36 22.86 23.33 669 1070 1374 637
Rajasthan 10.21 16.54 18.28 23.41 519 651. 541 646
Tamil Nadu 20.31 23.71 28.81 32.35 610 581 598 646
Tripura 0.51 0.78 1.27 1.40 455 502 623 619
Uttar Pradesh 33.67 42.57 56.93 63.40 460 486 519 533
West Bengal 24.58 31.68 40.99 46.11 712 722 759 802
Delhi 3.20 4.77 8.25 10.04 1434 1199 1361 1448
ALL INDIA (b) 243.60 345.19 474.19 576.54 561 638 700 749

Note. The estimates of net domestic product have been prepared and released by the respective State Statistical Bureaus.
The estimates are prepared following, to the extent possible, the standard aethodologies recommended by the Working
6roup on State Incose. However, owing to differences in methodology, source material used and the base year for
constant price series, these estisates are not strictly comparable among the states.

(a) Converted to 1970/71 prices froo 1960/61 prices using implicit price deflator of All India Net dosestic product
at factor cost.

fb) Including States and Union Territories not listed above.

Sources: State Statistical Bureaus, for estimates at State level.
C.S.O. National Accounts Statistics 1970/71-1982/13, January 1985 and Press Note dated January 16,1987.
All India estimates.
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Table 2.4
GROSS SAVINGS AND 1NVESTIiERT. 1975176-195/86

(in Rs billion)

1975/76 1976177 1977/78 1978/79 1979/80 1980/81 1981/82 19B2/83 1983/84 1984/85 1985/86

(At current prices)
GiOSS NATIONAL SAYiNGS 67 163.62 1B8.45 199.35 227.0Q 253.72 292.39 334.1: 377.30 445.59 503.65 56b/..2

Houseno1Ir 69 119.67 1 75.1 143.92 163.17 15G.52 219.S3 23i4.4 268.33 345.62 399.9u 447.54
&r- ate CLDr «rrte Cector 70 10.5. 11.47 13.75 16.11 23.53 26.5. 27.40 30.56 33.33 39.52 4i4. 4
Putli: Se, .or 7? 3.33 41.S5 41.68 47.81 4°.6, 4s.G3 72.29 7E.41 66.64 64.23 74.ei

Frcezr~ Sniocn 7t 0.56 -11.40 -13.14 2.75 7.71 22.18 28.18 27.46 26.96 3;.79 46.3e

GFD56 DOMEE7i INVESTNENT 24 164.18 177.05 186.21 229.84 261.43 314.57 362.29 404.76 472.55 538.44 615. 18

Chance 1r Stocks 25 31.70 24.02 14.02 41.08 48.36 62.4B 64.46 55.57 66.94 80.16 75.07

GROSS FIXED CAPITAL FORFATION 26 132.48 153.03 172.19 188.76 213.07 252.09 297.83 349.19 405.61 458.28 536.11
Bv Tvpe of Asset:
Const ructicn 27 72.58 85.00 99.46 103.16 109.55 130.15 153.41 182.18 207.01 240.61 278.01
Machinerv L Equipment 28 59.90 68.03 72.73 85.60 103.52 121.94 144.42 167.01 198.60 217.67 25EI.10

Dv Sector:
Public Sector 29 56.00 70.48 76.97 83.76 99.74 116.84 145.82 185.60 203.81 234.23 261.12
Private Sector 30 76.48 82.55 95.22 105.00 113.33 135.25 152.01 163.59 201.80 224.05 274.99

SDPeP at current prices 61 743.44 B01.98 89848 .48 48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51

(At 1970/71 prices)
ERDSS DOMESTIC INVESTMENT 54 93.88 98.64 101.29 116.54 114.01 122.20 125.21 128.21 136.06 142.31 148.64

CrhanQe in Stocks 55 18,74 13.62 7.81 22.24 22.19 24.8B 22.67 18.75 21.13 22.67 22.37

R9055 FIXED CAPITAL FORMATION 56 75.14 85.02 93.48 94.30 91.82 97.32 102.54 109.46 114.93 119.64 126.27
By Tvoe of Asset:
Construction '57 41.45 46.67 52.43 50.01 46.21 48.32 48.28 48.00 48.62 50.22 52.32
Machinery & Equipment 58 33.69 38.35 41.05 44.29 45.61 49.00 54.26 61.46 66.31 69.42 73.95

By Sector:
Public Sector 59 31.76 39.16 41.79 41.84 42.98 45.11 50.20 58.18 57.75 61.15 61.51
Private Sector 60 43.38 45.86 51.69 52.46 48.84 52.21 52.34 51.28 57.18 58.49 64.76

Source: CSO, National Accounts Statistics, various issues and Quick Estimates dated January 16, 1987.
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Table 2.5
DISPOSABLE INCOME AND ITS USES, 1975176-1985/86

(in Rs billion at cirrent prices)

1975/76 1976177 1977170 1978179 1979180 1980181 1981182 1982183 1983/B4 1984185 1985186

GDP at market prices 61 743.44 801.9B 89B.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51
Net Factor income from abroad 62 -1.65 -1.22 -0.92 0.11 2.t6 4.85 3.40 -2.82 -5.43 -9.96 -12.35
Other current transfers 63 4.07 6.19 9.22 9.66 14.9' 21.87 20.69 24.12 26.50 30.03 32.48 

DBsDDsable incIMP 64 745.b6 0.06.95 906.78 927.27 1093.04 1301.25 1500.93 1672.66 1961.6B 2163.92 2455.64
ri.vate disDsabie income 65 632,96 6C3.04 772.43 843.22 933,12 1124.89 1275.B° 1414.09 1687.16 1859.07 2092.12

Pubic d;:D;sabie inco;!E 66 106.q0 123 .91 12B.35 144.05 159,92 176.36 2255.05 258.57 274.52 304.25 357.52

Gross NatiDonal Savinos 67 163.62 188.45 199.35 227.09 253.72 292.39 334.11 377.30 445.59 503.65 566.82
':rivate savincs 68 130.23 146.60 157.67 179.2B 204.05 246.36 261.82 295.89 372.95 439.42 492.01
Pubilc savings 71 33.39 41.85 41.68 47.81 49.67 46.03 72.29 78.41 66.64 64.23 74.81

Final Consumption 72 582.24 618.50 707.43 760.1B 839.32 100B.B6 1166.82 1295.36 1516.09 1660.27 188B.82
Private Consumotion 73 508.73 536.44 620.76 663.94 729.07 878.53 1014.06 1115.20 1308.21 1419.65 1606.11
Public Consumption 74 73.51 B2.06 B6.67 9b.24 110.25 130.33 152.76 180.16 207.88 240.62 2B2.71

Sourcesi (11 CEO, National Accounts Statistics, variDuS issues and guick Estinates dated January 16, 1987.
(2) World Bank Estimates.
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Table 2.6(a)
GROSS DOMESTIC INVESTMENT BY INDUSTRY OF USE, 1975/76-19B5186

(Rs. billion at current prices)

1975/76 1976/77 1977/78 197B179 1979/80 1980/81 19811B2 1982/83 1983/84 1984/85 1985/86

hgricultural Sector 84 22.25 34.11 37.94 49.55 49.00 60.02 62.24 65.3B 78.55 89.60 n.a.

Acriculture 2 21.13 32.61 36.13 47.82 47.17 57.62 59.67 62.39 74.80 85.29 93.55
Fc.restrv & Lorging r 0.35 0.54 0.62 0.72 0.82 1.09 1.18 1.43 1.79 2.04 n.a.
Fishina 4 0.71 0.96 1.19 1.01 1.01 1.3i 1.39 1.56 1.96 2.27 n.a.

industrv Sector 8b 64.8u 61.96 77.46 98.82 108.44 129.40 158.14 177.71 190.64 221.87 n.a.

Mining 1 Quarrying 5 6.41 7.86 7.63 6.21 8.76 12.59 16.75 28.49 29.56 42.72 n,a.
Manufacturino 7 41.30 34.71 45.32 66.41 67.92 78.96 95.29 95.54 108.74 118.56 n.a.

Registered 8 34.70 24.17 29.3i 48.94 52.14 59.94 76.64 76.07 83.01 92.8B 107IB5
Unregistered 9 6.60 10.54 16.03 17.47 15.78 19.02 18.65 19.47 25.73 25.68 n.a.

lonstruction 10 2.40 3.64 5.03 3.70 5.25 6.49 7.96 6.9B 3.81 7.14 n a.
Electricity, Gas & Water 11 14.69 15.75 19.48 22.50 26.51 31.36 3B.14 46.70 48.53 53.45 n.a.

Services Sector 12 60.24 71.14 72.25 94.29 95.34 125.34 140.38 156.32 186.88 212.42 n a.

Transport, Storage &
Communication 13 15.04 15.00 17.23 20.10 23.85 30.47 37.01 40.14 43.59 53.7B n,a.

Railway 14 3.87 3.27 3.92 4.85 6.43 8.56 10.10 10.81 12.20 14.29 17.98
Other Transport 15 9.22 9.40 10.86 12.45 14.46 18.49 21.60 23.42 24.34 30.92 n.a.
Communication 16 1.95 2.33 2.45 2.80 2.96 3.42 5.31 5.91 7.05 8.57 8.80

Trade, Hotels, etc. 17 18.59 18.21 11.24 21.72 13.77 22.19 21.56 21.61 31.29 32.41 n.a.
Banking & Insurance 18 0.64 0.92 0.92 1.20 1.39 2.36 3.76 5.13 5.84 7.35 n.a.
Real Estate etc. 19 14.76 24.88 31.30 33.65 33.83 41.63 46.15 53.04 66.41 71.86 n.a.
Public Admin & Defense 20 9.16 9.39 7.97 13.44 18.25 22.76 25.60 29.10 32.18 38.49 44.08
*3.her Services 21 2.05 2.84 3.59 4.18 4.25 5.93 6.30 7.10 7.57 8.53 n.a.

Gross Domestic Investment (al 22 147.29 167.21 187.65 242.66 252.78 314.76 360.76 399.41 456.07 523.89 599.16

Errors & Omissions 23 16.89 9.84 -1.44 -12.82 8.65 -0.19 1.53 5.35 16.48 14.55 16.02
- Gross Domestic Investment

(adiusted) (bi 24 164.18 177.05 186.21 229.84 261.43 314.57 362.29 404.76 472.55 538.44 615.18

Memo items: (c)
Primary SectDr 1 28.66 41.97 45.57 55.76 57.76 72.61 78.99 93.87 108.11 132.32 n.a.
Secondary Sector 6 58.39 54.10 69.83 92.61 99.68 116.81 141.39 149.22 161.08 179.15 n.a.

Source: CSO, National Accounts Statistics, various issues and Quick Estimates dated January 16, 1987.

Note: 1985/86 data are from Quick Estimates.

ta; Refers to CSO's savings-based estimate of investment.
(bi Refers to Gross Capital Formation adjusted for errors and ommissions, which is CSO's direct estimate of investment based on

physical flows.
(c) CSQ definitions: Primary Sector is Agricultural Sector plus Mining and Quarrying; Secondary Sector is Industry Sector minus

Mining & Quarrying.
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Table 2.6(b)
6ROSS DOMESTiC INVESTllENT BY INDUSTRY OF USE, 1975176-1985I86

(Rs. billion at 1970171 prices)

1975176 1976177 1977/78 1978179 1979180 1980/81 1981162 1982183 198&/84 1984/85 1985186

Agriculturai Sector 85 12.78 18.79 20.13 24.81 21.35 23.64 22.20 21.56 23.33 24.72 n.a.

Aaricuiture 32 12.17 17.95 19.08 23.94 20.56 22.74 21.34 20.68 22.32 23.70 23.76
Forestry & LDgging 33 0.21 0.30 0.3- 0.35 0.34 0.39 0.35 0.36 0.41 0.42 n.a.
Fishing 34 0.40 0.54 0.72 0.52 0.45 0.51 0.51 0.52 0.60 0.60 n..

indastrv Sector 87 37.26 35.12 42.85 51.29 48.44 51.18 56.40 5e.50 57.95 62.22 n,a.

hionirg & Quarrving 35 3.54 4.45 4.37 3.25 3.75 4.79 5.70 9.03 8.72 11.85 n.a.
Manufacturing 37 23.53 19.55 24.94 34.62 30.43 31.06 34.11 32.43 33.98 34.57 n.i,

Renistered 3i 20.08 13.88 16.21 26.00 23.72 23.71 27.50 25.82 26.16 27.36 29.26
Unresistered 39 3.45 5.67 8.73 8.62 6.71 7.29 6.61 6.61 7.82 7.21 n.a.

Construction 40 1.43 2.02 2.67 1.92 2.35 2.54 2.80 2.23 1.33 1.89 n.a.
Electricityv Gas & Water 41 8.76 9.10 10.87 11.60 11.91 12.85 13.79 14.81 13.92 13.91 n.a.

Services Sector 42 34.18 39.25 39.09 46.84 40.45 47.45 46.08 46.46 50.04 51.52 n.a.

Transport, Storaqe &
Coasunication 43 8.91 8.87 9.94 10.66 10.89 12.71 13.84 13.77 14.07 16.46 n.a.

Railways 44 2.43 2.03 2.38 2.73 3.27 4.15 4.39 3.89 3.96 4.23 4.68
Other Transport 45 5.28 5.49 6.18 6.48 6.25 7.10 7.49 7.96 8.04 9.85 n.a.
Coeounication 46 1.20 1.35 1.38 1.45 1.37 1.46 1.96 1.92 2.07 2.38 2.22

ITrade, Hotels, etc. 47 10.68 10.14 6.24 11.36 5.97 8.63 7.26 7.80 10.15 9.23 n.a.
Banking & Insurance 48 0.38 0.44 0.51 0.62 0.53 0.68 0.79 0.91 0.95 1.10 n.a.
Real Estate etc. 49 7.82 13.01 16.16 15.59 13.43 14.61 13.96 14.2B 15.34 14.76 n.a.
Public Admin L Defense 50 5.23 5.19 4.25 6.51 7.78 8.51 8.07 7.52 7.45 7.84 6.04
Other Services 51 1.16 1.60 1.99 2.10 1.85 2.31 2.16 2.18 2.08 2.13 n.a.

Bross Domestic Investmentla) 52 84.22 93.16 102.07 123.04 110.24 122.27 124.68 126.52 131.32 138.46 144.77
:======= ==:::::: :::::::: :::::=:: :::::: :::=== :::::::: :::=====::====:== ============= ========

Errors & Omissions 53 9.66 5.48 -0.78 -6.50 3.77 -0.07 0.53 1.69 4.74 3.85 3.87
Gross Domestic Investment

(adjusted) lb) 54 93.B8 98.64 101.29 116.54 114.01 122.20 125.21 128.21 136.06 142.31 148.64

Memo items: (ci
Primary Sector 31 16.32 23.24 24.50 28.06 25.10 28.43 27.90 30.59 32.05 36.57 n.a.
Secondary Sector 36 33.72 30.67 38.48 48.14 44.69 46.39 50.70 49.47 49.23 50.37 n.a.

Source: CSO. National Accounts Statistics, various issues and Quick Estimates dated January 16, 1987.

Note: 1985/86 data are from Quick Estimates.

(a) Refers tD CSO's savings-based estimate of investment.
1b) Refers to Gross Capital Formation adjusted for errors and omissions, which is CSO's direct estimate of investment based on

physical flows.
ic) CSO definitions; Primary Sector is Agricultural Sector plus Mining and Quarrying; Secondary Sector is Industry Sector minus

Mining and Quarrying.
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Table 2.6(c)
INVESTMENT DEFLATORS BY INDUSTRY OF USE, 1974/75-1984/85

1974/75 1975/7b 1976/77 1977/78 1978179 1979/80 19800BI 1981/82 1982/83 1983/84 1984/85

Aaricultural Sector 84 157.79 174.10 1815,3 18B.47 199.72 229.51 253.89 2B0.36 303.25 336.69 362.46
--- --- - -- - - --- -- - ----- - --- -- - - ----- --- --- - ----- - --- -- - ----- --------

+r;ultur.- 158.173 174,12 IBI.67 189.36 199.75 229.43 25Z.39 279.62 301.69 335.13 :359.87
Forsst- E' Las;inn 3 157.89 166.67 180.00 1B7.88 205.71 241.18 279.49 337.14 397.22 436.59 185.71
Fisn:,n. ~148,94 177.50 177.78 i5-.28 194.23 224.44 256.6 272.55 300.00(' 326.67 3'7,.33

incu;trv a:-tor 86 164.25 173,91 176.42 18'.77 192.67 223.86 252.83 2BO.39 303.78 328.97 356.9
- -.- .-- - -- - -- -- - -- --- --- ---- - --- - - --- - - --- - - --- - - --- - - ---- -- -- - - -

cM;nij- Puarrvinc 1 157.48 181.07 176,6: 174.60 191.02 233.60 262.84 293.86 315.50 338.99 360.51
Mcru-acturans / 167.97 175.52 177.54 181.72 191.83 223.20 254.71 279.36 294.60 320.01 :42.96

Reoisterea a 168.90 172.81 174.14 180.81 188.23 219.81 252.80 278.69 294.62 317.32 339.47
Unregistered 9 164.43 191.30 185.89 183.62 202.67 235.17 260.91 282.15 294.55 329.03 156.17

Construction 10 154.19 167.83 180.20 188.39 192.71 223.40 255.51 284.29 313.00 286.47 377.78
Electricitv. Gas W Water 11 152.47 167.69 173.08 179.21 193.97 222.59 244.05 276.58 315.33 348.64 384.26

Services Se.tor 12 161.47 176.24 181.25 184.83 201.30 235.70 264.15 304.64 336.46 373.46 412.31
.- - ---- - -- -- --- - -- ----- --- ----- - -- ---- - -- ----- - -- -- --- - -- -- --- - -- -- --- - -- -- --- - -- -- ---

Transport, Stcrage &
Communication 13 153.47 168.80 169.11 173.34 188.56 219.01 239.73 267.41 291.50 309.81 326.73

Railway 14 147.68 159.26 161.08 164.71 177.66 196.64 206.27 230.07 277.89 308.08 337.83
Other Transport 15 156.43 174.62 171.22 175.73 192.13 231.36 260.42 2BB.3B 294.22 302.74 313.91
Communication 16 150.00 162.50 172.59 177.54 193.10 216.06 234.25 270.92 307.81 340.58 360.08

Trade, Hotels, etc. 17 167.77 174.06 179.59 1B0.13 191.20 230.65 257.13 296.97 279.62 308.28 351.14
Bankino & :nsurance IB 176.67 168.42 186.36 18O.39 193.55 262.26 347.06 475.95 563.74 614.74 668.18
Real Estate etc. 19 164.60 1BB.75 191.24 193.69 215.84 251.90 284.94 330.59 371.43 432.92 486.86
Public Admin ? Defense 20 161.94 175.14 180.92 1B7.53 206.45 234.58 267.45 317.22 3B6.97 431.95 490.94
0ther Services 21 159.84 176.72 177.50 180.40 199.05 229.73 256.71 291.67 325.69 363.94 400.47

Bross Domestic Investment (a) 22 162.17 174.89 179.49 183.84 197.22 229.30 257.43 289.35 315.69 347.30 378.37
==ZZ===== ======== ======== ======== == ====== ======== ======== ======== ==== -==== ======== =z=: = = =

Gross Domestic investment 24 145.09 164.18 177.05 186.21 229.84 261.43 314.57 362.29 404.76 472.55 538.44
(adjusted) (bi

Memo items: (c)
Primary Sector 1 157.75 175.61 180.59 1B6.00 198.72 230.12 255.40 283.12 306.86 337.32 361.03
Secondary Sector 6 164.65 173.16 176.39 181.47 192,38 223.05 251.80 278.88 301.64 327.20 355.67

Source: CSD, National Accounts Statistics, various issues.

(a) Refers to CSO's savings-based estimate of investment.
(b) Refers to GrDss CaPital Formation adjusted for errors and ommissions, which is CSO's direct estimate of investment based on

physical flows.
(ci CSO definitions: Primary Sector is Agricultural Sector plus Mining and Quarrying; Secondary Sector is Industry Sector minus

Mining and Quarrying.
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Table 3.1
INDIA: Balance Df Payments, 1975176-19851iB

IUS$ million at current prices)

1975176 1976177 1977/78 1978/79 1979/80 1980181 1981/82 1982/83 1983/84 1984/85 1985/06

61 5653 6799 7729 8376 9983 11212 11174 11205 11868 12135 13194
,ArchandisE 62 4828 5742 6345 6769 7679 8332 8477 83B6 8667 8746 8956
"iDn-iactor services 63 825 1057 1384 1607 2304 2880 2697 2819 3201 3389 4238

7=iiStZrts 64 5997 6080 7164 9905 13119 17406 17028 16269 16525 16750 1

l9cndin:je b65 5483 5339 6471 901J 11857 J7 159 15153- 14385 14360 14400 1606$t
;&n--fsctDr Eervjces 6& 514 691 693 890 1262 11515 195 1884 2165 2350 2725

Li -344 719 565 -15-9 -71Z- -61c6 -SE54 -5064 -4651 -4615 -

I': t'acz- nc- 68 -191 -136 -1;7 14 329 6151 381 -293 527 -238 -1S i00
rcr EiDt- 69 134 209 711 478 796 l1083 912 525 449 493 . 515

E cft Tn-er:ts 7C 325 345 418 464 467 468 53 B I1B 976 133)1 1524
i t Inerest Paiid 71 267 278 300 3e6 386 402 410 605 768 904 106b

N-- current transfers 72 470 692 1077 1180 1852 2771 2317 2505 2570 2526 2654
radnser receipts 73 490 707 1088 1203 1872 2786 2338 2526 2587 2542 2674
'rlrier pavments 74 20 15 11 23 20 15 21 21 17 16 20

''M, T F 8ElAY BhUPN2E 75 -65 1275 1535 -335 -955 -2810 -3156 -2852 -2614 -2927 -3952

1:'LlT CFPITAL INFLOW
ri,-ect investment 76 - - - - - e 10 65 63 62 160
'icial orant aid 77 342 377 432 449 577 643 497 399 367 453 450

Pat MLT loans (ORS) [a] 78 1352 1039 758 549 642 2013 1720 2ll5 2204 2600 2853
,,sbursements 79 1915 1599 1348 1236 1361 2769 2442 3000 3176 3687 4586
v oaysir.ts eo 563 560 590 687 719 756 722 885 972 1087 1733

5-: r M&LT (Net) 8-

'-t credit from IMF 82 242 -337 -330 -158 - 312 6B9 196B 1306 67 -209
!i sbursements 83 242 - - - - 312 689 196b 1376 201
RipaVrnents 84 - 337 330 15B - - - - 70 134 209

N short-term capital es - - - - - - - - - -

ZEFtal flows NEI Lb) 8b -800 -426 -329 255 -53 -311 -1717 -1400 29 -264 1245

E'r rs and omissions kc] 87 -255 -362 -18 715 13 -200 -441 210 -474 272 -

fI:-niqe in Reserves 8s -826 -1566 -2048 -1475 -224 345 2398 -505 -881 -263 -547
(- indicates increase)

ia] Includes IMF Trust Fund in 1980/81.
fl] Includes non-resident deposits, exchange rate adjustments in the valuation of reserves and financing of isbalances in

bilOcteral trade.
[J) As estimated by Bovernment of India.
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Table 3.2 Ia)
INDIA: Merchandise Exports, 1975/76-19B5/B6

(USt Million at current prices)

1975/76 1976/77 1977/78 1978179 1979/80 1980181 1981/82 1982/83 1983184 1984185 1985/86

PRIMARY EXPDRTS 81 1817 IB04 2128 2047 2500 2884 2763 2578 2574 2492 2416

Hgricultural PrDducts 82 1510 1446 1760 1646 2013 2360 2189 2052 2070 1974 1251
Cashews 83 111 119 175 98 146 178 203 141 146 151 176
Coffee 94 77 141 227 175 202 271 164 194 176 177 193
Tea 85 274 328 665 415 455 539 443 384 500 645 00
Marine Products 86 146 202 204 276 314 275 319 378 348 321 318
Oilcakes 87 100 262 156 134 158 158 132 154 147 115 [01
Sugar 88 546 166 23 160 160 46 71 70 170 30 9
Spices 89 82 84 160 180 IB5 141 111 98 113 174 208
Rice 90 15 n.a. 13 47 159 284 412 226 110 142 158
Tobacco 91 114 115 137 142 141 178 264 257 173 150 .20
HPS Groundnuts 92 n.a. n.a. n.a. n.a. n.a. 80 31 37 34 18 15
Raw Cotton 93 45 30 1 20 93 209 41 112 152 50 54

Ores and Minerals 94 307 358 368 401 487 524 573 52b 504 519 5166
iron Ore 95 247 267 281 284 353 384 394 395 389 387 453
Others 96 60 91 87 117 134 140 179 131 115 132 112

MANUFACTURED EXPORTS 97 2855 3949 4187 4931 5448 5620 5756 5569 5805 6ibb 8472

Chemicals 98 99 124 136 1BO 245 508 6b0 561 546 647 i74
Basic Chemicals 99 99 124 136 - ISO 245 286 424 320 318 406 365
Chemical Products 100 - - - - - 222 236 241 228 241 209

Textiles 101 652 794 879 830 1212 1269 1134 999 949 1221 1033
Cotton Yarn 102 7 35 26 19 19 31 17 30 23 31 39
Cotton Cloth 103 188 295 230 266 347 336 296 248 275 374 335
Jute Manufactures 104 312 252 314 237 463 418 289 214 166 267 220
Other Textile Manufactures 105 145 213 309 308 383 484 532 506 495 529 438

Readveade Garments 106 235 373 352 516 572 654 750 654 671 773 823
Leather & Products 107 264 265 318 432 644 354 341 320 456 585 463
Engineering 6oods 108 477 634 721 854 915 1107 1173 1050 970 967 817
Bees & Jewelry 109 150 281 653 886 742 814 919 106B8 1171 970 1356
Other Handicrafts 110 120 169 241 296 388 423 492 442 461 422 343
Processed Foods 111 n.a. n.a. 107 123 168 243 235 260 205 223 235
Other Manufactures [a] 112 859 1290 779 814 563 248 53 216 376 357 828

TOTAL (Customs) [b] 118 4672 5753 6315 6978 7948 8504 8519 8147 8380 8658 8868
Z=====5== ==_====== ======== ===_==== ===:===== ======== ======== ======== ======== =_=====: ======:=

Stat. Discrepancy Ec] 119 156 -11 30 -209 -269 -172 -42 239 287 87 68
TOTAL (BOP) lb] 120 4828 5742 6345 6769 7679 8332 8477 8386 8667 8746 8956

Sources: 1. Economic Survey, various issues.
2. Export Promotion Councils.

[a] Includes Exports of POL Products.
[b] Net of Crude Petroleum Exports.
[c] Difference between Customs-based and Receipts-based figures.
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Table 3.2 lb)
INDIA: Merchandise Exports, 1975176-1985186
(US$ Million at constant 84185 prices)

1975176 1976/77 1977178 1978179 1979/80 1980181 1981182 19B2/83 1983184 1984/85 1985/B6

PRIMARY EXPORTS 121 22372 2376 2097 2124 2646 28531 2806 2593 2491 2492 2426

Aqricultural, Products 122 1803) 1901 1668 1671 212.7 23190 2283 2155 2057 1974 1916
Cashews 123 248 238 186 12 176 149 1421 143 171 151 173
Coffee 124 156 134 15J2 173, 162 2219 194 201 186 177 221
Te2 125 640i 73c 674 520) 614 691 645 587 585 645 645,
Marine Products 1216 185 209 222 269 271 245 261 295 302 32 30.
OilcakEx 127 137- 249 119 127 144 123 115 156 1316 115 l
Sunar 128 131 63 8 79 62 8 22 35 107 30 2

spices 129 97 96 128 165 186 142 13 15 143z 174 142
Rice 130 2 n.a. 30 63 296 418 501 261 101 142 141
Tobacco 131 126 138 149 135 1316 146 213 212 150 15O 114
HPS Groundnuts 132 - - - n.a. n.a. 76 29 35 313 18 15
Raw Cotton 133 64 38 0 15 81 162 29 97 142 50 40

Gres and Minerals 134 430 476 429 454 519 463 523 438 434 519 511
iron Ore 135 346 355 327 321 376 3140 '359 329q 335 387 409
Others 136 84 121 101 132 143 124 163 109 99 132 101

MANUFACTURED EXPORTS 137 4381 59421 5633 5806 5307 53839 5320 5337 5907 6166 6452

Chemicals 138l 99 120 140 181 212 411 558 536 535 647 568
Basic Chemicals 139 99 120 140 181 212 232 359 306 312 406 361
Chemical Products 140 - - - - - 180 199 230 224 241 207

Textiles 141 1007 1190 1112 933 1077 1337 1059 952 1067 1221 1036
Cotton Yarn 142 16 63 35 21 20 30 16 23 24 31 38
Cotton Cloth 143 299 4112 243 281 332 273 224 203 2170 374 329
Jutle Manufactures 144 459 410 498 303 356 633 411 316 297 287 239
Other Textile Manufactures 145 233 306 336 327 369 401 408 410 476 529 429

Readymade Sarments 146 3221 511 496 571 538 742 679 635 726 773 842
Leather & Products 147 473 368 432 511 575 208 311 306 448 585 458
Engineering Goiods 148 648 8835 900 1065 963 1051 1108 1006 955 967 810
Gems & Jewelry 149 227 419 885 1045 772 773 868 1024 1151 970 1344
Other Handicrafts 150 181 282 327 349 404 401 465 424 454 422' 340
Processed Foods 151 - - 145 145 175 231 222 249 202 2123 233
Other Manufactures la) 152 1423 21168 1197 1007 591 235 50 206 369 3B 21

TOTAL (Customs) lb] 158 6614 8318 7730 7930 7953 8242 8126 7931 8398 8658 8879

Stat. Discrepancy Cc] 159 221 -15 37 -237 -269 -167 -40 232 288 87 67
TOTAL (BOP) lb] 160 68334 8303 7767 7693 7684 8075 8086 8163 8685 8746 8946

Sources: 1. Economic Survey, various issues.
2. Export promotion Councils.

[a] Includes Exports of POL Products.
Eb Net of Crude Petroleum Exports.
Ic) Difference between Customs-based and Receipts-based figures.
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Table 3.2 (c)
INDIA: Export Unit Value Indices, 1975176-1985/86

(Base: 84185 1 0QO)

1975/76 1976/77 1977/78 1978179 1979180 1980/81 1981182 1982183 19B3/84 1984/85 1985/86

PRIMARY EXPORTS 161 81 76 101 96 94 101 98 99 103 100 100

Ahricultural Products 162 84 76 106 99 95 99 96 95 101 100 97
Cashews 163 45 50 94 78 83 119 143 98 86 100 102
Coffee 164 49 105 149 101 125 119 85 97 95 100 87
Tea 165 43 45 9q 80 74 78 69 65 85 100 78
Marine Products 166 79 97 92 103 116 112 122 128 115 100 96
Olicakes 167 73 IO1 131 105 110 129 115 99 108 100 109
Sugar 168 416 262 299 203 257 584 323 202 158 100 420
Spices 169 85 87 125 109 100 99 84 73 79 100 147
Rice 170 76 n.a. 44 74 54 68 82 87 109 100 112
Tobacco 171 90 83 92 105 104 122 124 122 115 100 105
HPS 6roundnuts 172 n.a. n.a. n.a. n.a. n.a. 105 106 104 102 100 101
Raw Cotton 173 71 78 221 134 115 129 139 116 107 100 134

Ores and Minerals 174 71 75 86 88 94 113 110 120 116 100 111
Iron Ore 175 71 75 B6 88 94 113 110 120 116 100 111
Others 176 71 75 86 B8 94 113 110 120 116 100 111

MANUFACTURED EXPORTS 177 65 66 74 85 103 104 1OB 104 98 100 100
_ujas18 1 104 97 100 115 123 118 105 102 100 101-----

Che micals 179 100 104 97 100 115 123 118 105 102 100 101
Basic Chemicals 179 100 104 97 100 115 123 118 105 102 100 101
Chemical Products 180 n.a. n.a. n.a. n.a. n.a. 123 118 105 102 100 101

Textiles 181 65 67 79 89 113 95 107 105 89 100 100
Cotton Yarn 182 47 55 75 88 95 100 107 134 97 100 103
Cotton Cloth 183 63 72 95 95 104 123 132 122 102 100 102
Jute Manufactures 184 68 61 63 78 130 66 70 68 56 100 92
Other Textile Manufactures 185 62 69 92 94 104 121 131 123 102 100 102

Readyeade Garments 186 73 73 71 90 106 88 110 103 92 100 98
Leather W Products 187 56 72 74 85 112 170 110 104 102 100 101
Engineering BoDds 188 74 72 80 80 95 105 106 104 102 100 101
Gems & Jewelry 189 66 67 74 85 96 105 106 104 102 100 101
Other Handicrafts 190 66 67 74 85 96 105 106 104 102 100 1.01
Processed Foods 191 66 67 74 85 96 105 106 104 102 100 :IOI
Other Manufactures la] 192 60 60 65 81 95 106 106 104 102 100 1.01

TOTAL 198 71 69 B2 88 100 103 105 103 100 100 .00
======== ======== ======== =======3 ====.=:: ======== -======: ======= ======:: :======= -=====

SGurce: Derived from, Tables 3.2 (a) and 3.2 (b).
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Table 3.3 la)
INDIA: Merchandise Iaoorts, 1975/76-1985186

(US$ Million at current prices)

1975/76 1976177 1977/78 1978/79 1979/BO 1980181 1981/82 1982/83 1983/84 1984/85 1985/86

Foodgrains 101 1552 971 143 106 131 127 389 387 784 204 73

Edible Oils 102 16 112 829 649 552 864 700 412 712 775 502
Sovabean oil 103 3 57 230 221 217 460 338 165 335 284 212
Palm oil 104 6 20 254 247 226 305 207 188 276 328 290
Others 105 7 35 345 181 109 99 156 59 100 163 -

POL 106 1417 1581 1811 2044 4046 6673 5592 4709 3473 3182 3943
Crude Petroleum 107 1216 1288 1455 1525 2709 4243 3965 3095 2240 1571 2902.
Petroleus Products 108 201 29: 356 519 1337 2430 1627 1614 1233 1611 1041

Total Fertilizer 109 937 347 498 706 866 1377 1016 384 476 1530 1229
Fert. Raw Material 110 102 101 140 145 179 205 212 100 122 323 317
Fert, Manufactured 111 835 246 358 561 687 1172 804 285 354 1207 912

Urea (N) 112 424 19B 215 347 445 684 467 146 194 721 435
DfAP (P) 113 167 5 62 87 110 272 185 31 73 348 336
Muriate of Potash (F) 114 38 34 76 74 B3 198 149 107 87 138 141
Others 115 206 9 4 52 48 18 3 - - - n.a.

Iron & Steel 116 360 246 307 572 1076 1079 1348 1217 1017 792 1006

Non-Ferrous Metals 117 116 176 224 302 438 606 445 358 379 347 3B5
Aluminum 118 11 3 13 39 122 258 67 26 41 86 96
Copper 119 25 52 60 126 107 162 166 129 176 86 44
Zinc 120 25 40 49 40 56 57 69 B7 67 61 58
Lead 121 11 21 33 19 49 32 21 36 19 16 22
Other Metals 122 44 61 69 77 103 96 121 79 76 97 165

Gets 123 97 202 386 583 470 528 445 757 1049 924 843

Bulk Boods (sub-total) 128 4495 3635 4198 4961 7579 11254 9934 8225 7890 7752 7981

Capital 6oods 129 1080 1172 1297 1497 1711 2307 2219 2672 3078 2546 2858
Other Imnorts 130 510 B69 1535 IB41 2031 2338 2868 2843 3191 2800 5187

Non-Bulk (sub-total) 137 1590 2041 2832 3338 3742 4645 5086 5515 6269 5347 8046

TOTAL (Customs) [a] 138 6085 5676 7030 8300 11321 15899 15021 13740 14159 13099 16027

Statistical Discrepancy lb] 139 -602 -287 -560 715 536 -6 312 645 201 1301 39

TOTAL (SOP) [a] 140 5483 5389 6471 9015 11857 15893 15333 14385 14360 14400 16066

Sources: 1. Economic Survey, various issues.
2. So1, Planninq Commission.
3. Fertilizer Association of India.

[a] Net of Crude PetrDleum Exports.
[b] Difference between Customs-based figures and Receipts-based figures.
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Table 3.3 (b)
INDIA: Merchandise lmports, 1975176-1985/86

(US$ Million at constant 84/85 prices)

1975/76 1976177 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1987/84 1984185 1985/86

Foodgrains 141 898 605 86 74 68 80 302 265 524 204 74

Edible Oils 142 17 126 866 696 540 1159 8B3 674 933 775 669
Sovabean oil 143 3 73 290 293 223 662 396 322 460 284 310
Pala oil 144 9 25 285 246 204 427 377 319 402 328 358
Others 145 5 28 290 157 113 69 li 32 71 16 -

POL 146 3529 3754 393.0 4228 4761 5490 4462 4048 3435 31E2 4233
Crude Petroleum 147 2987 3080 3181 3214 3535 3563 317 2718 2290 1571 321i
Petroleum Products 148 542 674 749 1014 1226 1927 1291 i33 1144 lbil 1031

Total Fert;lizer 149 671 624 586 825 859 1068 818 393 537 1530 1404
Fert. Raw Material 150 67 249 122 130 154 159 161 91 126 323 330
Fert. Manufactured 151 604 375 464 695 705 909 657 302 411 1207 1073

Urea WN) 152 302 312 293 434 469 557 391 170 255 721 553
DAP (PI 153 115 6 77 114 111 211 160 29 67 348 376
Muriate of Potash (Pl 154 38 43 90 83 76 127 103 103 89 13B 144
Others 155 149 14 5 65 50 14 3 - - - n.a.

iron & Steel 156 243 169 235 480 1047 860 1336 1164 927 792 343

Non-Ferrous Metals 157 809 1264 1684 2177 2563 452 561 339 219 347 390
Aluninum 158 112 1B 141 441 949 197 65 150 20 86 77
Copper 159 167 359 415 B39 558 74 276 60 58 86 70
Zinc 160 350 578 804 677 756 77 93 41 54 61 61
Lead 161 113 219 229 129 194 14 13 12 11 16 18
Other metals 162 66 91 94 91 107 91 114 75 75 97 164

Gems 163 147 301 523 688 489 501 420 726 1032 924 336

Bulk 6oods (sub-total) 168 6305 6B44 7910 9168 10328 9611 8782 7609 7606 7752 B446

Capital 6oods 169 1631 1747 1758 1766 1781 2190 2096 2561 3026 2546 21333
Other Imports 170 770 1295 2081 2172 2114 2219 2709 2724 3138 2800 5141

Non-Bulk isub-total) 177 2401 3042 3840 3939 3896 4409 4805 5286 6163 5347 7i73

TOTAL (Custom)[a) 178 B706 9B86 11750 13106 14223 14020 13587 12895 13770 13099 16420

Statistical Discrepancy[b3 179 -862 -501 -935 1129 674 -6 2B3 605 196 1301 40

TOTAL (DOP) [a] 180 7845 9385 10815 14236 14897 14014 13870 13500 13965 14400 16460

Sources: 1. Economic Survey, various issues.
2. 801, Planning Connission.
3. Fertilizer Association of India.

[a] Net of Crude Petroleun Exports.
[b] Difference between Customs-based and Receipts-based figures.
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Table 3.3 lc)
IlNDI: Import Unit Value Indices, 1975176-1985/86

(Base: 84185 = 100)

1975/76 1976/77 1977/78 197B179 1979/8O 1980181 19B/B2 1982183 1983/84 1984/85 1985iB

Foodorains 181 175 161 166 143 193 158 129 146 150 100 98-

Edible 2i.a '82 92 89 Sb 93 102 75 79 61 76 1OO 75
SoyabEarn oilh 183 96 78 79 76 97 69 .5 51 73 10i 6E
Faor Dil 194 62 79 89 100 111 71 55 59 69 100 Bi
Ut~or;e 185 142 126 I19 115 96 142 142 182 14, 100 rn.a.

Fj-, IBb 40 42 46 48 e5 122 - 25 11 101 100 93
:C-r.'de Petrc,leui,i 167 41 42 4. 47 77 119 125 114 98 100 91
Per.Ieu n Products ie88 7 43 48 51 109 126 126 121 108 10'i0 IPi

Tota! Fertilizer 189 140 56 85 86 101 129 124 98 89 100 8e
Fert. Raw Material 190 152 41 115 112 116 129 132 110 97 100 96
Fert. Manufactured 191 138 66 77 81 97 129 122 94 86 100 85

Urea (N) 192 140 63 73 8o 95 123 119 86 76 100 79
OAP iP; 193 145 75 81 77 100 129 115 107 109 100 89
Muriate cf Potash IP) 194 100 80 B5 89 110 156 145 104 98 100 98
Others 195 138 66 77 81 97 129 122 n.a. n.a. n.a. n.a.

iron & Steel 196 148 145 130 119 103 125 101 105 110 100 119

Non-Ferrous Metals 197 14 14 13 14 17 134 79 105 173 100 99
AlIusinum 198 10 14 9 9 13 132 103 IB 206 100 125
C6pper 199 15 14 14 15 19 221 60 216 302 100 63
zinc 200 7 7 6 6 7 74 75 211 122 100 95
Lead 201 9 10 14 15 25 226 167 297 172 100 123
Other Mletals 202 66 67 74 85 96 105 106 104 102 100 101

6ees 203 66 67 74 85 96 105 106 104 102 100 101

PSulk Goods (sub-total) 208 71 53 53 54 73 117 113 108 104 100 94

Capital Goods 209 66 67 74 85 96 105 106 104 102 100 101
Other Imports 210 66 67 74 85 96 105 106 104 102 100 101

Non-Bulk (sub-total) 217 66 67 74 85 96 105 106 104 102 100 101

TOTAL (Custom) 218 70 57 60 63 80 113 111 107 103 100 98

Statistical Discrepancy 219 70 57 60 63 80 113 111 107 103 100 98

TOTAL (BOP) 220 70 57 60 63 80 113 111 107 103 100 98

Source: Derived from Tables 3.3 (a) and 3.3 lb).
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Table 3.4
DESTINATION OF EXPORTS

IX distribution)

70/71 75/76 80/B1 81182 82/83 83/84 84/85 85/86

Africa 8.37 5.65 5.22 4.66 3.51 3.61 2.99 2.60

America 15.98 14.47 12.54 13.27 12.93 18.42 18.84 19.71
USA 13.51 12.88 11.08 12.09 11.99 17.13 17.35 18.34
Canada 1.82 1.13 0.93 0.89 0.74 1.05 1.29 1.19
Others 0.6b 0.45 0.54 0.29 0.19 0.24 0.20 0.18

Asia and Oceania 32.09 38.62 34.78 34.15 32.68 35.57 31.69 32.01

(a) OPEC 6.42 15.26 11.10 12.36 10.60 9.72 9.27 7.84
Of which:
Iran 1.74 6.76 1.84 1.65 0.92 1.48 1.32 0.87
Iraq 0.63 1.58 0.77 1.12 0.70 0.61 0.48 0.33
Saudi Arabia 0.95 1.49 2.46 2.37 2.93 2.50 2.67 1.96
Kuwait 1.03 1.17 1.45 1.74 1.55 1.29 1.05 1.12

(b) Other Asia and Oceania 25.67 23.35 23.68 21.80 22.09 25.85 22.42 24.17
Japan 13.25 10.72 8.91 9.07 10.77 9.70 10.11 10.95
Australia 1.59 1.19 1.37 1.48 1.21 1.15 1.36 1.15
Others 10.82 11.44 13.41 11.25 10.10 15.00 10.95 12.07

Eastern Europe 21.04 16.32 22.15 25.95 26.16 18.05 22.02 21.49
USSR 13.67 10.32 18.27 21.83 21.57 14.29 18.46 17.81
Others 7.37 6.00 3.87 4.12 4.59 3.76 3.56 3.67

Western Europe 18.39 21.55 21.57 18.95 18.99 20.33 19.67 18.35
of which:

Belgium 1.32 1.13 2.15 2.19 2.76 2.51 1.90 2.10
France 1.17 2.14 2.19 1.95 1.88 1.85 1.88 1.84
West Germany 2.10 2.92 5.73 4.62 4.39 4.74 4.79 4.66
Netherlands 0.91 2.04 2.27 1.45 1.43 2.37 1.91 1.58
U.K. 11.10 10.44 5.88 5.52 5.45 5.73 6.02 4.95

Others 4.13 3.39 3.75 3.02 5.73 4.03 4.79 5.85

BRAND TOTAL (a) 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Memo Ites:
Total Exports (a) 2047 4672 8504 8519 8147 8380 8658 8888
1US$ sillion)

Mote: Data for 1983/84 to 1985/86 are provisional.

(a) Excludes exports of crude petroleuse for which details regarding destination are not available.

Source: Economic Survey various issues.
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Table 3.5
ORIGIN OF IlPORTS
lX distribution)

70/71 75/76 80/81 B1/82 82183 B3184 84185 85186

Africa 10.35 2.13 1.63 1.57 1.36 2.57 2.56 3.30

Aserica 35.86 29.47 17.39 14.94 13.13 15.95 15.51 15.65
USA 27.72 24.41 12.10 10.43 9.98 11.63 9.93 10.56
Canada 7.17 4.41 2.65 2.27 1.66 2.10 2.91 2.41
Others 0.97 0.66 2.64 2.23 1.49 2.21 2.67 2.67

Asia and Oceania 18.31 33.78 46.51 46.37 46.92 40.96 41.52 40.38

(a) OPEC 7.68 21.86 27.79 27.71 27.26 20.37 24.44 17.11
Of which:

Iran 5.61 8.74 10.67 9.54 5.62 4.71 2.83 4.56
Iraq 0.19 4.71 6.00 2.97 6.19 5.01 3.94 2.77
Saudi Arabia 1.48 5.51 4.30 6.10 10.47 6.75 7.37 4.11
Kuwait 0.34 1.19 2.69 2.04 1.95 1.65 2.16 1.70

(b) Other Asia and Oceania 10.63 11.92 18.72 1B.66 19.64 20.59 17.08 23.27
Japan 5.11 6.86 5.97 6.51 7.61 9.14 7.24 9.10
Australia 2.24 1.93 1.36 1.92 2.28 0.97 1.17 2.14
Others 3.29 3.13 11.40 10.23 9.75 10.48 8.68 12.03

Eastern Europe 13.46 10.75 10.33 11.07 11.97 12.41 12.56 10.93
USSR 6.49 5.88 8.08 8.35 9.89 10.39 10.44 8.47
Others 6.97 4.86 2.25 2.72 2.09 2.02 2.13 2.46

Western Europe 19.59 20.90 21.03 23.14 23.94 25.01 24.61 26.39
of which:

Belqiua 0.70 1.64 2.36 3.68 4.42 4.10 4.63 4.69
France 1.31 3.73 2.23 1.86 2.98 1.83 2.09 3.12
West Germany 6.58 7.03 5.53 6.97 5.82 7.09 7.52 7.81
Netherlands 1.17 1.21 1.71 2.05 1.74 1.76 2.13 1.48
U.K. 7.76 5.39 5.83 6.00 6.38 7.28 5.45 6.32

Others 2.43 2.97 3.11 2.90 2.68 3.10 3.24 3.35

BRAND TOTAL 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Memo Item:
Total Inports Ca) 2179 6085 15899 15240 14845 15352 14414 16137
IUS$ million)

Note: Data for 1983/84 to 1985/86 is provisional.

(a) The figure for total isports shown here differs from the total value of imports shown in
Table 3.3 Ca), as the latter figure is net of exports of crude petroleum.

Source: Economic Survey, various issues.
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Table 3.6
INVIBIBLES ON CURRENT ACCOUNT

lUS$ sillionl

70171 74175 76177 77178 78179 79/80 80181 81182 S2183 S3/84 84185 E5186

GROSS RECEIPTS 446 973 1973 2783 3292 4972 6749 5947 5870 6237 6424 7427

Non-Factor Services 272 578 1057 1384 1611 2304 2880 2697 2819 3201 3389 4238
of which:

Transport 142 271 350 328 342 394 458 445 423 426 542 n.a
Travel 37 118 318 619 688 1139 1477 1191 1174 1043 - 755 1463
Others (a) 92 189 388 437 581 771 945 1061 1222 1732 2092 l.a

Investment Income 65 118 209 311 478 796 1083 912 525 449 493 515
Current Transfers (hI 109 277 707 IOB8 1203 1872 2786 233B 2526 2587 2542 2074

GROSS PAYMENTS 614 699 1051 1122 1378 1749 1998 2247 2723 3107 3697 4269

Non-Factor Services 279 364 691 693 891 1262 1515 1695 1884 2165 2350 2725
of which:

Transport (cI) 105 166 277 252 287 313 450 540 725 694 772 n.a
Travel 24 19 43 52 79 109 114 161 192 234 344 n.a
Others 151 179 371 3B9 525 840 951 994 967 1237 1234 n.a

Investment Income 309 316 345 418 464 467 468 531 818 925 1331 1524
Current Transfers 26 19 15 11 23 20 15 21 21 17 16 20

NET RECEIPTS -168 274 922 1661 1914 3223 4751 3700 3147 3130 2727 3158

Non-Factor Services -7 214 366 691 720 1042 1365 1002 935 1036 1039 1513
of which;

Transoort 37 105 73 76 55 81 8 -95 -302 -268 -230 n.a
Travel 13 99 275 567 609 1030 1363 1030 902 809 411 n a
Others -59 10 17 48 56 -69 -6 67 255 495 858 r.a

Investment Income -244 -198 -136 -107 14 329 615 381 -293 -476 -838 -1009
Current Transfers B3 258 692 1077 1180 1852 2771 2317 2505 2570 2526 2b54

Notes: (1) The data has been converted from rupees using annual average IMF conversion rates shown in the inside front cover.
(2) Data for 1985186 are World Bank estimates.

(a) Excludes rupee transactions relating to US counterpart funds.
(bI Excludes grant assistance.
(c) Excludes freight on imports paid in foreign exchange, included within the c.i.f. value of imports.

Source: Govt of India, Economic Survey, various issues.
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PAGE: I

Table 4.1
INDIA: External Debt Summary, 1975176-1985186

WUSS Killion)

1975176 1976177 1977/78 1978/79 1979180 1980/81 1981182 1982/83 1983/84 1984185 1985/86

Debt Dutst and Disb (DOD)

Concessional 80 11169 12252 13513 14246 14509 15979 15879 16822 17511 17564 20340
IDA 5 2809 3333 3656 3972 4505 5142 5906 6983 7820 8545 9750
Bilateral Loans 15 8360 8919 9835 10238 9940 10085 925B 9089 B935 8276 9771
Multilateral Loans 20 - - 22 3b 64 752 715 750 756 743 819

Non-Concessional 85 1062 103B 1154 1225 1309 1570 2103 2692 3640 4729 6311
IBRD 25 436 456 540 646 728 826 1181 1395 1779 1965 2178
Bilateral Loans 35 327 287 266 245 243 238 195 179 169 321 682
Conmercial Loans 70 299 295 348 334 338 506 727 1118 1692 2443 3451

Total Publicly Guaranteed 75 12231 13290 14667 15471 15818 17549 17982 19514 21151 22293 26651

Private Non-Guaranteed 55 277 295 295 348 335 336 873 1239 1767 2611 3093

Total HMLT {excldg IMFI 90 12508 13585 14962 15819 16153 17885 18855 20753 22918 24904 29744

Cocmitaents

Concessional 76 2203 681 1721 1907 1143 4164 2242 1362 1666 1759 1663
IDA 1 817 - 824 1555 516 1948 1388 776 572 929 958
Bilateral Loans 11 138t 659 883 352 452 1464 854 529 1036 830 705
Multilateral Loans 16 - 22 14 - 175 752 - 57 58 - -

Non-Concessional 81 231 329 321 296 370 1633 1193 2617 2604 3342 3005
IBRD 21 100 315 269 275 250 555 740 1113 500 1721 1924
Bilateral Loans 31 27 12 - - 67 7 11 280 507 440 1
Comcercial Loans 66 104 2 52 21 53 1071 442 1224 1597 1181 1080

Total Publicly Suaranteed 71 2434 1010 2042 2203 1513 5797 3435 3979 4270 5101 4668

Private Non-6uaranteed 51 112 61 91 61 79 285 422 585 639 835 1135

Total M&LT (excldg IMIF) 86 2546 1071 2133 2264 1592 6082 3857 4564 4909 5936 5803

Memo Items:
Comaitments on Bank
Fiscal Year basis
IDA 499 6B4 481 952 1192 1535 1121 900 1063 1001 673 625
IBRD 500 174 269 330 300 125 430 1265 1088 1721 1674 1743
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PA6E: 2

Table 4.1
INDIA: External Debt Sumaary, 1975176-198518B

(US$ oilliDni)

1975176 1976177 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 19135/86

Di sbursements

Concessional 77 1603 1370 991 921 1017 2022 1281 1640 1348 1306 1647
IDA 2 491 533 333 327 546 652 786 1109 874 823 1047
Bilateral Loans 1 1112 B37 636 580 443 652 471 476 457 453 572
Multilateral Loans 17 - - 22 14 28 718 24 55 17 30 28

Non-Concessional 82 200 168 266 254 265 462 739 775 1189 1546 1804
IBRD 22 39 76 155 180 149 174 421 288 470 291 329
Bilateral Loans 32 51 33 21 14 37 36 7 14 11 185 296
Commercial Loans 67 110 59 90 60 79 252 311 473 708 1070 1179

Total Publicly Guaranteed 72 1803 1538 1257 1175 1282 2484 2020 2415 2537 2B52 3451

Private Non-Guaranteed 52 112 61 91 61 79 285 422 585 639 835 1135

Total l&LT {excidg IMF) 87 1915 1599 1348 1236 1361 2769 2442 3000 3176 3687 4586

Source: The External Debt Reporting System maintained by EPD in the World Bank.
D433 - ECO.T41
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Table 4.2
INDIA: Debt Servicing Susmary, 1975176-19B5/86

IUS$ million)

1975176 1976/77 1977178 1978179 1979/80 1980/81 1981/82 1982183 1983/84 1984/85 1985/86

Principal Renayments

CDncessional 78 315 310 333 419 472 492 491 512 499 42B 487
IDA 3 6 9 10 11 13 15 20 26 33 41 53
Bilateral Loans 13 309 301 323 40B 459 477 470 484 464 384 405
Multilateral Loans 18 - - - - - - 1 2 2 3 29

Non-Concessional 8i IB7 IB 194 I?5 176 173 146 154 212 354 5q3
iBRD 23 57 57 72 74 67 75 67 75 87 105 116
Bilateral Loans 33 69 63 60 47 37 31 21 16 12 15 26
Coaaercial Loans 68 61 68 62 74 72 67 58 63 113 234 451

Total Publicly 6uaranteed 73 502 498 527 614 648 665 637 666 711 782 1080

Private Non-Guaranteed 53 61 62 63 73 71 91 85 219 261 305 653

Total MkLT {excIdg IMF) 88 563 560 590 687 719 756 722 885 972 1087 1733

Interest Payments

Concessional 79 179 192 217 256 266 266 262 244 252 248 263
IDA 4 Is 21 25 27 30 35 40 46 58 6b8 71
Bilateral Loans 14 161 171 192 229 236 230 219 195 189 175 187
Multilateral Loans 19 - - - - - 1 3 3 5 5 5

Non-Concessional 84 71 67 66 90 99 106 111 225 316 428 538
IBRD 24 33 31 35 53 63 66 71 101 157 169 209
Bilateral Loans 34 23 19 16 15 14 17 14 13 12 19 40
Commercial Loans 69 15 18 15 22 21 23 26 111 147 240 289

Total Publicly Guaranteed 74 250 259 283 346 364 372 373 469 568 676 BOI

Private Non-6uaranteed 54 17 19 17 22 22 30 37 136 200 228 265

Total fI1LT {excidg IMF) 89 267 278 300 368 386 402 410 605 76B 904 1066

Source: The External Debt Reporting System maintained by EPD in the World Bank.
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Table 4.3 (a)
INDIA: Loan Cosmitments - by Donors, 1975176-1985186

(US$ million)

1975176 1976/77 1977/78 1978179 1979/80 1980181 1981/82 19B2183 1983194 1984185 1985/86

Bilateral Consortium 117 318.0 550.0 413.0 314.0 517.0 817.0 776.0 662.0 1239.0 1270.0 635.0
Austria 101 3.0 - 3.0 - 10.0 2.0 3.0 - 5.0 - -

BelQiuo 102 9.0 10.0 11.0 11.0 12.0 - 18.0 7.0 7.0 - -

Canada 103 15.0 10.0 40.0 13.0 21.0 82.0 121.0 - 36.0 471.0 2.0
Denmark 104 - 13.0 - - - - 20.0 18.0 21.0 22.0 -

* France 105 20.0 82.0 6.0 - - 114.0 96.0 255.0 94.0 27.0 117.0
W. Germany 106 119.0 162.0 99.0 99.0 203.0 306.0 95.0 235.0 235.0 201.0 :251.0
italy 107 - 6.0 - - - - - - 10.0 36.0 -

Japan 108 101.0 76.0 146.0 36.0 39.0 58.0 324.0 7B.0 223.0 378.0 180.0
Netherland 109 28.0 92.0 79.0 98.0 B2.0 85.0 64.0 - 33.0 44.0 4.0
HNrway 110 - - - - - - - -

Sweden 11 1386.0 659.0 883.0 352.0 452.0 1464.0 854.0 529.0 1036.0 830.0 705.0
Swit2erland 112 - - - - - - - - 47.0 - -

U.K. 113 - - 3.0 - - - - - - - -
U.S.A. 114 23.0 99.0 26.0 58.0 150.0 170.0 35.0 69.0 528.0 91.0 81.0

Bank Sroup 120 917.0 315.0 1093.0 1830.0 766.0 2503.0 2128.0 1889.0 1072.0 2650.0 2EB2.0
IBRD 118 100.0 315.0 269.0 275.0 250.0 555.0 740.0 1113.0 500.0 1721.0 1S24.0
IDA 119 817.0 - 824.0 1555.0 516.0 1948.0 1388.0 776.0 572.0 929.0 958.0

Other Consortium 143 - - - - 155.0 21.0 - 27.0 35.0 - -

TOTAL Consortius 142 1235.0 865.0 1506.0 2144.0 1438.0 3341.0 2904.0 257B.0 2346.0 3920.0 3517.0

Non-Consortium
Eastern Europe 129 - - 244.0 - - 549.0 - - 113.0 - -

oi which;
USSR 124 - - 244.0 - - 549.0 - - 113.0 - -

Gulf Countries 138 1095.0 143.0 240.0 38.0 22.0 155.0 89.0 79.0 103.0 - 71.0
All Other Donors 149 n.a. n.a. n.a. n.a. n.a. 681.0 n.a. n.a. 223.0 n.a. n.a.
of which:
IMF Trust Fund 147 - - - - - 681.0 - - - - -

TOTAL OFFICIAL LOANS 150 2330.0 1008.0 1990.0 2182.0 1460.0 4726.0 2993.0 2657.0 2785.0 3920.0 3588.0

Source: The External Debt Reporting System saintained by EPD in the World Bank.
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Table 4.3 (b)
INDIA: Bross Loan Disburseeents - by Donors, 1975/76-1985/86

(US$ million)

197t'176 1976177 1977/78 1978179 1979/80 1980/81 1981/82 1982183 1983/84 1984/85 1985/86

Bilateral Consortium 167 641.0 557.0 401.0 457.0 376.0 615.0 435.0 408.0 367.0 422.0 617.0
Austria 151 3.0 2.0 3.0 - - 3.0 4.0 3.0 2.0 2.0 3.0 -

Belqiue i52 7.0 10.0 20.0 6.0 9.0 6.0 7.0 4.0 6.0 5 . 2.0
Canada 153 34.0 19.0 33.0 24.0 22.0 26.0 29.0 32.0 29.0 40.0 55.0
Denmark 154 2.0 2.0 4.0 5.0 4.0 4.0 7.0 22.0 11.0 14.0 9.0
France 155 72.0 54.Q 27.0 31.0 15.0 50.0 15.0 6.0 16.0 94.0 101.0
N. 6ermany 156 151.0 173.0 111.0 152.0 95.0 252.0 144.0 17v.v 112.0 132.0 166.0
Italv 157 - 4.0 1B.0 - - - - - - 7.0 10.0
Japan 158 101.0 144.0 78.0 117.0 63.0 75.0 29.0 110.0 125.0 68.0 179.0
Netherland 159 23.0 50.0 59.0 76.0 98.0 93.0 97.0 33.0 16.0 35.0 34.0
Norway 160 - - - - - - - - - - -
Sweden 161 31.0 6.0 2.0 - -

Switzerland 162 5.0 2.0 5.0 5.0 4.0 - - - - - 3.0
U.K. 163 73.0 17.0 16.0 15.0 10.0 2.0 - - - - -

U.S.A. 164 139.0 74.0 25.0 26.0 52.0 104.0 103.0 28.0 50.0 25.0 55.0

Bank SrDup 170 530.0 609.0 48B.0 507.0 695.0 826.0 1207.0 1397.0 1344.0 1114.0 1376.0
IBRD 168 39.0 76.0 155.0 180.0 149.0 174.0 421.0 288.0 470.0 291.0 329.0
"DA 169 491.0 533.0 333.0 327.0 546.0 652.0 786.0 1109.0 874.0 823.0 1047.0

Other Consortium 193 - - - - 28.0 33.0 14.0 15.0 11.0 25.0 24.0

TOTAL Consortium 192 1171.0 1166.0 889.0 964.0 1099.0 1474.0 1656.0 1820.0 1722.0 1561.0 2017.0

Non-Consortium
Eastern Europe 179 41.0 42.0 40.0 27.0 42.0 42.0 25.0 42.0 73.0 91.0 132.{0
of which:
DSSR 174 31.0 29.0 28.0 26.0 42.0 42.0 25.0 42.0 73.0 91.0 132.0

Gulf Countries 188 481.0 271.0 238.0 124.0 62.0 35.0 28.0 80.0 26.0 76.0 48.0

All Other DDnors 199 n.a. n.a. n.a. n.a. n.a. 681.0 n.a. n.a. 8.0 54.0 75.0
of which:

IMF Trust Fund 197 - - - - - 681.0 - - - - -

TOTAL OFFICIAL LOANS 200 1693.0 1479.0 1167.0 1115.0 1203.0 2232.0 1709.0 1942.0 1829.0 1782.0 2272.0

Source: The External Debt Reporting System maintained by EPD in the World Bank
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Table 4.3 (c)
INDIA: Principal Repayments - by Donors, 1975176-1985186

(USS million)

1975/76 1976177 1977/78 1978/79 1979/80 1980/81 1981/82 1982193 1983/84 1984/85 1985/86

Bilateral Consortium 217 307.0 304.0 325.0 369.0 379.0 389.0 356.0 324.0 296.0 286.0 321.0
Austria 201 3.0 2.0 3.0 3.0 3.0 2.0 1.0 1.0 1.0 1.0 2.0
Beicium 202 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 2.0 2.0
Canada 203 9.0 11.0 11.0 11.0 14.0 12.0 13.0 14.0 15.0 10.0 B.0
Dennark 204 1.0 1.0 1.0 1.0 2.0 2.0 1.0 1.0 1.0 1.0 1.0
France 205 17.0 18.0 21.0 23.0 26.0 28.0 22.0 18.0 14.0 13.0 15.0
W. Germany 206 93.0 85.0 95.0 108.0 112.0 103.0 B2.0 65.0 45.0 42.0 52.0
Italv 207 2.0 2.0 2.0 2.0 2.0 4.0 3.0 2.0 2.0 1.0 1.0
Jaoan 208 60.0 56.0 52.0 62.0 58.0 60.0 50.0 45.0 48.0 48.0 62.0
Netherland 209 3.0 7.0 4.0 8.0 8.0 9.0 9.0 11.0 10.0 12.0 14.0
Norway 210 - - - - - - - - - -
Sweden 211 - - 1.0 - - - - - - -

Switzerland 212 1.0 2.0 2.0 3.0 3.0 2.0 1.0 1.0 1.0 1.0 2.0
U.K. 213 36.0 34.0 40.0 49.0 56.0 67.0 63.0 59.0 53.0 44.0 48.0
U.S.A. 214 81.0 85.0 92.0 100.0 92.0 99.0 110.0 106.0 107.0 111.0 114.0

Bank Broup 220 63.0 6b.0 82.0 85.0 80.0 90.0 87.0 101.0 120.0 146.0 '169.0
IBRD 218 57.0 57.0 72.0 74.0 67.0 75.0 67.0 75.0 87.0 105.0 116.0
IDA 219 6.0 9.0 10.0 11.0 13.0 15.0 20.0 26.0 33.0 41.0 53.0

Other Consortium 243 - - - - - - - - - - -

TOTAL Consortium 242 370.0 370.0 407.0 454.0 459.0 479.0 443.0 425.0 418.0 432.0 490.0

Non-Consortium
Eastern Europe 229 69.0 59.0 57.0 57.0 40.0 42.0 31.0 23.0 26.0 20.0 21.0
of which:
USSR 224 54.0 50.0 49.0 49.0 32.0 34.0 23.0 17.0 20.0 16.0 18.0

Sulf Countries 238 2.0 1.0 1.0 29.0 77.0 77.0 105.0 155.0 154.0 96.0 93.0

All Other Donors 249 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 25.0
of which:
IMF Trust Fund 247 - - - - - - - - - - 25.0

TOTAL OFFICIAL LOANS 250 441.0 430.0 465.0 540.0 576.0 598.0 579.0 603.0 598.0 548.0 629.0
Source____ Th_____External_______Debt_____Reportin___________ystem_____maintained________by___EPD____in_____he_____orld_______nk.__

Source: The External Debt Reporting System maintained by EPD in the World Bank.
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Table 4.3 id)
INDIA: Interest Payaents - by Donors, 1975/76-1985/86

(US$ million)

1975/76 1976/77 1977178 1978179 1979/80 19BO/81 1981/82 1982/83 1983/84 19B4/85 1985/86

Bilateral Consortium 267 174.0 173.0 185.0 206.0 204.0 207.0 192.0 178.0 173.0 166.0 190.0
Austria 251 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Belgium 252 1.0 1.0 1.0 1.0 1.0 1.0 1.0 - - - -

Canada 253 6.0 4.0 3.0 3.0 2.0 2.0 1.0 1.0 1.0 - 2.0
Denmark 254 - - - - - - - - - -
France 255 12.0 13.0 14.0 16.0 17.0 16.0 12.0 10.0 8.0 9.0 14.0
N. Geroanw 256 40.0 40.0 43.0 47.0 48.0 44.0 35.0 35.0 32.0 28.0 39.0
Italy 257 1.0 - 1.0 1.0 1.0 1.0 1.0 - - -

Japan 258 30.0 32.0 37.0 51.0 43.0 44.0 42.0 37.0 40.0 41.0 49.0
Netherland 259 6.0 6.0 8.0 10.0 12.0 13.0 13.0 13.0 13.0 12.0 13.0
Norway 260 - - - - - - - - - -
Sweden 261 1.0 1.0 1.0 - - - - - - - -

Switzerland 262 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
U.K. 263 18.0 13.0 12.0 12.0 12.0 11.0 B.0 6.0 4.0 3.0 2.0
U.S.A. 264 57.0 61.0 63.0 63.0 66.0 73.0 77.0 74.0 73.0 71.0 69.0

Sank Broup 270 51.0 52.0 60.0 80.0 93.0 101.0 111.0 147.0 215.0 237.0 280.0
IBRD 268 33.0 31.0 35.0 53.0 63.0 66.0 71.0 101.0 157.0 169.0 209.0
IDA 269 18.0 21.0 25.0 27.0 30.0 35.0 40.0 46.0 58.0 6B.0 71.0

Other Consortium 293 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

TDTAL Consortium 292 225.0 225.0 245.0 286.0 297.0 30B.0 303.0 325.0 388.0 403.0 470.0

Non-Consortium
Eastern Europe 279 9.0 7.0 7.0 1.0 12.0 7.0 7.0 6.0 6.0 7.0 9.0
of which:
USSR 274 7.0 6.0 6.0 - 11.0 6.0 6.0 5.0 6.0 7.0 9.0

Gulf Countries 288 1.0 9.0 16.0 37.0 34.0 33.0 34.0 24.0 22.0 17.0 19.0

All Other Donors 299 - - - - - 1.0 3.0 3.0 4.0 8.0 13.0
of which:

IMF Trust Fund 297 - - - - - 1.0 3.0 3.0 3.0 3.0 3.0

TOTAL OFFICIAL LOANS 300 235.0 241.0 268.0 324.0 343.0 349.0 347.0 358.0 420.0 435.0 511.0

iource: The External Debt Reporting System maintained by EPD in the World Bank.



_ 255 -

Table 4.3 le)
INDIA: Debt Outstanding & Disbursed (DOD) - by Donors, 1775/76-1985186

iUS$ million)

1975176 1976/77 1977/78 1978/79 1979/80 1980/81 1981/82 1982183 1983/84 1984/85 1985/86

Bilateral Consortium 317 7698.0 7959.0 8636.0 8956.0 8669.0 8857.0 8119.0 8047.0 7982.0 7451.0 91t1.0
Austria 301 29.0 Z1.0 37.0 36.0 33.0 30.( 29.0 31.0 30.0 26.0 36.0
Belaiua 302 37.0 49.0 74.0 85.0 88.0 84.0 69.0 68.0 66.0 60.0 79.0
Canada 303 493.0 466.0 457.0 457.0 453.0 469.0 469.0 485.0 482.0 479.0 516.0
Denmark 304 22.0 23.0 28.0 33.0 30.0 29.0 29.0 48.0 54.0 60.0 E5.0
France 305 285.0 304.0 335.0 365.0 341.0 328.0 254.0 208.0 190.0 241.0 459.0
W. Germany 306 1284.0 1454.0 1737.0 1926.0 1836.0 1S32.0 1649.0 1746.0 1703.0 1513.0 21;2.0
Italy 307 14.0 15.0 32.0 31.0 27.0 19.0 13.0 9.0 7.0 11.0 21.0
Japan 308 681.0 828.0 1063.0 1182.0 996.0 1194.0 1003.0 1100.0 1254.0 1135.0 1733.0
Netherland 309 196.0 257.0 355.0 455.0 514.0 544.0 557.0 56B.0 537.0 473.0 653.0
Norway 310
Sweden 311 113.0 124.0 116.0 - - - - - - -

Switzerland 312 28.0 28.0 42.0 24.0 24.0 21.0 20.0 17.0 16.0 12.0 18.0
U.K. 313 1060.0 935.0 983.0 1059.0 1063.0 1039.0 766.0 584.0 517.0 402.0 429.0
U.S.A. 314 3456.0 3445.0 3377.0 3303.0 3264.0 3268.0 3261.0 3183.0 3126.0 3039.0 2980.0

Bank Group 320 3245.0 3789.0 4196.0 4618.0 5233.0 5968.0 7087.0 8378.0 9599.0 10510.0 11926.0
IBRD 318 436.0 456.0 540.0 646.0 728.0 826.0 1181.0 1395.0 1779.0 1965.0 2178.0
IDA 319 2809.0 3333.0 3656.0 3972.0 4505.0 5142.0 5906.0 6983.0 7820.0 8545.0 9750.0

Other Consortius 343 - - - - 28.0 62.0 76.0 91.0 101.0 126.0 151.0

TOTAL Corasortiue 342 10943.0 11748.0 12832.0 13574.0 13930.0 14887.0 15282.0 16516.0 17682.0 18087.0 21243.0

Non-Consortium
Eastern Europe 329 317.0 304.0 300.0 2B1.0 282.0 278.0 238.0 241.0 269.0 268.0 381.0
of which:
USSR 324 255.0 238.0 228.0 213.0 222.0 229.0 203.0 214.0 250.0 255.0 371.0

Gulf Countries 338 672.0 943.0 1187.0 1282.0 1268.0 1228.0 1146.0 106B.0 937.0 909.0 8613.0

All Other Donors 349 n.a. n.a. n.a. n.a. n.a. 650.0 589.0 571.0 571.0 586.0 711.0
of which:

IMF Trust Fund 347 - - - - - 650.0 589.0 571.0 563.0 524.0 575.0

TOTAL OFFICIAL LOANS 350 11932.0 12995.0 14319.0 15137.0 15480.0 17043.0 17255.0 18396.0 19459.0 19850.0 23200.0

Source: The External Debt Reporting System maintained by EPD in the World Bank.
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Table 4.3 (f)
INDIA: Grant Commitments - by Donors, 1975/76-1985186

(US$ million)

1975/76 1976/77 1977178 1978/79 1979/80 1980181 1981/82 1982/83 1983/84 1984/85 1985/86

Bilateral Consortium 102 533.5 466.8 460.4 584.2 718.6 373.3 373.4 574.1 445.0 452.6 374.8
Austria 81 - - - - - - - - - - -
Beiqium 82 0.7 - - - - 0.5 - - - -

Canada 83 56.1 63.1 20.8 15.1 17.2 8.7 8.5 12.0 54.1 1.5 -

Denmark [a] 84 5.1 10.0 4.9 14.2 15.2 19.6 10.0 16.7 16.0 17.2 11.2
France 85 4.3 - - - - - - - - - -

i.6ermany 86 14.1 5.0 - 5.8 - - - - 2.7 -

Italy ia] 87 - - - - - - 0.4 0.2 16.5 1.0

Japan 88 1.1 0.4 1.5 24.6 23.6 19.3 18.1 15.2 9.2 14.7 13.7
Netherland La! 8S 19.8 15.1 6.5 S.1 30.4 28.7 23.6 50.2 29.8 36.B 40.9
Norwav ta] 90 12.1 5.8 12.4 20.1 19.8 22.5 18.9 19.7 19.8 19.1 22.3
Sweden tbJ 91 38.8 52.3 56.0 60.7 68.2 71.9 61.6 50.7 43.5 39.6 43.0
Switzerland la] 109 4.1 1.6 1.3 1.2 29.2 4.7 5.2 29.6 19.9 23.7 12.3
U.lc 92 269.3 194.6 246.4 320.6 349.6 39.1 84.1 263.1 102.1 170.7 138.9
U.S.A 93 107.9 118.8 110.5 116.9 165.3 158.5 143.4 116.4 147.6 112.8 91.6

Mtultilateral Consortium 116 108.4 70.2 102.5 185.9 210.9 213.1 249.1 228.5 237.9 196.4 178.0
EEC[a] 110 48.4 10.2 17.5 71.9 101.1 109.7 137.1 118.1 121.5 94.9 70.0
UN[a] 114 60.0 60.0 85.0 114.0 109.8 103.4 112.0 110.4 116.4 101.5 108.0
IFAD 112 - - - - - - - - - -

Total Consortium 117 641.9 537.0 562.9 770.1 929.5 586.4 622.5 802.6 682.9 649.0 552.8

Others 108 15.3 7.5 - - 1.4 5.7 - - - -

aRAND TOTAL 120 657.2 544.5 562.9 770.1 930.9 592.1 622.5 B02.6 682.9 649.0 552.8

la] Relates to calendar years; e.g. the figures for 19B0/81 relate to calendar year 19B0 and so on.
lb] Relates to the year July-June; e.g. the figures for 1980181 relates to period July 1980-June 1981 and so on.

Sources: 1. Bovt. of India, Ministry of Finance, Department of Economic Affairs.
2. Embassies and offices of Consortium donors in New Delhi.
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Table 4.3 (g)
INDIA: Grant Disbursements - by Donors, 1975/76-1985/B6

(USS million)

1975/76 1976177 1977/78 1978/79 1979/80 1980/81 1981/B2 1982/83 1983/84 19B4185 1985/86

Bilateral Consortium 102 413.1 394.8 406.4 506.9 632.0 632.0 464.4 448.9 403.8 399.7 397.8
Austria 81 - - - - - - - - - -
Beloium 82 0.7 - 0.5 - - - - - - -

Canada 83 65.4 62.3 22.4 5.B 18.4 3.3 7.6 10.7 14.1 15.8 12.3
Denmark [a] 84 5.1 10.0 4.9 14.2 15.2 19.6 10.0 16.7 16.0 17.2 11.2
France 85 4.- - - - - - - - - -
W.6ermanv 86 12.1 4.2 - 6.3 1.; 7.8 0.8 1.9 0.1 0.3 1.4
Ita1h [a] 87 - - - - - - - 0.4 0.2 4.2 5.9
Jaan e 88 - - - 27.2 35.7 5.2 14.7 9.7 13.6 11.8
Netherland [a] 8? 19.8 15.1 6.5 5.1 30.4 28.7 23.6 50.2 29.8 36.8 40.9
Norwav [a] 90 9.0 9.6 15.2 21.2 22.1 22.4 19.7 20.9 20.4 19.9 23.0
Sweden [b] 91 58.2 41.9 67.3 57.0 52.6 64.9 49.1 56.9 53.1 35.1 43.0
Switzerland [a] 109 2.9 2.5 2.9 6.0 16.8 17.1 5.3 18.8 22.3 21.7 11.9
U.K 92 81.4 120.9 175.6 258.3 282.7 307.7 199.1 164.5 12B.4 132.5 Ii51.9
U.S.A 93 154.3 128.2 111.1 133.1 165.3 124.9 143.9 93.2 109.7 102.6 B4.4

Multilateral Consortium 116 112.9 60.0 117.8 135.3 164.2 1B4.3 206.0 233.0 182.1 143.6 166.4
EEC[a] 110 52.9 - 32.8 21.3 54.4 80.9 94.0 122.6 65.7 42.1 58.4
UN(a] 114 60.0 60.0 85.0 114.0 109.8 103.4 112.0 110.4 116.4 101.5 108.0
IFAD 112 - - - - - - - - - - -

Total Consortium 117 526.0 454.8 524.2 642.3 796.3 816.3 670.4 681.9 5B5.9 543.3 564.2

Others 108 15.3 7.5 - - 1.4 5.7 - - - - -

BRAND TOTAL 120 541.3 462.3 524.2 642.3 797.7 822.0 670.4 681.9 585.9 543.3 564.2

Meoa Item:
BOP TDtal [c] 119 342.0 377.0 432.0 449.0 577.0 643.0 497.0 399.0 367.0 453.0 450.0

[a) Relates to calendar years; e.g. the figures for 1980/81 relate to calendar year 1980 and so on.
lb] Relates to the year July-June; e.g. the figures for 1980/81 relates to period July 1980-June 1981 and so on.
[c] As estimated by Government of India in the balance of payments account, presented in the Economic Survey.

Sources: 1. 6ovt. of India, Ministry of Finance, Department of Economic Affairs.
2. Embassies and offices Df Consortium donors in New Delhi.
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Table 4.4
EXTERNAL RESERVES
(US $ *illion)

Reuerve Reserves Reserves
Foreign Position excluding including Use of tkt
Exchange SDRs in the Fund Bold Sold It) Sold INF Credit Reserves

1950/51 [a] 1809 - - 1809 247 2056 72 1984
1955156 lb) 1620 - 15 1635 247 1882 - 1082
1960/61 391 - - 391 247 638 63 575
1965/66 383 - - 383 243 626 215 411
1968/69 526 - - 526 243 769 340 429

1970/71 584 149 76 809 243 1052 - 1052
1971/72 661 269 83 1013 264 1277 - 1277
1972/73 629 297 92 101) 293 1311 1311
1973/74 736 296 92 1124 293 1417 75 1342
1974/75 N2 293 - 1075 303 1378 620 759

1975176 1657 234 - 1991 281 2172 807 1365
1976/77 3240 217 3457 290 3747 471 3276
1971/78 5305 200 - 5505 3J8 5823 155 5668
1978179 6421 470 89 6980 377 7357 - 7357
1979/80 6324 662 218 7204 375 7579 - 7579

1980/81 5850 603 405 6958 370 7228 327 6901
1981/82 3582 473 405 4460 335 4795 964 3831
92/83 4281 291 393 4965 324 528 2876 2413

1983/84 50"9 230 518 5847 320 6167 4150 2017
1984/85 5482 145 483 6110 325 6435 3932 2503
951/86 5972 131 554 6657 416 7073 4290 2783

End of the Nonth
1985

Harch 5482 145 483 6110 325 6435 3932 2503
June 5409 303 486 6198 328 6526 3908 261B
September 5630 221 516 6367 348 6715 4092 2623
December 5549 336 535 6420 361 6781 4201 2580

1986
ach 5972 i31 554 6657 416 7073 4290 2783
lune 5705 149 574 6428 431 6859 4357 2502
September 5310 219 591 6120 444 6564 4361 2203

[a] At the end of 1950.
tb] At the end of 15.
[cO Valued at 35 StR's per fine troy ounce.

Source s 1. IMF, International Financial Statistics.
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Table 5.1 (a)
INDIA: PUBLIC FINANCE SUMMARY. 75/76-85186

(Rs billion at current prices)

75/76 76/77 77178 78/79 79190 BO/81 81/82 82/83 83/E4 84/85 as/a6

PUBLIC INVESTMENT 1 76.77 85.13 74.50 96.49 118.16 139.66 176.11 201.47 216.11 260.22 233.40

GDvt Aazmnistration 2 12.21 13.06 11.82 18.20 25.12 30.97 35.29 39.96 44.39 5i.0Q 63.0

Public Enterprises 64.56 72.07 62.68 78.29 93.04 108.69 140.62 1b1.51 171.72 207.1i 2'0.ii
Fixed Irvestment 4 44.87 56.94 61.35 63.67 75.03 8b.31 110.19 143.82 157.21 178.33 194.fOI
ChanqE in Stackc 5 19.69 15.13 1.33 14.62 18.01 22.38 30.b; 17.6 14.51 22.b6 6

PUBLIC SAVINSS 6 33.39 41.85 41.68 47.81 49.67 46.3' 72.30 78.41 66.64 64.23 74.B1

Public Current Income 7 137.39 161.47 170.90 196.86 222.86 248.50 309.,8 365.61 410.B6 486.49 570.30
Tax Revenue 8 114.77 127.02 135.67 157.92 180.96 203.1B 245.46 278.16 318.21 364.86 430.49

Direct 9 26.43 27.76 28.78 30.57 33.87 35.74 44.60 48.34 53.54 57.94 65.08
Indirect 10 88.34 99.26 106.89 127.35 147.09 167.44 200.86 229.82 264.67 306.92 365.41

Public Ent. Surplus [a] 11 16.61 25.44 25.93 28.35 30.46 31.55 49.07 65.99 74.37 89.91 108.00
Interest Receipts 12 4.04 6.55 6.91 7.77 8.62 10.74 11.39 16.67 13.22 23.06 24.64
Miscellaneous Receipts 13 1.97 2.46 2.39 2.82 2.82 3.03 3.91 4.79 5.06 8.66 7.17

Public Current Expenditure 14 104.00 119.62 129.22 149.05 173.19 202.47 237.53 287.20 344.22 422.26 495.49

Consumption Expenditure 15 73.51 82.06 86.67 96.24 110.25 130.33 152.76 180.16 207.88 240.62 282.71
Wages Bill 16 46.81 51.30 55.38 61.37 68.52 81.56 93.82 112.28 131.00 153.20 178.86

Centre 17 17.90 17.86 18.62 19.83 21.37 24.58 27.94 32.23 37.52 44.83 51.89
States 18 28.91 33.44 36.76 41.54 47.15 56.9B 65.38 BO.05 93.48 108.37 126.97

0 & N Ib3 19 26.70 30.76 31.29 34.87 41.73 48.77 58.94 67.95 76.82 87.42 103.85
Centre 20 16.19 18.26 19.02 20.76 25.10 27.16 33.05 38.34 43.78 49.46 60.91
States 21 10.51 12.50 12.27 14.11 16.63 21.61 25.89 29.61 33.10 37.96 42.94

Subsidies 22 11.20 13.93 17.72 22.01 25.25 28.39 31.72 38.07 51.10 71.95 0, 14
Centre 23 7.93 10.27 12.94 16.02 18.39 19.12 19.46 23.04 28.86 44.84 52.00
States 24 3.27 3.66 4.78 5.99 6.86 9.27 12.26 15.03 22.24 27.11 28.14

Interest Payments 25 4.91 6.01 6.97 9.34 10.08 14.90 18.73 26.75 36.96 49.52 58.84
Current Transfers 26 14.38 17.62 17.86 21.46 27.61 28.85 34.32 42.22 48.28 60.17 73.80

PUBLIC INVESTMENT-SAVINBS 6AP 27 43.38 43.28 32.82 48.68 68.49 93.63 103.81 123.06 149.47 195.99 208.59
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Table 5.1 (a)
INDIA: PUBLIC FINANCE SUMMARY, 75176-85186

(Rs billion at current prices)

75/76 76/77 77/78 78/79 79/80 80/81 81/82 B2/83 83/84 B4/85 85/86

PUBLIC INVESTMENT-SAVINGS GAP 27 43.38 43.28 32.82 48.68 68.49 9.6b3 103.81 123.06 149.47 195.99 208.59

financed by:
6xterna: Resources 28 14.21 12.67 9.95 B.29 9.78 19.43 16.78 20.68 22.61 29.99 34.52

G:cca.'.; Resources 29 29.17 30.61 22.87 40.39 5B.71 74.20 87.0; 102.38 126.86 166.00 174.07
s; whG .t.

Bark Credit tD Govt. 30 6.30 11.75 19.23 22.03 40.84 57.04 49.15 46.24 53.85 95.86 B0.93
CoLaerCial Banks 31 B.27 3.37 20.41 4.31 10.95 '16.6b 9.18 22.41 13.98 21.60 36.51
F.B.I. 32 -1.97 B.38 -1.18 17.72 29.B9 40.38 39.97 23.3- 39.B7 74.26 44.42

MeaD Item:
GDP at market prices 33 743.44 801.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51

Sources: l.CS0, Transactions of the Public Sector, 60/61-79/80.
'. National Accounts Statistics, various issues.

EconDmic and Functional Classification of Central Bovernment Budget, various issues.

Notes: 1. Central Government consumption expenses from 1980/81 onwards are based on information from Economic Classification of the
Central Eudget.

2. The data in this table are based on National Accounts and are not comparable with the data in Table 5.2 through 5.8,
Nhich are based on budqetary accounts.

EaJ includes departmental and non-departmental enterprises, retained profits as well as income transferred to government.
Eb) Operation and Maintenance is the expenditure on commodities and services.
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PABE: 1

Table 5.1 (b)
INDIA: PUBLIC FINANCE SUMMARY, 75/76-85/86

(percentages)

75/76 76i77 77178 78/79 79180 B0181 81/82 82/83 83/84 84/85 85/86

PUBLIC INVESTMENT I 10.3 10.6 8.3 9.9 11.0 11.0 11.9 12.2 11.1 12.1 11.6

-6Vt Adninistration 2 1.S 1.6 1.3 1.9 2.3 . .4 2.4 2.4 2.3 2.6

Pubic Enterprises 8.7 9.0 7.0 8.0 8.7 8.s 9.5 9.B 8.8 9.7 9.0
Fixed Investment 4 6.0 7.1 6.8 6.5 7.0 6.6 7.5 8.7 8.1 8.- 8.0
Csanoe in Stocks 5 2.6 1.9 0.1 1.5 1.7 1.8 2.1 1.1 0.7 1.3 1,1

PULiLC SAVINGS 6 4.5 5.2 4.6 4.9 4.6 3.6 4.9 4.7 3.4 3.0 3.1

Public Current Income 7 18.5 20.1 19.0 .20.1 20.7 19.5 21.0 22.1 21.2 22.7 23,,4
Tax Revenue B 15.4 15.8 15.1 16.2 16.8 15.9 16.6 16.8 16.4 17.0 17.7

Direct 9 3.6 3.5 3.2 3.1 3.1 2.8 3.0 2.9 2.8 2.7 2,7
Indirect 10 11.9 12.4 11.9 13.0 13.7 13.1 13.6 13.9 13.6 14.3 15.0

Public Ent. Surplus [a] 11 2.2 3.2 2.9 2.9 2.8 2.5 3.3 4.0 3.8 4.2 4.4
Interest Receipts 12 0.5 0.8 0.8 0.8 0.8 0.8 0.8 1.0 0.7 1.1 1.0
Misceilaneous Receipts 13 0.3 0.3 0.3 0.3 0.3 0.2 0.3 0.3 0.3 0.4 0.3

Public Current Expenditure 14 14.0 14.9 14.4 15.2 16.1 15.9 16.1 17.4 17.7 19.7 20.3

Consumption Expenditure 15 9.9 10.2 9.6 9.8 10.3 10.2 10.3 10.9 10.7 11.2 11.6
wages Bill 16 6.3 6.4 6.2 6.3 6.4 6.4 6.4 6.8 6.8 7.1 7.3

Centre 17 2.4 2.2 2.1 2.0 2.0 1.9 1.9 2.0 1.9 2.1 2.1
States 18 3.9 4.2 4.1 4.2 4.4 4.5 4.5 4.B 4.8 5.1 5.2

0 & N Ib] 19 3.6 3.8 3.5 3.6 3.9 3.8 4.0 4.1 4.0 4.1 4.3
Centre 20 2.2 2.3 2.1 2.1 2.3 2.1 2.2 2.3 2.3 2.3 2.5
States 21 1.4 1.6 1.4 1.4 1.5 1.7 1.8 1.8 1.7 1.8 1.8

Subsidies 22 1.5 1.7 2.0 2.3 2.3 2.2 2.1 2.3 2.6 3.4 3.3
Centre 23 1.1 1.3 1.4 1.6 1.7 1.5 1.3 1.4 1.5 2.1 2.1
States 24 0.4 0.5 0.5 0.6 0.6 0.7 0.8 0.9 1.1 1.3 1.2

Interest Payments 25 0.7 0.7 0.8 1.0 0.9 1.2 1.3 1.6 1.9 2.3 2.4
Current Transfers 26 1.9 2.2 2.0 2.2 2.6 2.3 2.3 2.6 2.5 2.8 3.0

PUBLIC INVESTMENT-SAVINGS GAP 27 5.8 5.4 3.7 5.0 6.4 7.3 7.0 7.5 7.7 9.1 8.6
________ -------- ------- -------- -- -- - -------- -------- -------- .. -------- -------- --------- ___ ____
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Table 5.1 lb)
INDIA: PUBLIC FINANCE SUMMiARY, 75/76-85186

Ipercentaqes)

75/76 76177 77/78 78/79 79/80 90181 81/82 82183 83184 84/85 85/86

PUELIC INVESTMENT-SAVINGS GAP 27 5.8 5.4 3.7 5.0 6.4 7.3 7.0 7.5 7.7 9.i 8.6

hrianced bv:
External Resources 28 1.9 1.6 1.1 0.8 0.9 1.S 1.1 1.3 1.2 1.4 1.4

Dostmies:; Resources 29 3.9 3.E 2.5 4.1 5.5 5.8 5.9 6.2 6.5 7.7 7.1

Eans Credit to Govt. 30 0.8 1.5 2.1 2.3 3.8 4.5 3.3 2.8 2.8 4.5 3.3
Commercial Banks 31 1.1 0.4 2.3 0.4 1.0 1.3 0.6 1.4 0.7 1.0 1.5
P.8.1. 32 -0.3 1.0 -0.1 1.8 2.8 3.2 2.7 1.4 2.1 3.5 1.6

Memo Item:
GDP at market prices 33 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Derived from Table 5.1 (a).
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Table 5.2
INDIA:CONSOLIDATED FINANCES OF CENTRAL AND STATE 6OVERNMENTS, 1976/77-1986/87

(Rs billion at current prices)

1976/77 1977/78 1978/79 1979/80 19BO181 1981/82 1982/83 1983/84 1984/85 1985/86 1986/B7

REVENUE RECEIPTS 1 152.59 164.35 187.75 212.11 238.36 288.81 330.86 369.59 429.33 507.56 549.53

Tax Revenue 2 123.30 132.38 155.29 176.82 198.44 241.44 272.42 315.26 358.14 428.28 473.55
Direct Taxes 3 25.85 26.80 28.51 30.96 32.68 41.33 44.92 49.08 53.30 62.87 64,.36
Indirect Taxes 4 97.45 105.58 126.78 145.86 165.76 200.11 227.50 266.18 304.84 365.41 409.19

hap-Tax Revenue 5 29.29 31.97 32.46 35.29 39.92 47.37 58.44 54.33 71.19 79.28 75.98
Foreion Grants 29 3.37 3.70 3.69 4.66 5.07 4.43 3.84 3.78 5.38 5.51 4.70

REVENUE EXPENDITURE 6 138.63 149.86 173.48 203.57 237.11 278.64 334.51 391.39 473.29 563.52 614.07
Non-developmental 7 78.38 80.63 90.74 106.90 123.06 145.44 176.13 205.83 243.95 299.98 327.85
Developmental 6 60.25 69.23 82.74 96.67 114.05 133.20 158.38 185.56 229.34 263.54 286.22

NET CURRENT BALANCE 9 13.96 14.49 14.27 8.54 1.25 10.17 -3.65 -21.80 -43.96 -55.96 -64.54

CAFITAL EXPENDITURE 10 59.51 61.34 74.01 82.58 111.34 117.78 126.47 147.17 17B.75 199.41 204.33
Non-Developmental 11 3.59 2.61 5.13 2.89 9.25 4.99 7.28 13.79 12.32 16.91 20.69
Develapmental 12 32.27 38.74 42.40 48.78 63.11 74.72 79.56 92.86 116.50 127.56 132.75
Loans & Advances 13 23.65 19.99 26.48 30.91 38.98 38.07 39.63 40.52 49.93 53.94 51).89

TOTAL BORROWING REQUIREMENT 34 -45,55 -46.85 -59.74 -74.04 -110.09 -107.61 -130.12 -168.97 -222.71 -254.37 -2613.87

Non-RBI Borrowing 32 42.15 49.23 53.43 47.49 75.60 82.42 106.63 147.59 169.02 203.9B 217.27
Domestic Borrowing 31 32.77 43.22 48.71 42.43 62.70 72.33 93.74 134.90 154.35 183.87 190.61

Market Borrowings 15 10.40 13.87 18.57 21.47 28.00 32.72 41.87 46.25 48.68 60.60 64.27
Small savings 16 4.13 5.45 8.47 11.05 11.21 13.99 17.73 24.09 36.50 48.00 53.00
Other Borrowing 30 18.24 23.90 21.67 9.91 23.49 25.62 34.14 64.56 69.17 75.27 7;,.34

External Borrowing 28 9.38 6.01 4.72 5.06 12.90 10.09 12.89 12.69 14.67 20.11 26.66

RBI Borrowing 23 3.40 -2.38 6.31 26.55 34.49 25.19 23.49 21.38 53.69 50.39 51.60
(Deficit Financinn)

memo itens:
TOTAL REVENUE (excl RBI) 19 194.74 213.5B 241.18 259.60 313.96 371.23 437.49 517.1B 598.35 711.54 766.80

Receipts 1 152.59 164.35 187.75 212.11 238.36 288.81 330.86 369.59 429.33 507.56 549.53
Borrowings 32 42.15 49.23 53.43 47.49 75.60 82.42 106.63 147.59 169.02 203.98 21,7.27

TOTAL EXPENDITURE 20 198.14 211.20 247.49 286.15 348.45 396.42 460.98 538.56 652.04 761.93 81).40
Non-Developmental 21 81.97 83.24 95.87 109.79 132.31 150.43 IB3.41 219.62 256.27 316.89 34B.54
Developmental 22 92.52 107.97 125.14 145.45 177.16 207.92 237.94 278.42 345.84 391.10 4111.97

SDP at market prices 26 801.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 2763.58

Notes: 1. The data in this table are based on budgetary accounts and are not comparable with the data in Table 5.1, which is based
on national accounts.

2. Data for 1985/86 are Revised Estimates; data for 1986/87 are Budget Estimates.
3. The value of GDPap in 1986/87 has been estimated by the World Bank.

Source; Ministry of Finance, Indian EconDmic Statistics (Public Finance).
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Table 5.3
INDIA: FINANCES OF CENTRAL 8OVERNKENT, 1977178- 1986/87

(Rs billion at current prices)

1977178 1978179 19791BO 1980/81 1981/82 1982/83 1983184 1984185 1985186 1986/87 1986/67

REVENUE RECEIPTS 1 95.92 110.03 110.61 124.84 151.40 175.07 197.17 235.49 278.05 300.58 338.53

Tax Revenue 2 70.61 85.68 85.68 93.88 115.73 130.56 154.76 176.94 209.79 226.82 242.07
Direct Taxes 3 17.21 18.11 19.42 19.83 27.52 29.91 33.10 35.46 38.54 38.13 -

Indirect Taxes 4 53.40 67.57 66.26 74.05 88.21 100.65 121.66 141.48 171.25 188.69 -

Non-Tax Revenue 5 19.35 18.34 19.94 22.07 26.59 34.21 29.76 42.39 47.64 47.10 69.95
Foreign Grants 33 3,70 3.69 4.66 5.07 4.43 3.84 3.78 5.38 5.51 4.70 4.70

Int Davment- irom States 6 5.96 6.01 4.99 8.89 9.08 10.29 12.64 16.16 20.62 26.66 26.51

REVENUE EXPENDITURE 7 91.62 107.11 117.55 132.61 154.33 187.61 221.15 270.47 337.45 369.85 410.86
Non-Develoanental P 54.95 61.60 70.78 81.48 96.05 113.92 134.e2 162.14 199.23 223.7.
Developeental 9 17.06 19.16 22.66 23.17 29.73 37.34 42.31 56.13 65.89 70.82
Grants to States 10 19.61 26.35 24.11 27.96 28.55 36.35 44.02 52.20 72.33 75.30 -

NET CURRENT BALANCE 11 4.30 2.92 -6.94 -7.77 -2.93 -12.54 -23.98 -34.98 -59.40 -69.27 -72.33

CAPITAL EXPENDITURE 12 41.09 54.46 56.98 81.10 83.74 95.12 111.35 142.89 173.29 164.92 192.42
Non-Develonmental 13 2.61 5.14 2.89 9.23 4.93 7.25 13.71 12.26 16.79 20.45 -

Developmental 14 19.81 19.03 21.50 30.60 38.06 41.34 49.05 66.19 72.25 72.37
LDans S Advances (net) 15 18.67 30.29 32.59 41.27 40.75 46.53 48.59 64.44 B4.25 72.10 -

TDTAL BORROWING REQUIREMENT 25 -36.79 -51.54 -63.92 -88.87 -86.67 -107.66 -135.33 -177.87 -232.69 -234.19 -264.75

Non-REI BorrowinQ 37 27.46 42.03 39.66 63.10 72.75 91.11 121.16 140.42 187.79 197.16 181.90
Domestic Borrowinp 35 21.45 37.31 34.60 50.20 62.66 78.22 108.47 125.75 167.68 170.50 155.25

Market BorrDwings 17 11.85 16.53 19.51 25.79 29.13 37.71 40.38 40.96 51.00 53.00 -

Small Savings 18 5.45 8.47 11.05 11.21 13.99 17.73 24.09 36.50 48.00 53.00
Other Borrowing 34 4.15 12.31 4.04 13.20 19.54 22.78 44.00 48.29 68.68 64.50 -

External Borrowing 32 6.01 4.72 5.06 12.90 10.09 12.89 12.69 14.67 20.11 26.66 26.66

RBI Borrowing 38 9.33 9.50 24.26 25.77 13.92 16.56 14.17 37.45 44.90 37.03 82.85
(Deficit Financingl

Memo Items:
TOTAL REVENUE (excl RBI) 21 123.38 152.07 150.27 187.94 224.15 266.17 318.33 375.91 465.84 497.74 520.43

Receipts 1 95.92 110.03 110.61 124.84 151.40 175.07 197.17 235.49 278.05 300.58 338.53
Borrowings 37 27.46 42.03 39.66 63.10 72.75 91.11 121.16 140.42 187.79 197.16 181.90

TOTAL EXPENDITURE 22 132.71 161.57 174.53 213.71 238.07 282.73 332.50 413.36 510.74 534.77 603.28
Non-Developmental 23 57.56 66.74 73.67 90.71 100.90 121.17 148.53 174.40 216.02 244.18 -

Developmental 24 36.87 38.19 44.16 53.77 67.79 78.68 91.36 122.32 138.14 143.19 -

GDP at market prices 30 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 2763.58 2763.58

Source: Mlinistry of Finance,Indian Economic Statistics (Public Finance).

Notes: 1. Data for 1985/86 are Revised Estimates.
2. 6DPop in 1986187 has been estimated by the World Bank.

(a) Budget Estimates.
(b) Revised Estimates from the Budget of 601, 1987-88.



- 265

Table 5.4
INDIA: FINANCES OF STATE 6OVERNMENTS, 1976177-1986/B7

(Rs billion at current prices)

197D177 1977/78 1978/79 1979180 1980/81 1981/82 1982/8;; 1983/84 1984/85 1985/86 1986/87

REYENUE RECEIPTS 1 86.52 94.01 110.08 130.60 150.36 175.04 202.43 229.08 262.20 322.46 350.91

Tax Revenue 2 57.50 61.77 69.55 91.17 104.53 125.53 141.78 158.11 1I1.9h 214.54 242.58
Direct Taxes . 9.19 9.59 10.33 11.52 12.85 13.85 15.01 15.93 18.15 21.54 23.11
Indirect Taxes 4 48.31 52.18 59.22 79.65 91.68 111-68 126.77 142.18 163.81 193.00 219.47

Sn,-lax Revenue J 12.80 12.b6 14.18 15.32 17.87 20.96 24.29 26.95 28.04 35.59 33.03

Erant- from Centre 6 1b.22 19.61 26.35 24.11 27.96 28.55 3b.35 44.02 52.20 72.33 75.30

REVENUE EXPENDITURE 7 75.55 B3.81 98.73 115.12 141.36 161.93 193.54 226.91 271.18 319.02 346.le
Non-DeveoDPmental 8 25. 2 25.68 29.14 36.12 41.59 49.3B 62.21 71.02 81.81 100.75 104. 12
DeVelPnmental 9 46.33 52.17 63.58 74.01 90.88 103.47 121.04 143.25 173.21 197.65 215.40
Interest Payments to Centre 10 3.90 5.96 6.01 4.99 8.89 9.08 10.29 12.64 16.16 20.62 2l.66

NET CURRENT BALANCE 11 10.97 10.20 11.35 15.48 9.00 13.11 8.89 2.17 -8.98 3.44 4.73

CAPITAL EXPENDITURE 12 26.96 31.00 38.33 44.78 52.53 56.00 59.89 67.00 74.10 84.23 88.58
Non-DeVeloPmenta1 13 0.57 -0.01 -0.01 - 0.02 0.06 0.03 0.06 0.07 0.11 0.24
DevelCneental 14 16.80 18.94 23.37 27.28 32.51 36.66 38.23 43.83 50.31 55.31 60.38
Loans & Advances (net! 15 9.59 12.07 14.97 17.50 20.00 19.28 21.63 23.11 23.72 28.81 27.96

TOTAL BORROWING REQUIREMENT 20 -15.99 -20.80 -26.98 -29.30 -43.53 -42.89 -51.00 -64.82 -83.08 -80.79 -83.85

Non-RBi Borrowing 16 15.96 19.97 30.17 27.01 34.79 31.62 44.06 57.64 69.48 89.26 80.58
Market Borrowings 17 1.96 2.02 2.04 1.95 2.21 3.59 4.17 5.87 7.72 9.61 11.28
Loans from Centre 18 7.57 11.64 18.78 19.08 22.29 21.92 28.54 31.18 38.24 59.11 49.17
Other Borrowinq 19 6.43 6.31 9.35 5.98 10.29 6.11 11.35 20.60 23.52 20.54 20.13

RBI Borrowing 25 0.03 0.83 -3.19 2.28 8.74 11.27 6.94 7.18 13.60 -8.47 ;.27
(Deficit Financing)

Memo Items:
TOTAL REVENUE (exci RBI) 21 102.48 113.98 140.25 157.61 185.15 206.66 246.49 286.72 331.68 411.72 431.49

Receipts 1 86.52 94.01 110.08 130.60 150.36 175.04 202.43 229.08 262.20 322.46 350.91
Borrowings 16 15.96 19.97 30.17 27.01 34.79 31.62 44.06 57.64 6?.48 89.26 80.58

TOTAL EXPENDITURE 22 102.51 114.81 137.06 159.90 193.89 217.93 253.43 293.90 345.28 403.25 434.76
NOn-Developmental 23 25.B9 25.67 29.13 36.12 41.61 49.44 62.24 71.0B 81.88 100.86 104.36
Developmental 24 63.13 71.11 86.95 101.29 123.39 140.13 159.27 187.07 223.52 252.96 275.78

6DP at market prices 2B 801.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 2763.58

Source: Ministry of Finance! Indian Economic Statistics (Public Finance).

Notes: 1. Data for 1985/86 are Revised Estimates; data for 1986/87 are Budget Estimates.
2. GDPop in 1986/87 has been estimated by the World Bank.
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Table 5.5
INDIA: TAX REVENUE - CENTRE AND STATES, 1976/77-1986187

tin Rs billion)

1976177 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1983184 1984185 1985/86 1986/87

TAiX REVENUE - CENTRE
Incomx Tax 1 11.94 10.02 11.77 13.40 15.06 14.76 15.70 16.99 19.28 23.97 25.B8
CorporatiDn Tax 2 9.84 12.21 12.52 13.92 13.11 19.70 21.85 24.93 25.56 31.18 31.23
Cu5toms Duties 3 15.54 18.24 24.24 29.24 34.05 43.00 51.19 55.83 70.41 92.96 104.04

ExoIrt Duties 4 1.29 2.29 1.41 1.28 1.18 0.61 0.68 0.76 0.81 0.71 0.59
Llnio E: ise Guties E 42.21 44.4B 53.67 60.11 65.00 74.21 80.59 102.22 111.51 129.20 140.67
0ther 3.1 .E 63 3.05 S3.07 4. .6.80 7.6; 7.24 7.95 7.38 7.26

St-totai 7 82.71 E8.SE 105.25 119.74 131.79 158.47 176.96 207.21 234.71 284.69 309.08

Lp=s States Share Df:
income Tax. 8 6.52 6.75 7.07 B.65 I.02 10.17 11.32 11.72 12.31 18.46 20.23
Excise Duties 9 10.28 11.13 12.40 25.30 27.77 32.40 34.92 40.57 45.25 56.25 61.91
Other 10 0.10 0.10 0.10 0.11 0.12 0.17 0.16 0.16 0.21 0.19 0.12

Tax Revenue Retained
by Centre 11 65.81 70.60 85.68 85.68 93.88 115.73 130.56 154.76 176.94 209.79 226.82

TAX REVENUE - STATES

Sales Tax 12 22.30 23.76 27.39 31.70 38.53 48.59 54.41 62.04 70.29 82.16 95.50
State Excise Duties 13 5.11 5.77 5.92 7.05 8.38 11.29 13.56 15.83 18.57 21.18 23.38
Staips & Registration 14 2.33 2.88 3.35 3.69 4.27 5.17 5.92 6.34 7.06 8.08 9.13
Land Revenue Tax 15 1.87 1.78 2.01 1.65 1.57 2.28 2.26 2.55 3.18 3.22 3.51 
Motor Vehicle Tax 16 2.40 2.60 2.95 3.75 4.18 4.57 5.35 6.27 7.05 8.41 9.75
Other 17 6.59 7.00 8.41 9.25 9.72 11.05 13.96 15.01 17.28 20.53 23.21

Sub-Total 18 40.60 43.79 50.03 57.09 66.65 82.95 95.46 108.04 123.43 143.58 164.48

Add States' Share of
Central Taxes: 19 16.90 17.98 19.57 34.06 37.91 42.74 46.40 52.45 57.77 74.90 82.26

Tax Revenue Retained
by States 20 57.50 61.77 69.60 91.15 104.56 125.69 141.86 160.49 181.20 218.48 246.74

TOTAL - CENTRE W STATES 21 123.31 132.37 155.28 176.83 198.44 241.42 272.42 315.25 35B.14 428.27 473.56

Memo Item:
GDP at market Prices 25 801.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 2763.58

Source: Ministry of Finance, Indian Economic Statistics (Public Finance).

Note; 1. Data fDr 1985/86 are Revised Estimates; data for 1986187 are Budget Estiaates.
2. GDPnp in 1986/87 has been estimated by the world Bank.
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Table 5.6
INDIA: CURRENT EXPENDITURE - BY CENTRE AND STATES, 1976/77-1986/87

(in Rs billion)

1976/77 1977/78 1978/79 1979/80 1980181 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87

CENTRAL"GDVERNMENT
Non-Developmental 31 53.06 54.95 61.61 70.78 81.48 96.06 113.92 134.82 162.14 199.23 223.73

Tax Coilection 32 1.19 1.19 1.29 1.22 1.42 1.58 1.88 2.15 2.50 3.10 3.10
Ad,iri, Services 33 4.61 4.64 5.04 5.57 6.43 7.33 8.40 9.27 11.49 13.39 13.61
Oeience 34 23.47 23.86 26.14 30.94 35.40 41.67 48.8L 56.67 63.99 74.44 81.69
Interest Favnents 35 13.74 15.21 18.29 22.10 26.04 31.95 39.38 47.96 59.75 74.00 87.50
Other 36 10.05 10.05 10.85 10.95 12.19 13.53 15.44 18.77 24.41 34.30 37.63

.Deve1on:nenta; , 13,27 137.0 19.16 22.66 23.17 29.73 37.34 42.31 56.13 65.89 70G 2
Education 3° 2.14 2.35 2.69 2.63 2.93 3.42 4.31i 4.78 5.95 7.59 8 63
Public Health 39 2.5 2 2.59 2.65 2.85 3.71 5.09 6.21 7.17 B.39 9,54
iqriculture 40 1.19 1.67 2.71 1.89 1.93 2.57 3.36 4.61 5.38 5.74 6,86
Industry 41 2.42 3.43 2.68 3.85 3.96 5.58 6.17 5.49 11.39 10.03 9.01
Other 42 5.59 7.33 8.89 11.64 11.50 14.45 18.41 21.22 26.24 34.14 36.78

brants to States 43 16.22 19.61 26.35 24.11 27.96 28.55 36.35 44.02 52.20 72.33 75.30

TOTAL 44 83.20 91.62 107.12 117.55 132.61 154.34 187.61 221.15 270.47 337.45 369.85

STATE 6OVERNMENTS

Non-DeVE1oPmental 45 25.32 25.68 29.14 36.12 41.59 49.3B 62.21 71.02 81.81 100.75 104.12
Tax Collection 46 2.46 2.41 2.65 3.14 2.62 4.04 4.76 5.78 6.07 7.22 7.84
Admin. Services 47 9.17 9.97 1O.83 12.81 15.69 17.89 21.15 24.45 28.70 32.75 34.40

interest Payments
other than to Centre 48 3.74 2.20 3.61 4.55 3.52 5.50 6.99 7.29 8.88 11.85 13.42

Other 49 9.95 11.10 12.05 15.62 19.76 21.95 29.31 33.50 38.16 48.93 48.46

Developnental 50 46.33 52.17 63.58 74.01 90.88 103.47 121.04 143.25 173.21 197.65 215.40
Education 51 17.96 20.48 23.17 25.98 31.43 36.30 43.91 50.21 5B.65 68.71 74.29
Public Health 52 8.22 8.54 10.03 11.90 14.24 17.10 20.44 24.93 28.17 28.53 30.46
Agriculture 53 4.54 5.62 6.60 8.31 9.76 10.50 11.92 14.99 16.91 19.55 20.70

b Industry 54 0.87 1.06 1.45 1.63 2.01 2.55 2.82 3.72 4.29 5.16 5.39
Other 55 14.74 16.47 22.33 26.19 33.44 37.02 41.95 49.40 65.19 75.70 84.56

Int. Payment to Centre 56 3.90 5.96 6.01 4.99 8.89 9.08 10.29 12.64 16.16 20.62 26.546

TOTAL 57 75.55 83.81 98.73 115.12 141.36 161.93 193.54 226.91 271.18 319.02 346.18

TOTAL CENTRE & STATES (netl 58 138.63 149.86 173.49 203.57 237.12 278.64 334.51 391.39 473.29 563.52 614.07

Memo Item:
6GP at market prices 25 801.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 2763.58

Source: Ministry of Finance, Indian Economic Statistics (Public Finance).

Notes: 1. Data for 1985/86 are Revised Estimates; data fDr 1986/87 are Budget Estimates.
2. GDPep in 1986/87 has been estimated by the World Bank.
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Table 5.7
INDIA: TRANSFERS BETIIEEN CENTRE AND STATES, 1976t77-1986187

(in Rs billion)

1976/77 1977/78 1978/79 1979180 1980181 1981182 1982183 19B3/84 1984/85 1985/86 1986/87

States' Share in 19 16.90 17.98 19.57 34.06 37.91 42.74 46.40 52.45 57.77 74.90 82.26
Central Taxes

Grants tc States 43 16.22 19.bl 26.35 24.11 27.96 28.55 36.35 44.02 52.20 72.33 75 370

Loans to States (aross) (a) 22 14.81 19.56 27.69 27.62 31.46 34.60 42.98 50.59 62.77 89.86 82.88

Loan Repavnents by Statestb) 23 6.56 8.81 B.92 8.44 9.17 12.64 14.44 19.41 24.54 31.75 33.71

interest Pavrents b; States 56 3.90 5.96 6.01 4.99 B.89 9.08 10.29 12.64 16.16 20.62 26.66

NET TRANSFER 24 37.47 42.38 58.68 72.36 79.27 B4.17 101.00 115.01 132.04 185.72 180.07

Source: Ministry of Finance, Indian Economic Statistics (Public Finance).

Notes: 1. All data are taken from Central Sovernment accounts.
2. Data for 1985/86 are Revised Estimates; data for 1986/87 are Budget Estimates.

ia) Excludes assistance of Rs 5.55 billion in 1978/79 and Rs 17.44 billion in 1982/83 and Rs 4.00 billion in 1983/84 on account
of assistance given by Center to States for clearing their overdrafts.
ib) Excludes accDuntinq adjustment of Rs 9.38 billion for 1980/81.
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Table 5.8
ECONOMIC AND FUNCTIONAL CLASSIFICATION OF CENTRAL 6OVERNMENT FINANCES, 1976177-1986/87

IRs billion at current prices)

1976177 1977/78 1978/79 1979180 1980/81 1981182 1982/83 1983/84 1984/85 1985/86 1586/87

CURRENT REVENUE 1 80.07 88.94 103.54 103.52 118.20 142.61 165.30 187.50 224.60 265.45 289.03
Tax Receipts 2 65.56 70.33 84.54 85.34 93.47 115.31 130.05 154.41 176.53 209.40 226.97
Property Income 3 12.45 15.38 15.62 14.55 20.26 22.36 29.58 27.98 39.63 47.65 53.51
Misc. Receipts 4 2.06 3.23 3.38 3.63 4.47 4.94 5.67 5.11 8.45 8.40 B.55

CURRENT EXPENDITURE 5 75.51 83.56 96.58 105.66 120.86 138.24 1b6.47 195.66 243.66 297.26 324.97
Lonsumption Expenditure 6 36.06 36.78 39.75 45.02 51.74 bO.96 70.57 B1.30 94.28 112.B0 124.38
Transfer Payments 7 39.45 46.78 56.83 60.64 69.12 77.28 95.90 114.36 149.38 184.46 200.59

SAVIN65 ON CURRENT AiC B 4.56 5.3B 6.96 -2.14 -2.66 4.37 -1.17 -8.16 -19.06 -31.81 -35.94
ihdmin.i

SAVINGS OF DEPT. ENTERPR. 9 4.28 5.14 4.80 4.44 2.69 6.71 9.74 11.29 9.43 12.72 14.95

GROSS SAVINGS 10 8.84 10.52 11.76 2.30 0.03 11.08 8.57 3.13 -9.63 -19.09 -:20.99

Capital Transfers 11 2.88 3.43 2.87 4.04 4.58 3.98 4.36 3.69 4.78 5.33 4.34
Loan Repayments 12 7.40 14.41 15.18 10.06 10.85 13.39 18.20 24.08 24.18 27.99 :24.60

TOTAL RECEIPTS 13 19.12 28.36 29.81 16.40 15.46 28.45 31.13 30.90 19.33 14.23 7.95

CAPITAL EXPENDITURE 14 62.48 71.84 87.13 86.42 110.71 122.84 146.52 172.20 204.88 256.14 270.80
Direct Investment 15 11.12 11.07 13.01 15.27 19.08 25.52 28.85 33.56 41.24 49.10 'i8.89

6ross Fixed Investment 16 10.90 11.1B 12.42 14.43 17.52 24.11 28.14 32.19 39.53 47.60 57.13
Chanqe in Inventories 17 0.22 -0.11 0.59 0.84 1.56 1.41 0.71 1.37 1.71 1.50 1.76

Indirect Investaent 18 44.88 55.23 67.59 64.11 85.01 90.25 109.63 130.66 153.90 194.23 1'13.69
Capital Transfers 19 5.02 7.55 10.63 12.20 13.02 15.25 17.88 23.37 29.58 36.24 38.35
Loans for Cap. Formation 20 25.54 28.53 36.92 36.61 45.21 49.18 54.50 63.83 78.85 100.66 101.55
Others 21 14.32 19.15 20.04 15.30 26.78 25.82 37.25 43.46 45.47 57.33 53.79

Debt Repayment 22 6.48 5.54 6.53 7.04 6.62 7.07 8.04 7.98 9.74 12.81 1B.21
Amort. of Foreign Debt 23 3.70 4.29 4.70 4.10 3.92 4.22 4.38 4.55 4.86 6.18 7.71
Long-term Rupee Debt 24 2.78 1.25 1.83 2.94 2.70 2.85 3.66 3.43 4.88 6.63 10.50

OVERALL DEFICIT 25 43.36 43.48 57.32 70.02 95.25 94.39 115.39 141.30 185.55 241.91 262.85

Financed by:
Market Borrowings 26 11.23 13.10 18.37 22.46 2B.48 31.98 41.36 43.82 45.84 57.63 63.50
Foreign Debt 27 14.92 8.08 9.16 9.14 16.26 13.39 16.31 17.40 18.69 25.33 32.06
Small Savings 28 4.13 5.45 8.47 11.05 11.21 13.99 17.73 24.09 36.50 48.00 53.00
Others 29 13.08 16.85 21.32 27.37 39.30 35.03 39.99 55.99 84.52 110.95 114.29

memo item:
6DP at market prices 33 B01.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 2763.58

Source: Ministry of Finance, Economic and Functional Classification of Central Government Budget, various issues.
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Table 5.9
PROJECTED AND ACTUAL PLAN OUTLAYS BY SECTORS

(Rs billion)

Sixth
Fifth Plan Plan Seventh Plan

------------ ------ Annual Plans ---------------------
(74/75-78I79) eo-85 ------------------------------ B5-90 85/86 86/87
proj. actuals proi. 80181 81/82 82183 83184 84185 proj. (est.) proj.

A Asricuiture & Allied Proarams 37.68 48.65 119.15 22.28 24.89 28.92 32.82 43.11 227.93 46.08 53.05
Ahriculture 32.31 n.a 56.95 9.B2 11.29 12.61 14.27 18.25 105.74 20.07 22.03
Rural Development 5.37 n.a 53.b4 10.40 11.01 12.96 14.98 20.62 90.74 2i.37 25.05

iecal3 Awrea Program - - 14.80 2,06 2.59 3.35 3.57 4.24 31.45 4.64 5.97

irriQat"or, i Flood Control 44.32 38.77 121.60 17.77 19.49 21.06 24.45 26.54 169.79 2S.38 31.92
M.rnor Irrioation 7.92 n.a 18.10 2.L91 2.91 3.32 4.50 4.84 28.05 5.30 5.76
iMaior 1rriQation 30.89 n.a 84.48 12.23 13.78 15.11 16.18 17.63 115.56 15.bB 21,43
ri'o i Lo-tro' '.45 n.a 10.45 1.64 1.48 1.81 1.64 9.47 i.c6 1.66

mia,nd Area Developeent 2.06 n.a 8.56 1.09 1.16 1.15 1.96 2.43 16.71 2.74 3.!07

C 1rdustr ard Minerais 73.62 95.83 150.18 21.94 27.78 30.75 39.17 49.86 224.61 56.05 54.15
-Ilaue a1- Small Scale 5.10 5.93 17.81 2.73 3.23 3.26 4.03 6.20 27.53 5.40 6.06

i & Medius Industries 69.52 89.89 132.37 19.21 23.60 27.09 34.79 43.24 197.08 50.25 47.74
Others - - - - 0.95 0.40 0.35 0.42 - 0.40 0.35

C Enerov 98.55 74.00 265.35 38.28 50.65 64.09 72.77 81.72 548.21 99.51 119.22
PCIwer 70.16 74.00 192.65 26.57 31.82 37.08 40.92 46.59 342.74 57.19 74,06
retroleua 16.91 n.a 43.00 7.35 12.05 18.23 21.98 25.21 126.28 31.01 32.16
Coal 11.48 n.a 28.70 4.32 6.64 8,56 9.53 9.03 74.01 9.97 11.80
Others - - 1.00 0.04 0.14 0.22 0.34 O.B9 5.20 1.34 1.20

E Transport 55.28 68.70[b] 124.12 21.63 25.83 27.52 30.76 36.33 229.71 43.98 51,97
Railways 22.02 n.a 51.00 9.73 12.10 13.20 14.19 16.65 123.34 20.50 26.50
Roads & Road Transport 18.15 n.a 46.35 8.30 9.35 9.34 10.89 12.94 71.90 14.16 15.52
Ports & Shipping la] 10.67 n.a 14.86 1.81 2.17 2.65 2.64 2.86 23.13 5.31 6,26
Civil Aviation 2.97 n.a 8.59 1.24 1.47 1.64 2.13 3.09 7.58 3.37 3.00
Others 1.47 n.a 3.33 0.55 0.74 0.69 0.91 0.79 3.75 0.64 0.69

F Cormunication 0 Broadcasting 13.89 n.a 31.34 3.57 5.76 6.75 8.64 9.97 64.73 11.89 12.53

6 Science & Technologv 4.36 n.a 8.65 0.97 1.48 2.03 2.28 3.35 24.66 4.21 5.29

H Social Services 52.24 68.34 140.35 20.75 24.87 29.50 38.35 45.6b 293.51 49.06 58.09
Education 12.85 17.10Lc] 25.24 3.40 4.36 5.39 6.98 9.65 63.83 9.83 12.97
Health . Familv Weliare 11.79 12.53 28.31 4.12 5.30 6.75 8.53 9.42 64.49 10.89 12.24
Housing & Urban Development 11.07 11.50 24.8B 4.77 4.88 5.07 6.57 7.09 42.80 7.51 8.59
Water Supply & Sanitation 9.71 10.92 39.22 5.17 6.40 7.30 9.93 11.17 65.22 12.0b 13.29
Other Social Services 6.82 16.29 22.70 3.29 3.93 4.99 6.34 8.35 57.37 B.77 10.99

I Others 13.28 £d] 8.02 3.05 2.98 6.63 1.64 2.20 16.87 2.86 4.28

J TOTAL 393.2 394.3 975.0 1502 183.7 217.3 250.9 298.8 1800.0 342.0 390.5

Note: The Plan totals are at base year prices for projections and at current prices for actuals.
Lal Covers Major and Minor ports, Shipping, Lighthouses and Inland Water Transport.
[b] Includes Communication & Broadcastinq.
[c] Includes Scientific Research.
rd1 Included under ather social services.

Source: Planning Commission.
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Table 5.10 (a)
PROJECTED AND ACTUAL PLAN OUTLAYS BY SECTORS

(Annual averages at constant 1970/71 prices-Rs billion)

Sixth
Fifth Plan Plan Seventh Plan

------------ ------ Annual Plans -------------
(74/75-78179) 80-85 ------------------------------ 85-90 85/86
proj. actuals proj. 80/81 81/82 82/83 83/84 84/85 proj. (est.)

A Agriculture&Allied Programs 4.35 5.33 10.39 8.65 8.60 9.19 9.45 11.39 12.05 11.13
Agriculture 3.73 n.a. 4.97 3.81 3.90 4.01 4.11 4.B2 5.59 4.85
Rural Development 0.62 n.a. 4.68 4.04 3.80 4.12 4.31 5.45 4.80 5.16
Special Area Program n.a. n.a. 1.29 0.80 0.89 1.06 1.03 1.12 1.66 1.12

B Irrigation & Flood Control 5.11 4.25 10.61 6.90 6.73 6.69 7.04 7.01 8.97 6.86
Minor Irrigation 0.91 n.a. 1.58 1.13 1.01 1.06 1.30 1.28 1.48 1,28
Major Irrigation 3.56 n.a. 7.37 4.75 4.76 4.80 4.66 4.66 6.11 4.51
Flood Control 0.40 n.a. 0.91 0.60 0.57 0.47 0.52 0.43 0.50 0,40
Command Area Development 0.24 n.a. 0.75 0.42 0.40 0.37 0.56 0.64 0.88 0.66

C Industry and Minerals 8.49 10.51 13.10 8.52 9.60 9.77 11.28 13.18 11.87 13.54
Village & Small Scale 0.59 0.65 1.55 1.06 1.12 1.04 1.16 1.64 1.46 1,30
Large & Medium Industries 7.90 9.86 11.55 7.46 8.15 8.61 10.02 11.43 10.42 12.14
Others - - - - 0.33 0.13 0.10 0.11 - 0.10

D Eneroy 11.37 8.11 23.14 14.87 17.50 20.37 20.95 21.60 28.98 24.04
Power 8.09 8.11 16.80 10.32 11.00 11.79 11.78 12.31 18.12 13,82
Petroleum 1.95 n.a 3.75 2.85 4.16 5.79 6.33 6.66 6.67 7.49
Coal 1.32 n,a 2.50 1.68 2.29 2.72 2.74 2.39 3.91 2,41
Others - - 0.09 0.02 0.05 0.07 0.10 0.24 0.27 0.32

E Transport 6.38 7.53 10.83 8.40 8.93 8.75 8.86 9.60 12.14 10.,63
Railways 2.54 n.a. 4.45 3.78 4.18 4.20 4.09 4.40 6.52 4.95
Roads & Road Transport 2.09 n.a. 4.04 3.22 3.23 2.97 3.14 3.42 3.80 3.42
Ports & Shipping 1.23 n.a. 1.30 0.70 0.75 0.84 0.76 0.76 1.22 1.28
Civil Aviation 0.34 n.a. 0.75 0.48 0.51 0.52 0.61 0.82 0.40 0.81
Others 0.17 n.a. 0.29 0.21 0.26 0.22 0.26 0.21 0.20 0.15

F CommunicatiDn & Broadcasting 1.60 n.a. 2.73 1.39 1.99 2.15 2.49 2.63 3.42 2.87

6 Science & Technology 0.50 n.a. 0.75 0.38 0.51 0.65 0.66 0.89 1.30 1.02

H Social Services 6.03 7.49 12.24 8.06 8.59 9.38 11.04 12.07 15.51 11.85
Education 1.48 1.8B 2.20 1.32 1.51 1.71 2.01 2.55 3.37 2.37
Health & Faeily Welfare 1.36 1.37 2.47 1.60 1.83 2.15 2.46 2.49 3.41 2.63
Housing & Urban Development 1.28 1.26 2.17 1.85 1.69 1.61 1.89 1.87 2.25 1.81
Water Supply & Sanitation 1.12 1.20 3.42 2.01 2.21 2.32 2.86 2.95 3.45 2.91
Other Social Services 0.79 1.79 1.98 1.28 1.36 1.59 1.83 2.21 3.03 2.12

1 Others 1.53 - 0.70 1.18 1.03 2.11 0.47 0.58 0.89 0.69

J TOTaL 45.35 43.23 85.04 58.33 63.48 69.07 72.24 78.95 95.14 82.63

Aemo Item: Price Deflator 173.4 182.4 229.3 257.5 289.4 314.6 347.3 378.4 378.4 41;.9

Note: See Footnotes to Table 5.9.
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Table 5.10 (b)
PLAN OUTLAYS BY SECTORS

tX distribution and achievement rates) [a]

Fifth Plan Sixth Plan Seventh Plan

174175-78179) (80/81-84185) (85/86-89/90)
X share achieve- X share achieve- X share

[b] ment Ic] Eb] sent tc] lb]

A Agriculture & Allied Programs 9.6 122.7 12.2 ql.O 12.7
Aqriculture 8.2 n.a 5.8 83.2 5.9
Rural Development 1.4 n.a 5.5 92.9 5.0
Special Area Program - n.a 1.5 76.0 1.7

B Irrigation & Flood Control 11.3 83.2 12.5 64.8 9.4
Minor Irrigation 2.0 n.a 1.9 73.0 1.6
Major Irrigation 7.9 n.a 8.7 64.1 6.4
Flood Control 0.9 n.a 1.1 56.8 0.5
Command Area Development 0.5 n.a 0.9 64.2 0.9

C Industry and Minerals 18.7 123.7 15.4 79.9 12.5
Village & Small Scale 1.3 110.5 1.8 77.4 1.5
Large & Medium Industries 17.4 124.7 13.6 79.1 10.9

D Energy 25.1 71.4 27.2 82.3 30.5
Power 17.8 100.3 19.8 68.1 19.0
Petroleum 4.3 n.a 4.4 137.6 7.0
Coal 2.9 n.a 2.9 94.5 4.1
Others - - 0.1 107.1 0.3

E Transport 14.1 118.1 12.7 82.3 12.8
Railways 5.6 n.a 5.2 92.8 6.9
Roads & Road Transport 4.6 n.a 4.8 79.0 4.0
Ports & Shipping 2.7 n.a 1.5 58.8 1.3
Civil Aviation 0.8 n.a 0.9 78.5 0.4
Others 0.4 n.a 0.3 79.8 0.2

F Coamunication & Broadcasting 3.5 n.a 3.2 77.9 3.6

S Science & Technology 1.1 n.a 0.9 81.5 1.4

H Social Services 13.3 124.4 14.4 80.3 16.3
Education 3.3 126.8 2.6 82.7 3.5
Health & Family helfare 3.0 101.0 2.9 85.2 3.6
Housing & Urban Development 2.8 98.8 2.6 82.2 2.4
Water Supply & Sanitation 2.5 106.9 4.0 72.2 3.6
Other Social Services 1.7 227.1 2.3 83.4 3.2

I Others 3.4 n.a 0.8 153.7 0.9

J TOTAL 100.0 95.3 100.0 80.4 100.0

[a] Derived from Table 5.10ta).
lb] Percentage share in total Plan outlay.
[c Actual outlay as a percentage of target outlay for the Plan.
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Table 5.11(a)
6ROSS DOMESTIC INVESTMENI IN PUBLIC SECTOR, 1974/75-1984/85

(Rs billion at current prices)

1974/75 1975/76 1976/77 1977/78 1978/79 1979/80 1990/81 1981/82 1982183 1983184 1984/85

-Acriculturai Sector 37 6.14 7.45 10.57 12.58 14.52 16.87 19.37 20.63 22.64 24.52 27.26
Agriculture 2 5.91 7.18 10.13 12.06 13.91 16.18 18.45 19.64 21.43 22.96 25.47
Forestry 3 0.23 0.27 0.44 0.52 0.61 0.69 0.92 0.99 1.21 1.56 1.79

Industrv Sector 38 28.19 34,84 40.08 41.91 46.93 61.34 75.01 93.88 112.93 116.55 136.22
Mining & Quarryino 4 2.76 5.19 6.59 6.31 6.26 8.04 11.66 16.75 27.08 28.18 28.89
Manufacturing 6 14.96 14.45 17.37 16.07 18.70 26.57 31.27 36.07 38.91 41.21 52.42
Construction 7 1.04 0.63 0.44 0.96 1.21 1.06 2.57 3.15 2.08 -0.58 1.76
Electricity, Gas and Water e 9.43 14.57 15.68 18.57 20.76 25.67 29.51 37.91 44.86 47.74 53.15

Services Sector 9 22.31 34.48 34.48 20.01 35.04 39.95 45.28 61.60 65.90 75.04 96.74
Transport and Communication 10 9.19 11.21 10.27 10.71 12.90 15.11 19.28 21.86 25.84 25.86 33.72

Railways 11 3.50 3.87 3.27 3.92 4.85 6.43 8.56 10.10 10.81 12.20 14.29
Communication 12 1.53 1.95 2.33 2.45 2.80 2.96 3.42 5.31 5.91 7.05 8.57
Other transport 13 4.16 5.39 4.67 4.34 5.25 5.72 7.30 6.45 9.12 6.61 11.06

Trade and Hotels 14 3.11 11.92 11.71 -1.82 4.64 1.73 -3.12 6.98 2.71 7.24 12.78
Banking & Insurance 15 0.35 0.37 0.48 0.49 0.70 0.68 1.11 1.30 1.77 2.05 2.74
Admin & Defence 16 8.00 9.16 9.39 7.97 13.44 18.25 22.76 25.60 29.10 32.18 38.49
Other Services 17 1.66 1.82 2.63 2.66 3.36 4.18 5.25 5.86 6.50 7.71 8.81

GROSS DOMESTIC INVESTMENT 18 56.64 76.77 85.13 74.50 96.49 118.16 139.66 176.11 201.47 216.11 260.22

Memo Itess: (al
Primary Sector 1 B.90 12.64 17.16 18.89 20.78 24.91 31.03 37.38 49.72 52.70 56.15
Secondary Sector 5 25.43 29.65 33.49 35.60 40.67 53.30 63.35 77.13 85.85 88.37 107.33

(a) Primary Sector (CSO) is Agricultural Sector plus Mining & Ouarrying; Secondary Sector (CSO) is Industry Sector minus
Mining I Quarrying.

Source: CSO, National Accounts Statistics, various issues.
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Table 5.11(b)
GROSS DOMESTIC INVESTMENT IN PUBLIC SECTOR, 1974/75-1984/85

(Rs billion at 1970/71 prices)

1974/75 1975/76 1976/77 197717B 1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85

Airicultural Sector 39 3.72 4.24 5.85 6.72 7.13 7.19 7.28 6.62 6.09 5.90 5.88
Agriculture 20 3.58 4.08 5.61 6.44 6.83 6.90 6.90 6.25 5.66 5.39 5.36
Forestry 21 0.14 0.16 0.24 0.28 0.30 0.29 0.38 0.37 0.43 0.51 0.52

Industry Sector 40 17.36 20.53 23.59 23.83 24.89 2B.09 30.34 33.22 36.97 35.50 38.74
M;ning & Quarryinc 22 1.68 2.93 3.90 3.71 3.36 3.56 4.48 5.53 8.37 8.03 7.62
Manufacturing 24 8.89 8.22 10.35 9.32 10.16 12.38 12.53 12.97 13.14 12.69 15.43
Ccnstructina 25 0.62 0.36 0.28 0.55 0.66 0.49 0.95 1.03 0.64 0.02 0.47
Electr;city, Sais and Water 26 6.17 9.02 9.06 10.25 10.71 11.66 12.38 13.69 14.82 14.76 15.22

Services 27 14.09 19.56 19.76 11.29 18.10 17.81 18.14 21.40 19.32 19.99 23.80
Transport and Communication 28 6.11 6.19 6.19 6.29 7.05 7.13 8.39 8.51 8.58 7.87 9.63

Railways 29 2.37 2.43 2.03 2.38 2.73 3.27 4.15 4.39 3.89 3.96 4.23
Cocmunication 30 1.02 1.20 1.35 1.38 1.45 1.37 1.46 1.96 1.92 2.07 2.38
Other transport 31 2.72 2.56 2.81 2.53 2.87 2.49 2.78 2.16 2.77 1.84 3.02

Trade and Hotels 32 1.80 6.89 6.63 -0.97 2.49 0.79 -1.21 2.47 O.89 2.25 3.72
Banking & Insurance 33 0.23 0.21 0.29 0.29 0.38 0.31 0.45 0.46 0.56 0.59 0.73
Admin & Defence 34 4.94 5.23 5.19 4.25 6.51 7.7B 8.51 8.07 7.52 7.45 7.84
Other Services 35 1.01 1.04 1.46 1.43 1.67 1.80 2.00 1.89 1.77 1.83 1.88

BROSS DDMESTIC INVESTMENT 36 35.17 44.33 49.20 41.84 50.12 53.09 55.76 61.24 62.38 61.39 68.42

Meso items: (a)
Primary Sector 19 5.40 7.17 9.75 10.43 10.49 10.75 11.76 12.15 14.46 13.93 13.50
Secondary Sector 23 15.68 17.60 19.69 20.12 21.53 24.53 25.86 27.69 28.60 27.47 31.12

Ia) Primary Sector (CSO) is Agricultural Sector plus Mining & Quarrying; Secondary Sector is Industry Sector sinus
Mining & Quarrying.

Source: CSD, National Accounts Statistics, various issues.
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Table 5.12
PROFITABILITY OF CENTRAL GOVERNMENT NON-DEPARTMENTAL ENTERPRISES, 1975f76-19B5/B6

1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1963184 1984165 1985W86

(in Rs million)
Gross Profits La]

Manufacturing Enterprises 1 4321 5810 3611 5038 6314 8039 18727 26061 25972 33194 3B041
Steel 2 644 1188 537 1213 717 940 1307 596 -691 866 3243
Minerals & Metals [b] 3 148 276 -636 -1189 -164 1401 1177 1102 -951 1632 1494
Power 4 - - - - - - - 259 743 1764 2'56
Petroleum 5 1504 2089 2603 2940 3449 3823 12172 18305 22355 23334 271379
Chemicals 6 69 78 -149 372 138 58 1227 1725 1211 1903 ?98
Enoineerino 6roup 7 1893 2135 1260 1435 1778 1397 3023 3555 4723 5070 5548
Others 8 63 44 -4 267 396 420 -179 519 -1418 -1375 -3377

Service Enterprises 9 2364 446b 5536 5674 6678 6139 7817 8586 9682 13180 15151

Total Runnino Enterprises 10 6685 10276 9147 10712 12992 14178 26544 34647 35654 46374 53192

lapital Eaployed [c]

Manufacturing Enterprises 11 56820 66310 72020 B3070 100010 121010 1477B0 179590 199085 243089 302716
Steel 12 16365 20057 21330 19508 21166 23443 29031 32643 30049 37049 46168
Minerals & Metals [b) 13 10898 12381 14542 15207 17753 20525 33506 37219 41698 4742B 51130
Power 14 - - - - - - - 4311 11920 19309 24215
Petroleum 15 5770 8010 8010 13480 18390 271B0 31934 39783 50540 63590 96087
Chemicals 16 5363 7194 8112 12351 19334 23582 23711 25608 22707 26640 29969
EnQineerinq Group 17 16247 16357 17930 17923 21074 22457 26101 31057 34937 39418 43545
Others 18 2177 2311 2096 4601 2293 3823 3497 8969 7234 9655 11602

Service Enterprises 19 33240 44260 48630 56620 61810 61060 71570 85670 99425 120812 128241

Total P,unnino Enterprises 20 90060 110570 120650 139690 161820 182070 219350 265260 298510 363901 430957

(percentage)
Return on Capital Employed Ed

Manufacturinq Enterprises 21 7.60 8.76 5.01 6.06 6.31 6.64 12.67 14.51 13.05 13.66 12.57
Steel 22 3.94 5.92 2.52 6.22 3.39 4.01 4.50 1.83 -2.30 2.34 7.02
Minerals & Metals Ibl 23 1.36 2.23 -4.37 -7.82 -0.92 6.83 3.51 2.96 -2.28 3.44 2.92
Power 24 - - - - - - - 6.01 6.23 9.14 11.38
Petroleum 25 26.07 26.08 32.50 21.81 IB.75 14.07 38.12 46.01 44.23 36.69 29.01
Chemicals 26 1.29 1.08 -1.84 3.01 0.71 0.25 5.17 6.74 5.33 7.14 3.33
Engineering Group 27 11.65 13.05 7.03 8.01 8.44 6.22 11.58 11.45 13.52 12.86 12.74
Others 28 2.89 1.90 -0.19 5.80 17.27 10.99 -5.12 5.79 -19.60 -14.24 -33.42

Service Enterprises 29 7.11 10.09 11.38 10.02 10.80 10.05 10.92 10.02 9.74 10.91 11.81

Total Running Enterprises 30 7.42 9.29 7.58 7.67 8.03 7.79 12.10 13.06 11.94 12.74 12.34

[a] Gross profits represents excess of income over expenditures after depreciation, but before tax and interest on loans.
lb] Including Coal.
[c] Capital employed is fixed assets less depreciation, plus working capital excluding items under construction or expansion.
Capital employed is as of March 31 of each year.
[d] Obtained by dividing gross profits by capital employed.

Source: Bureau of Public Enterprises, Public Enterprises Survey.



- 276 -

Table 5.13(a)
OUTSTANDING DEBT OF CENTRAL GOVERNMENT [a]

(Rs billion at Current prices)

1980 1981 1982 1983 19B4 1985 19B6

1. Net liabilities to RBI 117.27 152.78 184.86 218.53 258.02 318.58 383.26
(a+b+c+d-e)
a. Treasury bills 92.03 118.44 99.55 159.05 146.47 189.85 242.49
b. CS Securities 26.29 38.58 51.26 63.34 77.91 98.19 n.a.
c. Special securities

issued to RBI - 5.85 41.10 42.10 45.70 46.50 51.87
d. Other liabilities 3.03 -2.92 -4.19 -7.52 -10.52 -9.84 n.a.
e. Cash balances and

deposits. 4.08 7.17 2.86 38.44 1.54 6.12 1.48

2. Net liabilities to
coDmercial banks 58.59 73.64 78.79 98.59 106.70 118.26 n.a.
a. Treasury bills 0.65 5.21 1.51 11.55 9.38 2.98 0.46
b. CS Securities 57.94 68.43 77.28 87.04 97.32 115.28 n.a.

3. Net bank credit to CS 175.86 226.42 263.65 317.12 364.72 436.84 n.a.
(1)+(2)

4. Net liabilities to
others (domestic) 222.57 250.91 292.07 356.33 431.58 525.08 n.a.
a. Securities held by

Financial lnstns lb] 34.95 38.57 42.03 48.12 54.90 61.91 n.a.
b. Small savings 68.55 79.76 93.75 110.98 135.07 171.57 219.57
c. State7Public

Prov. Fund 24.02 26.45 29.24 34.20 37.47 41.58 45.74
d. Others 95.05 106.13 127.05 163.03 204.14 250.02 n.a.

5. Net external loans 99.64 112.99 123.28 136.83 151.20 166.37 183.42

6. Total outstanding debt 498.07 590.32 679.00 810.28 947.50 1128.29 1381.33

[a] As of March 31.
[b] LIC and non-government Provident Fund.

Notes: (1) Items 1,2 and 3 are based on infornation from RBI and Economic Survey.
(2) Items 5 and 6 are based on Indian Economic Statistics (Album).
(3) Item 4 and 4.d in particular, includes errors and omissions, including differences

arising from the use of different data sources.

Sources: 1. RB!, Report on Currency and Finance, various issues.
2. Ministry of Finance, Indian Economic Statistic (Public Finance).
3. Economic Survey, various issues.
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Table 5.13 (b)
OUTSTANDING DEST OF STATE 6OVERIIENTS lal

(Rs billion at Current prices)

1980 1981 1982 19B3 1994 1985 19B6

1. Ret Liabilities to RBI 6.78 11.65 19.54 9.70 10.08 23.79 3.52
(a-b)
a. Gross liabilities 9.00 12.11 19.66 9.84 10.93 24.62 7.86
b. Cash balances and 2.22 0.46 0.12 0.14 0.85 0.84 4.34
deposits.

2. Net liabilities to
comwecial banks 17.50 19.11 23.14 25.75 31.62 41.66 n.a.

a. S5 Securities 15.26 16.81 19.59 23.17 29.12 38.38 n.e.
b. Others 2.24 2.30 3.55 2.59 2.50 3.28 n.e.

3. Net bank credit to State Got. 24.28 30.76 42.68 35.45 41.70 65.44 n.a.
D1)+(2)

4. Net liabilities to Central Gort. 146.72 164.01 187.52 230.32 267.15 304.57 n.a.
(a-b-c)

a. Loans from Center 157.39 170.71 198.71 235.5 269.81 300.31 353.47
b. States' holding of Treasury Bills 8.34 4.35 1.09 2.97 0.17 1.43 15.20
c. States' holding of CO Securities 2.33 2.35 2.1 2.21 2.49 2.31 - .a.

5. Nkt liabilities to others 43.36 45.31 46.72 58.22 67.82 63.01 n.a.
a. Securities keid by
Financial Instus lb) 11.05 12.28 13.53 14.82 15.72 15.78 n.a.

b. State Provident/ilsurance Fund 21.08 24.63 29.25 36.55 44.53 53.85 63.74 -
c. Others 11.23 8.40 3.94 6.85 7.57 -6.62 n.a.

6. Total outstanding debt 214.36 240.09 276.92 323.99 376.67 433.02 492.49

tal As of tarch 31.
[b] LIC and non-government Provident Fund.

Notes: (1) Items 1,2,and 3 are based on R01's Currency and Finance and Economic Survey.
(2) Items 4a and 6 are base on Indian Econotic Statistics, Public Finance lAlbum).
(3) Iteo 5, and Sc in particular, includes errors and odissions, including differences

arising from the use of different data sources.

Sourcess 1. Rh1, Report on Currency and Finance, various issues.
2. Kinistry-of Finance, Indian Econoeic Statistics IPublit Finance).
3. Economic Survey, various issufn.
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Table 5.13kc)
OUTSTANDING DEBT OF CENTRAL AND STATE GOVERNMENTS [a]

(Rs billion at current prices)

1980 1981 1982 1983 1984 198l 1986

1. Net bank credit to Govt. 200.14 257.18 306.33 352.57 406.42 502.28 583.21
RBI credit to Govt 124.05 164.43 204.40 228.23 268.10 7S42.36 386.78

- Central Govt 117.27 152.78 184.86 218.53 258.02 318.58 383.26
- State Govt 6.78 11.65 19.54 9.70 10.08 23.78 3.52

Other bank credit 76.09 92.75 101.93 124.34 138.3:2 159.92 196.43

2. Non-bank domestic sources 255.26 289.52 335.60 409.37 496.74 584.35 n.a.
a. Securities held by

Financial instns lb] 46.00 50.85 55.55 62.94 70.62 77.69 n.a.
b. Small savinns 68.55 79.76 93.75 110.98 135.07 171.57 219.57
c. StatelPublic 45. 10 50.95 58.36 70. 62 82..00 95.43 109.48

Proy. Fund
d. Others 95.61 107.96 127.94 164.83 209.05 239.66 n.a.

3. Net external loans 99.64 112.99 123.28 136.83 151.20 166.37 183.42

4. Total outstandino debt 555.04 659.69 765.21 898.77 1054.36 1253.00 1520.35

Meao Item:
Loans from Centre to States 157.39 170.71 190.71 235.50 269.81 309.31 353.47

(a) As of March 31.
lb] LIC and non-novernment Provident Fund.
[Ec] Excludes loans given by Centre to States.

Notes: (1) Item I is based on information from RBI's Currency and Finance and Economic Survey.
(2) Items 3 and 4 are based on Indian Economic Statistics, Public Finance (Album).
(3) Item 2 includes errors and omissions including differences arising from the use

of different data sources.

Sources: 1. RB1I Report on Currency and Finance, various issues.
2. Ministry of Finance, Indian Economic Statistics (Public Finance).
3. Economic Survey, various issues.
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Table 6.1
MONEY SUPPLY AND SOURCES OF CHANSE, 1976/77-1986/87

(Rs billioni

1976177 1977/78 1978/79 1979180 1980/81 1981182 1982183 1983/84 1984/85 1985/86

BROAD MONEY SUPPLY (M31 1 277.81 329.06 401.12 472.26 557.74 627.52 728.68 860.89 1023.57 118b.70 1

Narrow Money Supply (MI) 18 160.24 143.8B 172.92 200.00 234.24 249.37 2B5.35 333.98 399.15 440.86 5i0-/'13
Currency with public 2 78.73 86.31 102.31 116.54 134.26 144.74 166.59 196.03 226.72 250.50 283.57
Deposit Money 3 81.51 57.57 70.61 83.46 99.98 104.63 11B.76 137.95 172.43 190.36 223.26

Time Deposits with Banks 4 117.57 185.18 228.20 272.2b 323.50 378.15 443.33 526.91 624.42 745.84 1.382

SOURCES OF CHANSE

Net Bank Credit to Gov't 5 118.04 137.27 159.30 200.14 257.18 306.33 352.57 406.42 502.28 583.21 701 aO

RBI 6 77.62 76.44 94.16 124.05 164.43 204.40 228.23 268.10 342.36 386.78 482.70
Other Banks 7 40.42 60.83 65.14 76.09 92.75 101.93 124.34 138.32 159.92 19b.43 213.90)

Bank Credit tD Comm. Sector 8 188.50 212.22 255.32 310.11 366.41 434.62 511.62 607.26 709.53 828.03 9i4 81

RBI 9 8.98 9.54 12.50 15.46 17.00 20.44 19.25 23.80 27.52 30.52 34,9
Other Banks 10 179.52 202.68 242.82 294.65 349.42 414.18 492.37 583.46 682.01 797.51 905.o2

Net Foreign Exchange Assets
of Banking Sector 11 25.28 44.45 53.38 53.44 47.30 26.61 18.28 16.47 29.68 38.09 55.00

Government's Currency liabi-
lities to the Public 12 5.68 5.93 6.04 5.92 6.19 6.57 6.82 7.19 7.77 9.31 I0.77

Non-monetary Liabilities
of Banking Sector 13 59.69 70.81 72.92 97.34 119.34 146.61 160.61 176.45 225.69 27I.9" 31.37

Net Non-Monetary Liabil-
ities of RBI 14 34.33 37.0B 37.35 45.58 53.60 65.22 60.74 53.11 86.22 10707 D. 1373

Other 15 25.36 33.73 35.57 51.76 65.74 81.39 99.87 123.34 139.47 1640,7 1i342.a

Broad Money Supply 16 277.81 329.06 401.12 472.27 557.74 627.52 728.68 860.89 1023.57 1186)70 .390 .8i

GDP at market prices 17 801.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 271a3,5i

Notes: (1) Upto 1985/86, as of March 31 on the basis of the closure of government accounts.
(21 Data for 1986/87 has been estimated on the basis of inforsation available as of end February 1987.

Sources: (1) Economic Survey, various issues.
12) RBI, Weekly Bulletins, various issues.
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Table 6.2
BASE MONEY AND SOURCES OF CHANGE, 1976177-1986/87

(Rs billion)

1976/77 1977/78 1978/79 1979190 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/B7

Total Base Money Supply 1 97.98 109.41 140.82 165.73 194.52 209.98 231.10 289.93 352.16 381.56 464.78

Currency with Public 2 78.73 86.31 102.31 [16.54 134.26 144.74 16c.59 196.03 226.71 250.50 283.57
Other Deposits with RBI 3 1.21 0.70 1.66 3.91 4.11 1.6B 1.86 2.91 5.95 2.89 3.51
Cash with Banks 4 4.15 5.21 6.04 7.28 B.BI 9.37 9.80 10.40 11.67 13.98 15.16
Bank Deposits with REI 5 13.89 17.19 30.81 38.00 47.34 54.19 52.85 80.60 107.82 114.19 162.54

SOURCES OF CHANGE

RBI Claims 6 100.64 95.24 117.83 151.51 194.19 241.57 268.53 319.61 401.62 441.92 533.31

On Government (net) 7 77.62 76.44 94.16 124.05 164.43 204.40 228.23 268.10 342.36 386.78 482.70
On Banks 8 14.04 9.26 11.17 12.00 12.76 16.73 21.05 27.71 31.74 24.62 16.42
On Comsercial Sector 9 8.98 9.54 12.50 15.46 17.00 20.44 19.25 23.80 27.52 30.52 34.19

Net Foreign Exchange Assets
of RBI 10 25.99 45.32 54.31 53.88 47.75 27.06 17.29 16.25 28.99 37.40 54.43

Government's Currency Liabi-
lities to the Public 11 5.68 5.93 6.04 5.92 6.19 6.57 6.82 7.19 7.77 9.31 10.77

Net Non-Monetary Liabilities
of RBI 12 34.33 37.08 37.35 45.58 53.60 65.22 60.74 53.11 86.22 107.07 133.73

Total Base Money Supply 13 97.98 109.41 140.83 165.73 194.53 209.98 231.90 289.94 352.16 381.56 464.78

GDP at market prices 14 801.98 898.48 977.48 1075.42 1274.53 1476.84 1651.36 1940.61 2143.85 2435.51 2763.58

Notes: (11 Upto 1985186, as of March 31 on the basis of the closure of governsent accounts.
(2) Data for 1986/87 has been estimated on the basis of information available as of end February 1987.

Sources: (11 Economic Survey, various issues.
(2) RBI Weekly Bulletins, various issues.
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Table 6.3
SELECTED MONETARY POLICY INSTRUhENTS ta)

minimum Statutory Net
Bank Cash Deposit (a) Liquidity (bh Liquidity ic)

lear X Month Rate Ratio Ratio Ratio

1973 June 7 5 30 39
Septeeber 8 7 6 30 40
September 22 7 7 30 40
December 7 7 32 40

1974 April 7 7 32 40
June 29 7 5 33 40
July 23 9 5 33 40
December 14 9 4.5 33 40
December 28 9 4 33 39

1975 Novesber 1 9 4 3d)

1976 September 4 9 5 33
NDvember 13 9 6 33

1970 December 1 9 6 34

1981 July 11 10 6.5 34 -
August 21 10 7 34.5 -
October 30 10 7 35
Novesber 27 10 7.25 35
DeEember 25 10 7.5 35

1982 January 29 10 7.75 35
April 30 10 7.25 35
June 11 10 7 35

1983 May 28 10 7.5 35
July 30 10 8.0 35 -
August 27 10 8.5 35 -

1984 February 4 10 9.0 35
July 28 10 9.0 35.5 -
September 1 10 9.0 36

1985 June 8 10 9.0 36.5
July 6 10 9.0 37 -

1987 February 28 10 9.5 37

Note: Dates given are those on which the announced measures take effect.
{a) Minimus cash resources to be deposited with the RB1 as I of aggregate demand and time liabilities
(b) The ratio of liquid assets (exclusive of those under (a) to aggregate demand and time liabilities.
lc) Liquid assets as defined under (b) minus borrawing from RDI, SBI and ID21.

as percentage of aggregate demand and time liabilities.
(d) Starting from November 1, the net liquidity ratio was abolished as a guideline

to refinance.

Sources: I,Reserve Bank of India, Report of the CDomittee to Review the Working
of the Monetary System, 1985.

2.Reserve Bank of India, Annual Report, 1984/85.
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DATE:04116186

Table 6M4
INTEREST RATES - SHDRT TERN CDOMMRCIAL ANK1INS RATES

(in percent)

1970/71 1975176 1980/81 1982/83 1983184 1984185 185/186

Bank Rate 5.0/6.0 9.0 9.0 10.0 10.0 10.0 10.0
Treasury Bill Rate 3.0/3.5 4.6 4.6 4.6 4.6 4.6 4 6
Call Honey Rate
State Bank of India

- Scheduled Banks 8.5/12.0 15.5 15.0/19.4 18.5 18.0 18.0 17.5
- Cooperatiye Banks 7.5/8.5 14.5 la) (a) (a) /a) la)

Other Major ScheduIed Cmercial
Banks
- Bombay 6.30 10.55 7.12 8.78 .U3 9.95 10.00
- Calcutta 6.91 11.12 8.28 8.90 8.53 10.00 10.00
- hadras 6.45 9.73 9.42 6.35 7.20 9.9B 10.00

Comeercial Bank Rates
Deposit Rates- Ceiling

- I year to 3 years 6.0/6.5 8.0 7.5/8.5 8.0/9.0 8.0/9.0 8.0/9.0 8.519.0
- 3 years to 5 years 7.0 9.0 10.0 10.0 10.0 10.0 10.0
- above 5 years 7.25 10.0 10.0 11.0 11.0 11.0 11.0

key Lending Rates
Ceiling
- General (b) 16.5 19.40 19.50 18.00 18.00 17.50
- Exports - 11.5 12.5/17.5 12.5/17.5 12.0116.5 12.0/16.5 12.0/16.5
- FDod Prorurements - 12.0 12.50 12.50 12.50 14.00 14.00
- Dn deferred Payments - 8.0 8.65 8.65 8.65 8.65 8.65

Minimua
- General - 12.5 13.5 -c) ic) (ct lc)
- Selective Controls - 14.0115.0 17.5119.5 17.5/19.5 16.5/18.0 16.5/18.0 16.5/17.5

(a) Effective July 1980, the rates charged oR demand loans are same as those applicable to general categories of borrowers fwr
similar advances.

Ib) The ceiling on lending rates was withdrawn in January 1970 but was reintroduced from March 1976.
Ic) In the revised interest rate structure which became effective from larch 2, 1981, no general lending rate was fixed but a

broad framework of interest rates was provided with fixed rates on tertain types of advances and ceiling rates on ether
types of advances. Wherever ceiling rates were prescribed, the rate of interest fixed for the preceding advance would
serve as floor rate in that category.

Source: Reserve Bank of India - Report on Currency and Finance, various issues.
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Table 6.5
INTEREST RATES - LONG TERM RATES

(in percent)

1970/71 1975/76 1980/91 1982/83 1983184 1984/85 1985186

Term Lending Institutions
Prime Lending Rates

IDBI 8.5 11.0 14.0 14.0 14.0 14.0 14.0
IFCI 9.0 12.0 14.0 14.0 14.0 14.0 14.0
ICICI B.5 11.0 14.0 14.0 14.0 14.0 14.0

IRCI - 8.5 9.2 12.5 12.5 12.5 12.5
SFC 7.5/10.5 8.0/14.5 12.0/16.0 12.5/17.0 14.0/18.0 14.0/20.0 11.5116.5

(rates charged to small scale Industries) 7.018.5 8.0/11.0 12.0/14.5 12.5/14.5 11.5/16.5 12.5/16.5 11i.55

UTl Dividend Rate 6.0 8.8 11.5 13.5 14.0 14.25 15.25

Corporate Borrowing Rates
Preference - Ceilinq 9.5 11.0 11.0 13.5 13.5 15.0 1 5.0
Debentures - Ceiling 6.0 10.5 13.5 13.5/15.0 13.5115.0 13.5115.0 13. 5/ 15. 

(a) (b) (b) (b) (b) (b)
I year - 9.0/13.5 9.0/13.5 9.0/15,0 10.0/15.0 9.0/15.0 10.0/15.0
2 years - 10.0/14.5 10.0/14.5 9.5115.0 11.0/15.0 11.0/15.0 12.0/S. 0
3 years - 9.5/16.5 13.0/15.5 10.5/15.5 14.0/15.0 14.0/15.0 13. 0/15. 0
5 years - 9.0/16.0 15.0/16.0 14.0115.0 - - -

Industrial Securities
Ordinary Shares 5.53 5.43 5.88 5.86 5.18 4.79 3.43
Debentures - Running Yield 7.31 8.39 n.a n.a n.a n.a n.a

Government Securities

Short - terall - 5 years) 3.8/4.3 5.2/6.0 4.716.0 5.018.5 4.5/7.1 4.2/8.3 5.4/9.8
Hedium- tera(5 -15 years) 4.3/4.8 5.5/6.0 5.8b/6.8 6.3/7.8 6.7/9.0 6.519.0 6.519.5
Long - term(15 years and over) 4.8/5.5 6.1/6.4 6.4/7.5 6.5/9.0 6.5/10.0 7.9110.5 8.4/11.5

- (a) Effective September 12 ,1974 and for a term exceding 7 years. 10 percent for a term less than 7 years.
(b) Interest on 'Rights' debentures issued by public limited Coepanies to augment their long-ters working capital requirements

had been fixed at the rate of 10.5 percent up to 7 years maturity and 11 percent on the maturity period from 8 to 12 years
as per guidelines issued by governeent in September 1978. The ceiling on intorest on public issues of debentures was
raised from 11 to 12 percent from October 1980 and further to 13.5 percent froe March 2, 1981. From April 17, 1982, while
the existing ceiling on interest rate of 13.5 percent was maintained for issues of convertible debentures, the ceiling rate
was raised to 15 percent in the case of non-convertible debentures.

(c) The acceptannce of deposits for periods more than 3 years has been prohibited effective from April 1, 1978, but companies
are permitted to retain such deposits accepted prior to April 1, 1978 till maturity.

Sourcet Reserve Bank of India - Report on Currency and Finance, various issues.
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Table 6.6,
SECTORAL DEPLOYIT O IOSSV CREDIT

fin Rs billion - chaoge duriug year.

890181 81/12 821/3 833/9 84195 38

Cress Oank Cridit 35-.6 43.59 53.2 5.30 75.35 72.57

Publicfood Kuunt Credit -3.41 3.68 6.37 10.56 16.43 -1.30

Brost Nun-Food Credit 39.10 3t.90 44.92 48.7? 59.92 73.87

Priority Sectors 17.74 21.72 16.46 25.77 35.10 31.57
Agrictkltre. L.17 10.31 6.60 8.69 15.16 13.98
Small Sale-Industries 5.94 6.72 5.85 9.61 11.65 12.04
Other Priority Sectors' 3.63 4.69 4.01 7.47 -. 29 5.55

Industry (Nedius & Large) 16.91 11.95 21.21 13.45 13.18 32.31

Ueolffale Trade father than 0.79 2.80 1.55 -0.10 3.06 4.17
food procurement)

Cotton Corporation of India 0.32 -0.06 0.35 -0.97 -0.58 0.25
foo Corporation of India 0.32 1.69 0.01 -1.71 -0.75 -0.25
jete Corporation of- India 0.23 0.36 -0.41 -0.25 0.67 0.11
Other Trade -0.08 0.05 1.60 2.83 3.72 4.06

Otber Sectors 3.66 4.19 5.70 t.60 7.58 5.82

Export Credit - 1.56 -0.70 3.15 2.94 0.74

Priority Sector advances as percent
of nt bank credit in the- last tmoth 35.0 37.7 38 3 8.0 39.8 -40.
of the period. (al

Source -Ecoomic Slrvey, varios isses.

- al Including Participation Cert-ffictes..

0601:a6-6.wkt
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Table 6.7
INDICATORS OF INDUSTRIAL INVESTMENT CLINATE

1982 1983 1984 1985 1986

Letters Df Intent granted 1043 1055 1064 1457 1130

Foreign collaborations approved 590 673 752 1024 958

Schemes reistered with DSTD of which: 1538 2024 1915 1961 1162
Scheees in backward areas

Cases approved by the Capital Goods Iports 5.02 6.07 7.13 7.47 n.a.
Hain Cossittee (Rs. billion)

Consents given by the controller of capital issues: [a]
Number 472 459 640 910 1171
Aeount (Rs billion) 8.93 10.23 1B.00 25.79 61.68

Assistance froe Financial Institutions (al
(Rs. billion)
(a) Sanctioned 31.84 40.44 56.48 66.14 36.94
(b) Disbursed 23.58 28.93 35.02 49.20 23.88

Ea] Relate to the period April-March. Figures for 1982 are for 1982183 and so on.

Source; Economic Survey, various issues.
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Table 7.1
PROBRESS OF SELECTED PHYSICAL ABRICULTURAL DEVELOPMENT PR06RAMMES, 1977178-1986187

1977/78 1978/79 1979/80 1980181 1981/82 1982183 1983184 19B4185 1985186 1986187

Highn Vate., 2rieties
Tlt?!? f,s, hectares) 6 38.93 40.13 38.38 43.07 46.49 47.48 53.74 54.14 55.20 60.61

PEXad3&;y 1 16.12 16.88 15.99 18.23 19.69 18.84 21.74 22.78 23.80 25.80
2 15.80 15.89 15.03 16.10 16.75 17.84 19.39 19.09 19.72 20.67
3 1.24 1.35 1.35 1.60 1.60 1.72 1.91 2.03 2.22 2.35
4 3.14 3.07 3.05 3.50 3.88 4.37 5.28 5.07 4.88 5.85

R,aj,re ' 5 2.63 2.94 2.96 3.64 4.57 4.71 5.42 5.17 4.58 5.94

7 48.50 50.60 52.60 54.10 56.00 58.10 60.60 60.50 62.20 64.10
, 'a dium 14 21.20 22.00 22.60 22.70 23.20 24.00 26.60 25.30 25.80 26.40

NinMor E¢{10; 8 27.30 28.60 30.00 31.40 32.80 34.20 34.00 35.20 36.40 37.70

8si,. cfn"Spryfution tuls. hect.
{cueul.t4ve at end of yr) 9 21.70 22.57 23.40 24.37 25.39 26.52 27.98 29.38 30.48 31.32

iiu-;t1 of Chemical

,itroiif-us (els. tonnes) 10 2.91 3.42 3.50 3.68 4.07 4.22 5.21 5.49 5.82 6.80
s r, i c 11 0.87 1.11 1.15 1.21 1.32 1.44 1.73 1.88 2.07 2.40 -
lgS &,,,t H c12 0.51 0.59 0.61 0.62 0.67 0.73 0.77 0.84 0.85 1.10

''t3'>84%' NPK B 13 4.29 5.12 5.26 5.52 6.06 6.39 7.71 8.21 8.74 10.30

faBi Tia ligures for minor irrigation indicate the net benefit after allowing for seepage.

SnuCae 2 o:nomic Survey, variDus issues.
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Table 7.2
PRODUCTION OF MAJOR CROPS, 1977178-1985/86

1977178 1978179 1979/80 1980181 1981/82 1982/83 19831B4 1984/B5 1985/86

Total Foodgrains 3 126.41 131.90 109.70 129.59 133.30 129.52 152.37 145.54 150.47
Kharif 1 77.72 78.08 63.25 77.65 79.38 69.90 89.23 84.52 85.99
Rabi 2 48.69 53.82 46.45 51.94 53.92 59.62 63.14 61.02 64.48

Total Cereals 6 114.40 119.72 101.13 118.96 121.79 117.66 139.48 133.58 137.50
Kharif 4 73.48 74.13 59.90 73.89 75.05 65.77 83.86 79.75 81.54
Rabi 5 40.96 45.59 41.23 45.08 46.74 51.89 55.62 53.83 55.96

Rice 9 52.67 53.77 42.33 53.63 53.25 47.12 60.10 58.34 64.15
Kharif 7 48.95 49.34 38.49 50.09 49.24 43.17 55.05 53.78 59.77
Rabi 8 3.72 4.44 3.B4 3.54 4.01 3.95 5.05 4.56 4.38

Wheat 10 31.75 35.51 31.83 36.31 37.45 42.79 45.48 44.07 46.89
Barley fJowar) 13 12.06 11.44 11.65 10.43 12.06 10.75 11.92 11.40 10.12
Kharif 11 8.89 7.93 7.72 7.50 8.77 7.47 8.66 7.75 7.38
Rabi 12 3.17 3.51 3.93 2.93 3.29 3.28 3.26 3.65 2.74

Maize 14 5.97 6.20 5.60 6.96 6.90 6.55 7.92 8.44 6.89
Baira 15 4.73 5.57 3.95 5.34 5.54 5.13 7.72 6.05 3.68

Total Pulses 18 11.97 12.18 8.57 10.63 11.51 11.86 12.89 11.96 12.97
Kharif 16 4.24 3.95 3.35 3.76 4.33 4.13 5.37 4.77 4.45
Rabi 17 7.73 8.23 5.22 6.87 7.18 7.73 7.52 7.19 8.52

Brat 19 5.41 5.74 3.36 4.33 4.64 5.29 4.75 4.56 5.68
Tur 20 1.93 1.89 1.76 1.96 2.24 1.99 2.58 2.58 2.43

Total Oilseeds a/ 23 9.66 10.10 8.74 9.37 12.08 10.00 12.69 12.95 11.15
Kharif 21 6.38 6.47 5.71 5.00 7.04 5.39 7.21 7.05 6.24
Rabi 22 3.28 3.63 3.03 4.37 5.04 4.61 5.48 5.90 4.91

Groundnut 26 6.09 6.21 5.77 5.01 7.22 5.28 7.09 6.43 5.55
Kharif 24 5.21 5.21 4.73 3.71 5.52 3.74 5.28 4.69 4.09
Rabi 25 0.B8 1.00 1.04 1.29 1.70 1.54 1.81 1.74 1.46

Rapeseed & Mustard 27 1.65 1.86 1.43 2.30 2.38 2.21 2.61 3.07 2.64

Sugarcane 28 176.97 151.66 128.83 154.25 186.36 189.51 174.08 170.32 171.68
Cotton 29 7.24 7.96 7.65 7.01 7.88 7.53 6.39 8.51 B.61
Jute & Mesta 30 7.15 8.33 7.96 8.16 8.37 7.17 7.72 7.79 12.73

Jute 31 5.36 6.47 6.07 6.51 6.79 5.95 6.32 6.53 10.95
Mesta 32 1.79 1.86 1.89 1.65 1.58 1.22 1.40 1.26 1.78

Potato 33 8.14 10.13 8.33 9.67 9.91 9.96 12.15 12.57 10.70

Note: Units of seasurement of all coemodities is million tonnes, except in case of cotton and Mesta whose
production is in terms of million bales.
a/ Includes groundnuts, rapeseeds and mustard, sesame, linseed, castorseed, nigerseed, safflower, sunflower and
soyabean.
Source: Economic Survey, various issues.
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Table 7.3
GROSS AREA UNDER MhAJOR CROPS, 1977178-19851B6

(million hectares)

1977178 1978/79 1979/80 1980/81 1981182 1982/83 1983/84 1984/85 1985/86

Total Foodgrains 3 127.52 129.01 125.20 126.67 129.14 125.09 131.16 126.67 127.06
Kharif 1 82.88 82.85 BO.79 83.21 83.93 79.08 84.14 B1.1B 81.55
Rabi 2 44.64 46.16 44.41 43.46 45.21 46.01 47.02 45.49 45.51

Total Cereals 6 104.02 105.35 102.95 104.21 105.30 102.26 107.62 103.93 103.24
Kharif 4 72.77 72.69 70.63 72.79 73.49 68.82 73.02 70.65 70.77
Rabi 5 31.25 32.66 32.32 31.42 31.81 33.44 34.60 33.2B 32.47

Rice 9 40.29 40.48 39.42 40.15 40.71 38.26 41.24 41.16 40.91
Kharif 7 38.42 38.42 37.60 38.44 38.89 36.41 38.95 39.17 39.04
Rabi 8 1.87 2.06 1.82 1.71 1.82 1.85 2.29 1.99 1.87

Wheat 10 21.46 22.64 22.17 22.28 22.14 23.57 24.67 23.56 23.07
Barley (Jowar) 13 16.31 16.14 16.68 15.81 16.60 16.37 16.43 15.94 15.79
Kharif 11 10.39 10.01 10.12 10.18 10.48 9.83 10.18 9.46 9.64
Rabi 12 5.92 6.13 6.56 5.63 6.12 6.54 6.25 6.48 6.15

Maize 14 5.68 5.76 5.72 6.01 5.94 5.72 5.86 5.80 5.88
Bajra 15 11.10 11.39 10.58 11.66 11.78 10.94 11.83 10.62 10.69

Total Pulses 18 23.49 23.66 22.26 22.46 23.84 22.83 23.54 22.74 23.82
Kharif 16 10.10 10.17 10.16 10.42 10.44 10.26 11.12 10.53 10.78
Rabi 17 13.39 13.49 12.10 12.04 13.40 12.57 12.42 12.21 13.04

Gras 19 7.97 7.71 6.99 5.58 7.87 7.40 7.16 6.91 7.66
Tur 20 2.63 2.64 2.73 2.84 3.00 2.93 3.22 3.16 3.21

TDtal Oilseeds a/ 23 17.17 17.71 16.95 17.60 1i.05 17.75 18.69 18.92 18.87
Kharif 21 10.21 10.63 10.35 10.17 10.93 10.54 11.00 11.14 11.47
Rabi 22 6.96 7.08 6.60 7.43 8.12 7.21 7.69 7.78 7.40

Broundnut 26 7.02 7.44 7.16 6.80 7.44 7.22 7.54 7.17 7.31
Kharif 24 6.43 6.74 6.40 5.91 6.38 6.20 6.32 6.02 6.24
Rabi 25 0.59 0.70 0.76 0.89 1.06 1.02 1.22 1.15 1.07

Rapeseed & Mustard 27 0.36 3.54 3.47 4.11 4.40 3.83 3.87 3.99 3.80

Sugarcane 28 3.15 3.09 2.61 2.67 3.19 3.36 3.11 2.95 2.86
Cotton 29 7.E7 8.12 8.13 7.82 8.06 7.87 7.72 7.38 7.58
Jute & Mesta 30 1.16 1.26 1.22 1.30 1.15 1.02 1.05 1.13 1.50

Jute 31 0.80 0.88 0.83 0.94 0.83 0.73 0.76 0.83 1.15
Mesta 32 0.37 0.38 0.38 0.36 0.32 0.29 0.29 0.30 0.35

Potato 33 0.67 0.81 0.69 0.73 0.76 0.73 0.79 0.85 0.85

a/ Includes groundnuts, rapeseeds and mustard, sesame, linseed, castorseed, nigerseed, safflower, sunflower and
sDyabean.
Source: Economic Survey, various issues.
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Table 7.4
IRRIGATED AREA UNDER DIFFERENT CROPS, 1973/74-19381B4

(zillion hectares)

1973/74 1974/75 1975/76 1976/77 1977/78 1978179 1979J80 1980/81 1981/82 1982/83 19831B4

Total Foodgrains 9 31.17 32.30 34.09 34.22 35.20 37.21 37.79 37.61 38.32 38.45 40.21

Total Cereals 7 29.30 30.48 32.14 32.45 33.50 35.32 35.84 35.59 36.24 36.62 38.49
Rice 1 14.67 14.67 15.22 14.77 16.20 16.86 16.91 16.34 17.11 16.05 17.43
Jowar 2 0.68 0.75 0.79 0.80 0.66 0.77 0.63 0.63 0.63 0.62 0.65
Bajra 3 0.59 0.64 0.59 0.53 0.47 0.50 0.6. 0.64 0.70 0.65 0.56
Maize 4 0.88 1.22 0.96 1.06 0.91 0.95 1.36 1.20 1.15 1.22 0.98
Wheat 5 10.76 11.08 12.56 13.59 13.72 14.87 15.03 15.52 15.47 17.05 17.89
Barley 6 1.36 1.65 1.53 1.25 1.0B 0.95 0.90 0.91 O.B3 0.71 0.66

Total Pulses 8 1.87 1.82 1.95 1.77 1.70 1.89 1.95 2.02 2.08 1.83 1.72

Other Crops
Dilseeds la) 10 1.36 1.48 1.20 1.10 1.59 1.70 1.93 2.28 2.52 2.64 3.06
CottDn 11 1.73 1.78 1.76 1.76 2.11 2.22 2.22 2.13 2.20 2.28 2.27
Sugarcane 12 2.19 2.31 2.23 2.39 2.62 2.60 2.14 2.29 2.77 2.81 2.59

la] Oilseeds include qroundnuts, rapeseed & mustard, linseed, sesane, and others

Source: Economic Survey, various issues.
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Table 7.5
YIELD PER HECTARE OF MAJOR CROPS, 1977178-1985186

(kQs per hectare)

1977/78 1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86

Total Foodgrains 3 991 1022 876 1023 1032 1035 1102 1149 1184
Kharif 1 938 942 783 933 946 884 1060 1041 1054
Rabi 2 1091 1166 1046 1195 1193 1296 1343 1341 1417

Total Cereals 6 1100 1136 982 1142 1157 1151 1296 12B5 1285
Kharif 4 1010 1020 848 1015 1021 956 1148 1129 1129
Rabi 5 1311 1396 1276 1434 1469 1552 1608 1617 1617

Rice 9 1308 1328 1074 1336 1308 1231 1457 1417 1568
Kharif 7 1274 1284 1024 1303 1266 1185 1413 1374 1531
Rabi 8 1995 2151 2116 2071 2204 2135 2205 2274 2338

Wheat 10 14B0 1568 1436 1630 1691 1816 1844 1870 2032
Barley (Jowar) 13 739 708 699 660 727 6.57 726 715 641
Kharif 11 855 792 763 737 837 760 851 820 765
Rabi 12 536 572 599 520 538 501 522 563 446

Maize 14 1051 1076 979 1159 1162 1145 1352 1456 1172
Bajra 15 426 489 373 458 470 469 652 519 345

Total Pulses 18 510 515 385 473 483 519 548 526 544
Kharif 16 420 389 329 361 415 402 483 453 413
Rabi 17 577 610 432 571 536 615 605 589 653

Gras 19 678 745 4B1 657 590 715 663 661 743
Tur 20 735 716 643 689 745 680 801 819 757

Total Oilseeds a/ 23 563 570 516 532 634 563 679 684 591
Kharif 21 625 609 552 492 644 511 655 633 544
Rabi 22 471 513 459 588 621 639 713 758 663

6roundnut 26 866 835 805 735 972 732 940 898 759
Kharif 24 809 773 738 629 866 604 835 779 655
Rabi 25 1485 1437 1363 1444 1613 1516 1484 1518 1366

Rapeseed & Mlustard 27 460 525 411 560 541 577 674 771 694

Sugarcane 28 56160 49114 49354 57844 58359 56441 55974 57673 59986
Cotton 29 157 167 160 152 166 163 141 196 193
Jute & Mesta 30 1108 1186 1177 1129 1310 1265 1323 1242 1532

Jute 31 1210 1317 1310 1245 1480 1458 1417 1411 1717
Mesta 32 883 882 B88 828 881 771 869 764 919

Potato 33 12228 12555 12152 13256 12996 13549 15206 14806 12610

a/ Includes groundnuts, rapeseeds and mustard, sesame, linseed, castorseed, nigerseed, safflower, sunflower and
soyabean.
Source: Economic Survey, various issues. .,
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Table 7.6
NET AVAILABILITY OF CEREALS AND PULSES, 1975176-1985/B6

1975176 1976/77 1977178 1978/79 1979/BO 1980/1B 1981182 1982163 1983/B4 1984/85 19B5/86

Po,ulatiorn (ls.! tal 1 617.2 631.3 645.7 660.3 675.2 690.1 705.2 720.3 735.6 750.9 766.1

Cereals (Iis. tonrnes)
NEt Productorn [b] 2 94.51i 87.33 100.17 104.75 88.49 104.09 106.56 102.95 122.05 116.88 120.32
Ne.ioDorts 3 u.6b 0.06 -O.B2 -0.33 -0.4' 0.52 1.58 4.07 2,37 -0.34 -0.U:
Chanqe in Govt. Stocks 4 10.74 -1.63 -0.65 0.36 -5.78 -0.24 1.3. 2.66 7,06 2.5B -..07

Net ,va:iia6iitv 5 44.42 89.04 99.96 104.06 O 9.-? 104.85 106.81 104.36 117.36 113.96 122, 32

Pulses mais. tonnes)
Net Availabilitv r, 11.42 9.9b 10.69 10.79 7.63 9.44 10.07 10.3B 11.28 10.47 11.34

Per Cacita Net Avail.
(per day in orams)
Cereals 7 373.80 3B6.30 422.50 431.80 379.50 416.20 414.80 396.90 436.10 415.90 437.50
Pulses 8 50.50 43.30 45.50 44.70 30.90 37.50 39.20 39.50 41.80 38.10 40.60

la] Population fiqures from 1981 onwards are based on the Expert Committee's population projections as approved by the Planning
CommissiDn.
Ib] Production figures relate to agricultural year July-June.

Source: Econosic Survey, various issues.
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Table 7.7
NET AVAILABILITY, PROCUREMENT AND PUBLIC DISTRIBUTION OF FOOD6RAINS Ea), 1975/76-1985186

e million tonnes I

1975/76 1976/77 1977/78 1978/79 1979/80 1980/81 1981/82 19B2/83 1983/84 1984/85 1985/B6

Net Production 1 105.91 97.27 110.61 115.41 95.99 113.39 116.63 113.33 133.33 127.35 131.66

Net laports 2 0.67 0.10 -0.60 -0.20 -0.34 0.66 1.5B 4.07 2.37 -0.34 -0.03

Change in Government Stocks 6 10.75 -1.62 -0.24 0.35 -5.78 -0.24 1.33 2.66 7.07 2.59 -2.03

Net Availabilitv 3 95.83 98.99 110.25 114.86 101.43 114.29 116.88 114.74 128.63 124.42 133.66

Procurement 4 12.85 9.97 11.10 13.85 11.18 12.98 15.42 15.57 18.72 20.09 17.82

Public distribution 5 9.17 11.73 10.18 11.66 14.99 13.01 14.76 16.21 13.33 15.80 15.84

[a] Production figures relate to agricultural year. Figures for procurement and public distributiDn relate to calendar years.

Source: Economic Survey, various issues.
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Table 8.1(a)
INDEX OF INDUSTRIAL PRODUCTION

(1970=100)

Old Revised
Industry Broup Weight 1980/81 1981/82 1982/83 1983/84 Weight 1983/84 1994/85 1985/86

Mining & Quarrying 9.69 151.9 175.8 195.8 217.3 9.69 217.3 234.8 245.7

Manufacturing 81.08 148.8 159.9 163.9 171.2 81.08 173.2 183.0 194.2
Food Industries 7.74 134.1 150.5 171.7 162.7 7.82 165.5 159.8 165.3
Beverage Industries 0.69 329.2 4B2.0 555.9 532.5 0.70 532.5 559.5 606.4
Tobacco Industries 2.21 127.2 144.2 150.0 139.5 2.23 139.5 137.7 122.0
Textiles 17.43 155.7 113.0 104.8 111.7 17.61 107.0 116.6 118.9
Footwear & Other Wearing
Apparels etc 0.34 72.4 84.9 77.7 91.1 0.34 91.1 93.1 96.7

Wood & Cork except
Furniture 0.49 100.2 87.3 136.8 207.7 - - - -

Paper Products 2.24 135.7 149.6 151.8 150.4 2.26 149.6 171.7 192.9
Leather & Fur Products
except Footwear 0.32 97.9 93.7 80.8 77.9 - - - -

Rubber Products 2.22 152.0 157.5 164.0 178.0 2.24 186.9 194.7 200.4
Chemical & Chenical
Products 10.90 188.2 212.8 217.9 231.5 11.01 234.2 250.9 264.4

Petroleus & Coal Products 1.62 140.5 164.2 181.0 191.5 1.64 191.5 193.4 232.2
Non-Metallic Mineral
Products 3.33 161.4 169.9 179.6 189.8 3.36 168.9 196.3 253.7

Basic Metal Industries 8.84 137.5 148.1 161.4 160.8 8.93 163.8 173.1 184.7
Metal Products excluding
Machinery & Transport 2.77 147.7 149.5 161.4 169.0 2.80 161.9 161.6 167.9
Equipment

Mfg. of Machinery except
Electrical Machinery 5.55 221.8 239.0 238.7 258.9 5.61 275.7 287.1 2813.5

Electrical Machinery,
Apparatus & Appliances 5.32 176.0 182.1 174.0 184.7 5.35 183.2 190.7 202.6

Transport Equipaent 7.39 130.6 145.2 142.5 162.6 7.46 182.9 195.4 215.0
Miscellaneous Industries 1.68 108.9 92.3 89.5 78.5 1.72 72.6 90.7 99.7

Electricity Generated 9.23 202.9 223.6 238.9 254.6 9.23 254.6 285.0 245.7

General Index 100.00 154.1 167.4 173.9 183.3 100.00 184.9 197.4 209.8

Source: Economic Survey, 1986-87.

Note: Indices of industrial production are provisional.
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Table 8.1 lbl
INJEX OF IIISTRIAL PRUDIJCTION

119908 1:8100)

Index 1984195 1M518

Weight 196384, 1984/85 1985/86 1903/84 MM/Oi

Seu Ildex 100.00 120.4 130.7 142.1 8.6 8.7

Mining and Quarrying 11.46 147.8 160.8 167.5 8.8 4.2

Electricity Generated 11.43 125.4 140.4 152.4 12.9 L.5

lMaufactwring Index 77.11 115.6 124.8 136.9 8.0 9.7

Food products 5.33 121.1 120.0 125.6 0.9 4.7
Beverages, tobacco, etc. 1.57 104.5 111.7 112.1 - 6. 0.4
COtton textiles 12.31 100.2 102.2 11.6J 2.0 8.0
jute textile - 2.00 78.2 9.4 97.2 27.1 -2.2
Textile poducts 0.82; 92.1 95.6 112.8 3.8 Ith

od' ul t doducts 0.45 167.5 216.5 223.2 2.3 3.1
Paper & paper rodts 3.23 109.3 131.9 14*.5 20.t7 12
.Leather & leather product5 0.49 l16.3 139.7 169.2 20.1 '21.1
Rubber, plastic f petrotk prof.r 4. 00 136.1 47.12 15.iO0 L.2 3.9i
hiutul k -ehicul,rir cts 12.51 131.0 1423.1154.3 9.0 9.1
1hw-staHic.iw-e1 podectv Ss 3. 0 122.5 131k4 - 57 .3 13.0 13.7

BfireetilM i xiNarh . . - .11* \ . N3-t7O12.8 9.0lauirtetal 9 altoyiuuducts 9.-P 95.1 10743 117.0 1. .
-etal- prodcts- 2.29 3B.1 10o- 1147 19.2 9.2
:AW. uYS & eC-hjine tools 6.24 119.6 127.6 430.2 6.7 2.0
Eluct'*ca1 zeaciMm 5.JI7- 143.1 14.1 20. -- 4.0 34.8
Tr*uportq "qcnt 6.39 123.4 131.6 135.8 6.6 3.2
lliscellanuem-prodt- 0.0- 194. 122.0 152.7 17.4 24.3

Swcnt 1. Ec_iv SurveyA 19847..
2. oiernat of India, Prellotu -Febrawy 20, 198.

mtus The datae o the ny ideo"i tial pduto wit us 01' is tettiw.
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Table 8.2
INDEX OF INDUSTRIAL PRODUCTION - BY USE AND INPUT BASE

(Base 1970=100)

Old Revised
industry Group Weioht 1960 1971 1975 1980 1982 1983 19B4 Weight 1983 1984 1985

Use-Based Classification

Basic Industries 32.28 45.1 104.6 129.0 164.6 203.6 214.8 240.1 33.23 214.6 237.B 253.8
CaxItal GOoQs Industries 15.74 44.5 105.4 130.1 16B.1 180.1 187.9 205.1 14.98 203.6 217.2 222.9
intermieiate boods Industries 20.95 63.0 104.0 113.7 140.7 148.6 160.3 163.0 21.33 151.5 160.7 181.0
LCnsumer bcods Industries 31.03 64.6 103.4 107.4 135.9 155.5 156.1 15B.1 30.46 154.9 159,0 163.9

5urable ;oaOs 2.92 40.1 110.8 106.0 162.3 168.0 168.3 189.1 ,.81 176.7 208.1 245.3
Non-Durable Goods 28.11 72,6 102.4 107.6 132.7 154.0 154.6 154.4 26.65 151.8 152.0 152,3

invut-oasee C:asE!fication
ATre-based Industries 33.68 76.3 100.5 106.1 125.3 137.7 143.6 141.9 32.99 141.3 142.7 148.6
Meral-based Industries 21.93 42.4 105.2 123.1 162.2 172.5 178.5 194,1 22.39 IBB.0 203.0 213.3
Chemical-based Industries 12.86 40.8 111.9 128.9 178.8 213.6 219.8 242.7 13.20 220.8 241.8 :252.9

Sectoral Indicators
TransPort Equipment &

Allied Industries 10.79 58.7 102.9 116.1 136.6 153.7 164.5 184.7 10.81 183.7 197.8 :216.1
Electricity & Allied

Industries 14.53 29.0 106.6 131.5 187.3 215.6 221.8 246.9 n.a n.a n.a n.a
Energy Output 18.51 n.a 102.7 132.0 171.0 217.5 233.1 256.6 18.53 232.0 256.5 275,5

General Index 100.00 55.3 104.2 119.7 150.6 172.0 179.9 191.9 100.00 181.2 194.2 206.2

Notes: 1. Data Drior tD 1970 with a 1960 base have been changed to 1970 base.
2. Some of the industries represented in the series of index numbers of industrial production (1970=100) do not

find place in any of the groups and some occur in both the classificatiDns.

Sources: 1. Reserve Bank of India, Report on Currency and Finance, various issues.
2. RB!, MDnthly Bulletin, October 1986.
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Table 8.3
POUCTON OF SELECTED IIDUSTRIES

Units 5011 60/1 70/1 7516 7718 7819 80/1 81/2 82/3 83/4 8415 85/6

WINING
Coal (including lignite) GIs tons 32.8 55.7 76.3 102.7 104.6 105.1 119.8 130.1 136.9 144.9 155.2 162.3
Iron ore els tons 3.0 11.0 32.5 42.2 44.0 38.6 42.2 41.1 42.4 39.0 42.6 42.9
Petroleus Crude *Is tons n.a. 0.4 6.B 8.4 10.8 11.6 10.5 16.2 21.1 26.0 29.0 30.2

IETALLUR6ICAL INDUSTRIES
Pig Iron &Is tons 1.7 4.3 7.0 8.5 9.5 9.5 9.6 9.7 9.6 9.2 9.2 10.0
Steel Ingots (a) is tons n.a. n.A 6.1 9.3 9.8 10.1 10.3 11.0 11.0 10.5 10.8 12.2
Finished Steel els tons 1.0 2.4 4.6 5.8 7.0 7.7 6.8 7.8 8.1 6.1 7.8 9.5
Aluminum (virgin metal) '000 tons 4.0 18.3 16.8 187.3 178.5 213.7 199.1 206.8 211.5 220.3 276.5 251.5

NECHAWJCAL ENGINEERINS INDUSTRIES
Naching Tools ils Rs. 3 70 430 1137 1076 1328 1962 2499 269 2697 3028 2914
Sugar ill Mathinery *Is Rs. n.a. 44 139 330 410 352 242 263 415 498 430 426
Cotton Textile Nachintry els Re. n.&. 104 303 1313 1436 1930 3032 3472 3294 3512 3505 3601
Cmnt Nachinery .1s Rs: n.a. 6 42 57 231 387 336 437 453 448 582 962

Railway flgons lb) '000 nos. 2.9 11.9 11.1 12.2 12.2 11.6 13.6 17.8 15.4 17.4 13.0 13.1
Autoobiles '000 nos. 16.5 55.0 97.9 72.7 84.4 103.4 121.1 154.4 151.4 159.4 196.0 209.3
Commerial Vehicles '000 nos. 8.6 28.4 41.2 43.8 41.0 57.6 71.7 91.1 86.0 89.4 96.8 103.0
Passenger Cars & Jeeps '000 w1s. 7.9 26.6 46.7 28.9 43.4 45.8 49.4 63.3 65.4 70.0 99.3 116.3

Notor Cycles & Scootrs '000 nos. n.a. 19.4 97.0 182.7 226.0 254.9 317.1 316.2 399.8 .440. 04.1 732.3
Diesel Engines (stationary) '000 noe. 3.5 44.7 65.0 135.5 133.8 143.5 173.9 174.5 156.5 156.1 170.3 183.9
Diesel Engimes (vehicular) '000 nos. n.a. 10.8 3.2 4.2 3.2 3.6 5.2 7.1 5.8 5.3 7.3 6.8
Pow Drive Pumps '000 ns. 35 109 259 275 355 379 431 373 461 492 496 512
Sewing fachines '000 nos. 33 303 235 269 367 206 335 343 309 348 331 291
Ricycles '000 nos. 103 1071 2042 2332 3183 3743 4199 5051 4781 M5 5893 5553

ELECTRICAL LUINEERINS IDTRIES
Powr Transforers Al$ k.w.a 0.2 1.4 9.1 13.7 16.1 20.5 19.5 21.5 19.6 23.1 25.4 27.3
tlectric Notors #ls h.p 0.1 0.7 2.7 3.7 4.0 3.9 4.1 5.3 4.8 5.4 4A9 5.3
Electric Fans rIs nos. 0.2 1.1 1.7 2.1 3.4 3.1 4.2 3.8 4.1 4.7 4.8 5.2
ElKtrit tLps ile woe. 14.0 43.5 119.3 132.8 168.5 180.4 198.1 266.3 271.4 275.1 276.6 260.7

Cables - Alusinus '000 tons 1.7 23.6 64,2 59.8 57.6 67.5 96.0 70.3 50.4 45.q 53.2 61.1

CNEICAL I ALLID IIDUSTRIES
Nitroenous Fetilizers '000 tons 9 98 830 1535 2014 2180 2164 3144 3424 3491 3917 4328
Phosphatic Fertilizers '000 tons 9 52 229 320 662 770 942 949 980 1048 1264 1417
Swa Ash '000 tons 45 152 449 555 573 591 563 632 63 781 817 918
Caustic Sd '000 tool 12 101 371 458 521 564 578 614 577 647 684 726
Papr and Paper owd '000 tons 116 350 755 836 961 1011 1149 1243 1205 1252 1376 1517

Automobile Tyres #l nwo. n.e 1.4 3.8 5.4 6.2 7.1 8.0 8.7 8.8 10.2 11.5 12.3
licycle Tyrn ales wos. n.a 11.2 19,2 24.5 28.5 32.2 27.0 26.6 27.3 32.7 31.2 36.1

Cemt al1 tons 2.7 0.0 14.3 17,2 19.3 19.3 18.6 20.9 23.3 26.7 29.5 32.0
Refined Petrolm Products $ls tons 0.2 5.8 17.1 20,8 23.2 24.2 24.1 29.2 31.1 32.9 33.2 39.9
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Table 8.3 (contd...)
PRODUCTIOD OF SELECTED INDUSTRIES

Units 50/1 60/1 70/1 75/ 77/8 18/9 80/1 81/2 92/3 83/4 8415 8516

TEXTILE INDUSTRIES
Jute Textiles '00 tons 837 1302 1060 1302 1178 1047 1392 1334 1338 106 1370 1351
Cotton Yarn iils kgs. 534 907 929 1002 843 947 1067 98 999 1112 1183 l134
Cotton Cloth hIl metres 4.2 7.4 7.6 8.1 6.8 7.6 9.4 8.0 9.0 8.7 9.0 9.2

Nihl Sector bis metre 3.4 4.4 4.1 4.0 3.1 3.3 3.4 2.9 2.4 2.7 2.4 2.6
Decentralised Sctor blm metres 0.8 3.0 3.5 4.1 3.7 4.3 5.0 5.1 5.6 6.0 6.4 I.6

'FOOD INDUSTRIES
sugar (c) '000 tons 1134 3510 3740 4264 6462 5844 5140 8438 8232 909 6143 7003
Coffee '000 tons 21.0 62.1 71.4 90.7 103.6 114.9 139.5 136.4 135.9 113.1 140.8 160.3
Vanaspati '000 toes 170 401 5S8 500 572 678 753 -865 I88 M8l 936 866
Teod i.s ts. 277 376 423 483 557 576 561 552 567 603 640 649

ELECTRICITY GENERAMED (d) bls khh 5.3 33.0 55.8 79.2 91.4 102.5 110.B 122.1 130.3 140.0 156.4 IJ.O

Srcea Ecnoemic Survey, Various issues.

Notez Data for 19851/9 is provisional.

la) Including mini-plants.
Ib) Data for 1950J5S relates to calendar year.
(cl Annual fiqurn relate to the squva seas which is October-Septembr from 1967/69. Earlier it was bveuber-kttber.
Id) Relates to public utilities only.
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Table 8.4
CMAPCflY IITILISATION F 1ELUTED INJUSSTIE

Nuight 1979 197 1972 1973 1974 1I7 1976 1977198 97'1 191989 ml~1 98mt~~"2 .1983 lYSi:i~,

la)

A. Bat lodustries 16.95 55 56 50 56 56 60 68 43- 63- '5' 9 35 56

-Nitrovnvesoufrtilises 0837'r 57, 58 72 464 56 W '-71- *7 At 69 4 45, 64 . W
1hsOabtic feitt'ismrs' 0.52 53 56 6l 69 54 S9 '61 67' 75 '70 44 7f 71 69' 73.

'Count ~~~~1.17 82 81' W, '16 72 77 87 6 9 0 71 7 7~6 74' 
Fit1ra,fir uI. '0765 506 ,76 77 861III839 M l2'77 "- 531 5 6

-Bilmle Sboet~' '318 47 67 71 44 73 86 103 9' ? '6 6"9 7 6 61.
iluliRim 0.55'~~~~92 106 91 78 66 73 8'4 61 67 65 62 64 - 7 6 4 74

'eThtriuity .3 43 4546 44: 4' '47 4' 48W 45' 1 6 4- 4"~

R.'tpitu1kouh udm rtun 4.69l 79 89 1 74 64 57 57 60 61 62 62 75 47f 69 69

taIfirawlit buriup"- #*.W 114 101 109 104; JOS 8 11-4f 911 N 94' 177 F1 J W14 W.),; 8
'iiEe1fRimeu(uttioan0.~64- 44 54 42 75 38 47 35 .43 '42: 41 4 5 "15:- '51 53

SItorap lAtterin 0.22-1* 8t986917 7679 63 65;`64'!65 W44 - 75- 72- 75,
Dry-cults 9.52 102103 10 95 52 42 4448462 M 7775, 776 9-70
Poosrtrasfmurars- 1.4121 1351~'* W943 6159,6 66610, 60"66' 566971I
Electric utor# 0.35 ?b 8 1*7 6* 6* 99 56 6060546 57 47 "'W 73 75
;tbilvayuaguus'- f1'-) '37 26 31 35 33 36 33 42; 35; 41 371-' '57 -52 54 50
Cuowdtavubitln 1.-255 6 669lh68 55962 59 6570 93-99068373
PaFs#Wngcrw- 0-.49M76 83538 97150 67 79 6656 W98.0 84* 90

'Aqricidtorattructtrs 0. 356, 1 41 55 60 65 73 65, 0 -102 10 '11* 74, 81W

T. IUtersidiate Wiie 11367 83 98 85 81 77 74 74 79 8W 94 65 8 78' 76' 72
luduotrins

2.71 73 84 850873 76508889E 89 146'IW'fO V7 75
Iut# nuufgtvrus 4.24 76 79 79 75 7169687660-797777 6.166467

"Cottuo Spirmufq 1.1 I11- 129 9 79 86 W0 Pg 79' 8 100' 92 -91- 79 63 '67.
Auttmabilu tyrn 1.-62 93 93 92 93 79 12 78 83 87 65 75 47 'S 91 93

'iftitrolow products

ICossuur %W$ Industriesl#1 9A3- l; 89' 82 '9 81 'l77' 77 80 85 It175' ' it 8 7 '68

*W ~~~~2.75 120 101 79 96 92 106 91 93 116 97 '70 11 130 125 36
£iarwttes- ' * ' 2.?1'112 1 17- 110 95 93' 80 IN 71 -74 6 74 54 -'9V 64 66' 

'Ymuspat 9~~''.68 64:, 40 57 44' 31 0 42 45' '1495S.54 -366- a'
IDp-r9mised suertorY 0.61' 107 121 13* 105 68 118' 1it 125- 151 "IS 14f -m 13e19 0

PupraudApw bWadr ''2.17 101' -87 87 16 92 76i ? 9 28? 10, 74 67 73 68 63 63
"'COttj*;odk&ItbI 5.34 49 72 70 73' 71 67 68 -76 71; 79 7 3 5 5 6
~tlvftr foutuu. 04432- 81 82 75 77 71 72 75 69t 72 78 65- 72 68 70:
RAdMs,crivers *E97; 7.7, 87664 7552 59- '"62' '61 62 6350 33 4V

'1tifa 0.24 55 1*8 83 76 78 73 79 ItO 94 119 1A 99 '"84 93 97~

Awalw or-W iWrtot 035, 7 76 75 mL b 60 71 71 79' 71 70'- 75" 71F W1 '

'AV 06jktin r t1dutt1Prdtw
souce: ludustril'iUik 'of- ladli-Ae, al"flqrto'wimu fuuvoi
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Table 8.5
CUMULATIVE INYEST1ENT IN PUBLIC SECTOR ENTERPRISES

(in Rs aillion)

1977 1979 1979 1980 1981 1992 1983 1984 1985 1986

Enterprises Producing I Selling Goods

Steel 28643 30566 31023 34793 41138 49071 51469 57172 63293 67632
Minerals & Metals (a) 18400 20761 26707 32003 36341 50672 59075 70052 80717 91163
Power 17919 25107 33100 5420
Petroleum 6489 8169 8932 10465 15062 21085 30341 37742 47061 51487
Chemicals & Pharmaceuticals 18237 21226 27375 30742 33377 35733 30190 39927 44037 47106
Heavy Engineering 8038 8267 9273 9762 10967 12263 14335 16479 16976 17277
Medium t Light Enginering 2158 2428 2622 3150 3541 4107 4952 5876 7463 102"
7ransportation Equipment 3354 3675 4987 5798 7001 7490 8166 11798 14923 18424
Consumer Goods 808 913 1043 1128 1240 5592 6911 7980 352 1166&
Agro-based Enterprises 115 140 154 199 215 235 306 362 31W 456
lextiles 3214 4391 5155 5161 5658 7156 O580 10928 12334

Sub-total 86242 99358 116507 133194 154042 191921 238920 281066 327256 383248

Service Enterprises

lrading & Iarketing Services 5277 5651 6145 7462 6864 7580 73 92* 969 107144
Transportation Services 9333 10796 12541 13762 16544 17056 -299 --2M 2583 268114
Contracts & Construction Services 381 481 729 953 1244 2010 2441 2658 3632 402
Consultancy Services 39 68 153 725 633 1007 882 942 1045 124l3

Developeent of Sall Industries- 463 330 314 298 3" 377 390 479 542 6U12
Towrist Servien 201 209 246 317 369 488 783 907 914 10110
Others 3708 6623 7495 10843 12253 14293 17467 20228 23334 27900

S-total (bl 19402 24166 27623 34360 39216 42811 50800 55407 64668 72515

Enterprises under Costruction 5321 9624 10961 14696 18767 14426 10755 17472 35967 47643

TOTAL 110965 133148 155091 182250 211025 249158 300375 353945 427891 503406

Notes: This breakdown of investment by industry consists of equity participation and loans disbursed
from the Central and State 6overneents and from private parties both local and foreign. Excluded
from the totals are working capital (generally financed by the State Bank of India) and investeent
financed by the enterprises out of their own net earnings. The cumulative investment is as of March 31.

(a) Includes Coal.
lb) The apparent fall in investment is due to the fact that Hindustan Paper Corporwtion now appears in

'Enterprises Under Construction consequent on the formation of Hindustan Newsprint Ltd. to take over Kerala unit.

Source: Ministry of Finance, Bureau of Public Enterprises, various issues of the Annual Report on the
Working of Industrial and Commercial Undertakings of the Central Government.
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Table 8.6
PRODUCTION, IKPORTS AND CONSUMPTION OF FERTILIZERS

(000' nutrient tons)

NitrogenDus (a) Phosphatic lb) Potassic Total
Year ----------------------------

------------- Produ- li- Consu- Produ- ID- Consu- In- Consu- Produ- Im- Consu-
(April-March) ction ports aption ction ports mption ports option ction ports option

1961/62 154.3 307.0 249.8 65.4 - 60.5 75.0 28.0 219.7 382.0 338.3
1962163 194.2 244.0 333.0 88.3 10.0 B2.8 41.0 36.4 282.5 295.0 452.2
1963164 219.1 228.0 376.8 107.8 13.0 116.5 40.0 50.6 326.9 281.0 543.9
19641!65 243.2 232.0 555.2 131.0 12.0 148.7 57.0 69.3 374.3 301.0 773.2
1965i66 237.9 326.0 574.8 118.8 14.0 132.5 73.0 77.3 356.7 413.0 784.6

1966167 309.0 632.0 737.8 145.7 14B.0 248.6 118.0 114.2 454.7 398.0 1100.6
1967/68 402.6 867.0 1034.6 207.1 349.0 334.8 270.0 169.6 609.B 1486.9 1539.9
1968i69 563.0 844.0 1208.6 213.2 138.0 382.1 213.0 170.0 776.2 1195.0 1760.7
1969J70 730.6 t67.0 1356.0 223.7 94.0 416.0 120.0 210.0 954.3 881.0 1982.4
1970/71 832.5 477.0 1479.0 228.1 32.0 541.0 120.0 236.3 1060.6 629.0 2256.0

1971/72 949.2 481.0 1793.0 290.3 248.0 558.2 268.0 300.6 1239.5 997.0 2656.9
1972/73 1054.5 665.0 IB39.0 330.3 204.0 581.3 325.0 347.6 1384.8 1194.0 2767.9
1973/74 1049.9 659.0 1829.0 324.5 213.0 649.7 370.0 359.8 1374.4 1242.0 2838.6
1974175 1186.6 884.0 1765.7 331.2 286.0 471.5 437.0 336.1 1517.2 1607.0 2573.3
1975176 1508.0 996.0 2148.6 319.7 361.0 466.9 278.0 278.4 1827.7 1635.0 2893.8

1976/77 1862.4 750.1 2456.9 478.3 22.8 634.7 277.8 319.2 2340.7 1050.7 3411.0
1977/78 1999.8 758.1 2913.0 669.9 163.9 866.6 598.9 506.2 2669.4 1520.9 4285.8
1978179 2173.0 1233.1 3419.5 778.0 243.5 1106.0 517.4 591.5 2951.0 1994.0 5116.9
1979180 2224.3 1295.3 3498.1 763.1 237.1 1150.9 473.2 606.4 2987.4 2005.6 5255.4
1980/81 2163.9 1510.4 3678.1 841.5 452.1 1213.6 796.5 623.9 3005.4 2759.0 5515.6

1981/82 3143.3 1055.1 4068.7 949.7 343.2 1322.3 643.8 676.2 4093.0 2042.1 6067.2
1982/93 3429.7 424.6 4224.2 983.7 63.4 1435.9 643.7 726.5 4413.4 1131.7 6386.6
1983/B4 3491.5 656.1 5204.4 1064.1 142.6 1730.3 556.4 775.4 4555.6 1355.1 7710.1
1984/85 3917.3 2008.6 5486.1 1317.9 745.2 1886.4 871.0 838.5 5235.2 3624.8 8211.0
1985/86(d) 4322.9 1615.8 5811.4 1430.2 804.8 2063.3 893.8 847.3 5753.0 3314.4 8722.1

Average Compound Growth Rate (X per annum)

1950151- 75/76 17.9 15.9 16.2 15.6 14.0 19.2 16.1 17.9 17.4 15.5 17.1
1970/71- 80181 10.0 12.2 9.5 13.9 30.3 8.4 20.8 10.2 11.0 15.9 9.4
1980/81 -2.7 16.6 5.1 10.3 90.7 5.4 68.3 2.9 0.6 37.6 5.0
1981/82 45.3 -30.1 10.6 12.9 -24.1 9.0 -19.2 8.4 36.2 -26.0 10.0
1982/83 9.1 -59.8 3.7 3.6 -81.5 8.6 n.s 7.4 7.8 -44.6 5.8
1983/84 1.8 54.5 23.2 8.2 124.9 20.5 -13.6 6.7 3.2 19.7 20.7
1984/85 12.2 206.1 5.4 23.9 422.6 9.0 56.5 8.1 14.9 167.5 6.5
1985/86(d) 10.4 -19.6 5.9 8.5 8.0 9.4 2.6 1.0 9.9 -8.6 6.2

Source: The Fertilizer Association of India, Fertilizer Statistics, 1985/86.

Notes: For the years 1951/52 to 1960/61 distribution figures are taken for consumption.

(a) Excludes nitrogen meant for non-agricultural purposes.
(b) Excludes data in respect of boneseal and rock phosphate.
(c) Figures for consumption are provisional.
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Table 8.7
INDIAN RAILWAYS - FREIHTI I PASSENSER TRAFFIC

Revenue Earning Freight Traffic Passencer Traffic

Originating Net tons- Averane Passengers Passenger- Average Passenger Passenger- Average
tonnage kilooeters lead Driginating kiloseters lead originating kilometers lead

iear (In. LoDns, lmillion) (kilDoeters) (milliDn) (million) ikilometers) imillion) (million) (kilometers)

750!5l ?3.2 37565 513 872 59966 68.8 412 6551 15.9
1955/56 92.2 50435 541 780 54273 69.6 495 8127 16.4
960!/61 115.- 72333 603 914 65895 72.1 680 11770 17.3
1965b66 162 99978 611 1064 79130 74.4 101 17164 16.9
19-7f /71 167.9 110696 659 1212 95136 78.5 1219 22984 18.9

1971172 170.1 116894 687 1261 101079 80.2 1275 24250 19.0
1972173 175.3 121164 691 1268 106931 84.3 1385 26596 19.2
1973/74 162.1 109391 675 1217 107627 88.5 1437 28037 19.5
1974/75 173.6 121374 699 1056 99097 93.8 1373 27157 19.9
1975/76 196.8 134874 685 1306 115899 88.7 1639 32862 20.1

1976177 212.6 144030 677 1498 126754 84.6 1902 37082 20.6
1977/78 210.8 150250 713 1576 137201 87.1 1928 39433 20.4
1978/79 199.6 143870 721 1606 149546 93.1 2113 43439 20.6
1979/80 193.1 144559 749 1602 159927 99.8 1903 38730 20.4
1980/81 195.9 147652 754 1613 167472 103.9 2000 41086 20.5

1981182 221.2 164253 743 1640 176822 107.8 2064 43965 21.3
1982/83 228.8 167781 733 1626 181142 111.4 2029 45789 22.6
1983/84 230.1 168849 734 1491 180808 121.3 1834 42127 23.0
1984/85 236.4 172632 730 1449 182318 125.8 1884 44264 23.5
1985/86 258.5 196600 760 1549 195175 126.0 1884 45439 24. 1

Source: M1inistry of Transport, Department Df Railways, Railway Budget.

(al Passengers booked between stations within the suburban areas of Bombay,
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Table 8.8
PETROLEUM SUMMARY

COBMDDITY BALANCE F PETROLEUM AND PETROLEIA PRODUCTS
(Million Tonnes)

70171 75176 76J77 77178 78/79 79180 80181 81182 82183 83784 84/85 85/86
[a]

A. CRUDE PETROLEUM

I.Refinery Throughput 18.4 22.3 23.0 24.9 26.0 27.5 25.8 30.2 33.2 35.3 35.6 42.9

2.Domestic Production 6.8 8.4 8.9 10.8 11.6 11.8 10.5 16.2 21.1 26.0 29.0 30.2
(a) On-shore 6.8 8.4 8.5 8.7 8.3 7.3 5.5 8.2 8.2 8.6 8.9 9.4
lb) Off-shore - - 0.4 2.1 3.3 4.4 5.0 8.0 12.9 17.4 26.1 20.8

3.1aports 11.7 13.6 14.0 14.5 14.7 16.1 16.2 15.3 16.9 16.0 13.7 1I.1

4.Exports - - - - - - - 0.8 4.5 5.5 6.5 0.5

5.Net Ilports (3-4) 11.7 13.6 14.0 14.5 14.7 16.1 16.2 14.5 12.4 10.5 7.2 14.6

1.Dosestic Consueption lb] 17.9 22.4 24.1 25.5 28.2 29.9 30.9 32.5 34.7 35.8 38.5 40.8

(a) Naphtha 0.9 1.8 2.2 2.3 2.5 2.4 2.3 3.0 3.0 2.8 3.i 3.1
(b) Kerosene 3.3 3.1 3.3 3.6 4.0 3.9 4.2 4.7 5.2 5.5 6.0 6.2
(c) High Speed Diesel 3.8 6.6 7.1 7.7 8.6 9.8 10.3 10.8 12.0 12.6 13.7 14.9
(d) Fuel oils 4.7 5.8 5.7 5.8 6.7 7.1 7.5 7.2 7.3 7.6 7.9 7.9

2.Domestic Production 17.1 20.8 21.4 23.2 24.2 25.8 24.1 28.2 31.1 32.9 33.2 39.9
(a) Naphtha 1.2 1.9 2.0 2.1 2.3 2.4 2.1 3.0 3.0 3.6 3.5 5.0
(b) Kerosene 2.9 2.4 2.6 2.5 2.5 2.5 2.4 2.9 3.4 3.5 3.4 4.0
kc) High Speed Diesel 3.8 6.3 6.4 7.1 7.4 8.0 7.4 9.0 9.8 10.9 11.1 14.6
id) Fuel oils 4.1 5.1 4.7 5.3 5.6 6.4 6.1 6.9 8.0 8.0 7.9 8.0

3.Iuports 1.1 2.2 2.6 2.9 3.9 4.7 7.3 4.9, 5.0 4.3 6.1 3.9

4.Exports [cl 0.3 0.2 0.1 0.1 0.1 0.1 n.s. 0.1 0.8 1.5 O.? 2.0

5.Net Imports 0.8 2.0 2.5 2.8 3.8 4.6 7.3 4.8 4.2 2.8 5.2 1.9

Source: Economic Survey, 1986/87.

[a] Provisional.
lb) Excludes refinery fuel consueption.
kCl Excludes supplies of POL products-to Nepal.
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Table 8.9
GENERATIOh OF ELECTRICITY DY REGION

(in 6hH)

75/76 76/77 77178 78179 79/B0 80J81 B1/82 82/83 83/B4 84/85 B5/86

I. Thermal (includes steas & gas)
Northern 983B 11300 11177 1116B 12619 13691 14809 17989 20051 22481 25721
western 14295 16172 18431 19893 22386 25368 27725 32168 35790 42297 40934
Southern 6557 B637 7691 7451 7678 9218 11659 13435 14002 16321 20445
Eastern 12136 13521 13177 13397 13059 12529 14558 15360 15845 16572 18368
North-Eastern 476 615 614 685 531 496 764 917 989 872 068

All-India 43302 50245 51090 52594 56273 61301 69515 79869 86677 98543 114336

11. Hydro
Northern 10110 11464 11348 1589B 15477 15080 16717 18536 19021 18224 19478
Western 6439 7651 8646 9064 7945 7812 7961 6550 7738 7006 6178
Southern 13639 13077 14841 18921 19354 20283 21367 20247 19520 24427 21119
Eastern 2932 2456 2930 3021 2334 2962 3082 2562 3146 3228 3174
North-Eastern 182 188 242 255 367 406 438 478 519 834 1035

All-India 33302 34836 38007 47159 45477 46542 49565 48373 4"954 53819 509B4

- 311. Nuclear
Northern 533 1095 198 483 1131 1228 1057 552 1244 1075 1283
Western 2094 2157 2074 2287 1746 1774 1964 1470 1857 1929 1160
Southern - - - - - - - - 445 1071 1739
All-India 2627 3252 2272 2770 2877 3001 3021 2022 3546 4075 4982

IV. Utilities - All India (I through III) 79231 88333 91369 102523 104627 110844 122101 130264 140177 156437 170302

V. Self-Generation in Industry and Railway 6695 7282 7559 7607 8193 8417 9024 10035 10817 122101 13365

VI. Total - All India (IV and V) 85926 95615 98928 110130 112820 119261 131125 140299 150994 168647 183667

Note: Data for 1985/86 is provisional.

Source: Central Electricity Authority, Power Data Bank & Information Directorate.
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Table B. 0
ELECTRICITY CONSWIPTION VY SECTORS

(in 000 611H)

Mining &
Year Nanufac- Trans- Do- Agri-

(April- March) turing a) port aestic culture Others Total

1953/54 5.00 0.60 0.70 0.20 1.10 7.60
1955/56 6.30 0.70 0.80 0.30 1.30 1.40
1960/61 11.60 0.80 1.50 0.80 2.20 16.90
1970171 34.35 1.43 3.93 4.54 4.50 48.65
1971/72 36.46 1.67 4.11 5.00 4.68 51.92

1972/73 37.54 1.79 4.31 5.92 4.98 54.42
1973/74 37.91 1.57 4.64 6.31 5.28 55.71
1974/75 38.42 1.56 5.17 7.76 5.47 58.38
1975/76 43.46 1.89 5.82 8.72 6.28 66.17
1976/17 4J.98 2.21 6.34 9.62 6.98 73.03

1977/78 49.29 2.34 6.82 10.11 7.39 75.95
1978179 54.44 2.22 7.50 12.03 7.78 84.05
1979/80 53.20 2.33 8.40 13.45 7.98 85.36
1980/81 55.35 2.31 9.25 14.49 8.30 89.70
1981/82 60.85 2.55 10.44 15.20 9.04 98.08
1982/83 61.71 2.68 12.09 17.82 10.07 104.37
1983/84 66.51 2.75 13.23 18.23 11.07 111.19
1984/85 (f)r n.a 2.92 15.09 21.29 11.29 n.a
1985/86 (b) C.a 3.17 17.11 23.53 12.71 n.a

Average Compound Growth Rate 1% per annual

1953f54-75/76 10.33 5.35 10.11 18.72 .24' 52.75
1970/71-80/81 4.89 4.91 9.22 12.31 6.31 37.64

1980/81 4.04 -0.86 10.12 7.73 4.01 5.09
1981/82 9.94 10.39 12.86 4.90 8.92 9.34
I962/83 1.41 5.10 15.80 17.24 11.39 6.41
1983/84 7.78 2.61 9.43 2.30 9.93 7.11
1984/85 n.a 6.18 14.06 16.79 1.99 n.a
185/86 n.a 8.56 13.39 10.52 12.58 n.a

Source: Central Electricity Authority, Power Data UAnk & Inforfation Directorate

Notes: (a) Include industrial power from utilities plus net leneration in the now-utilities.
(b) Provisional.
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Table 8.11
COAL aN L1I6ITE ITIM 1973/74-I/9I6

(Killion Tomen)

73174 74/75 75176 76/77 77n7 78/79 7N/0 80/81 81/12 82/83 9311" 84/5 -1151B6

Coal India 69.8 79.0 89.0 89.5 89.0 *.0 11.4 101.0 109.0 114.7 121.4 130.8 134.1

Silgarmni Coal field 5.3 6.2 7.4 8.3 B.9 9.0 9.4 10.1 12.1 12.3 12.7 12.3 15.7
. Others 3.1 3.3 3.3 3.3 3.1 2.q 3.1 2.9 3.2 3.5 4.1 4.3 4.4

Total All-Inda lexcl.Liqnite) 78.2 8B.5 99.7 101.1 101.0 101.9 104.$ 113.9 124.2 130,5 138.2 147.4 154.2

Caking Coal 15.8 20.1 22.2 23.7 23.3 22.5 23.5 24.6 26.8 30.1 30.1 30.6 2B.8
Non- Coking Coal 62.4 h8.4 77.5 77.4 77.7 79.4 80.4 89.3 97.3 100.4 308.1 116.8 125.4

ULgite 3.7 3.1 3.0 4.0 3.6 3.3 2.9 5.1 6.3 6.9 7.3 7.8 1.0

Total All-India linrl.Lignite) 81.9 91.6 102.7 105.1 104.6 105.2 106.9 119.0 130,5 137.4 145.5 155.2 142.3

Sources: (1) Econosic Survey, various issun.
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Table 9.1
INDEX NUNBERS OF MHOLESALE PRICES - BY YEARS (1)

(Dase 1970/71l100)

WEISNTS 60/61 65/66 75/76 80/81 81/82 821B3 83/84 84/85 1985 1996 (b)

TOTAL FOOD ARTICLES 298.0 48.1 71.3 163.6 207.9 235.1 249.6 283.1 297.4 312.4 334.0 6.9

Food Grains 129.2 49.3 74.4 174.1 216.7 237.4 248.8 273.8 276.2 289.6 299.4 3.4
Other Food 168.8 47.2 68.9 155.6 201.2 233.3 250.2 290.3 313.6 330.2 360.5 9.2

INDUSTRIAL RAN HAT. 118.7 51.9 67.5 171.4 311.5 338.1 369.3 356.6 392.8 372.3 372.0 -0.1

Non-Food Articles 106.2 52.7 68.6 139.8 217.7 240.5 282.9 281.6 319.9 296.4 294.8 -0.5

Ninerals 12.5 74.8 78.8 440.4 1110.2 1168.6 1105.6 94.0 1011.7 1017.6 1028.2 1.0

FUEL, POWER & LUB. 84.6 61.0 76.9 219.2 354.3 427.5 459.7 494.8 518.2 560.0 613.5 9.6

NAWUF. PRODUCTS 498.7 60.1 74.5 171.2 257.3 270.6 272.1 295.8 319.4 338.3 353.8 4.6

Food Products 133.2 51.4 71.1 181.4 308.7 298. 260.0 29.9 323.8 339.4 372.6 9.8
Beverage & Tobacco 27.1 43.1 61.6 164.7 210.7 217.4 218.7 246.2 253.9 278.7 337.7 21.2
Textiles 110.3 65.7 75.7 147.3 212.7 223.9 232.8 249.6 280.1 281.6 266.8 -5.3

Cbemicals and 55.5 59.7 73.8 175.6 241.3 260.2 269.2 291.6 292.1 305.1 323.6 6.1
Chesical Products

Bsic metals & 59.7 54.3 72.5 184.8 272.1 317.1 354.6 381.0 418.9 463.0 476.4 2.9
Products

tachinery and 67.2 65.5 79.7 172.6 239.4 265.1 277.9 289.6 303.8 328.8 350.8 6.7
Transport Eqpt.

ALL CMlODITIES 1000.0 55.1 72.7 173.0 257.3 281.3 288.7 316.0 338.3 353.4 372.2 5.3

(a) The indices period to 1970/71, available on different base periods have bean converted to base 1970/71.
(b) Percent change in calendar year 1986 over 1985.

Sources; 1. Ministry of Industry, Office of the Economic Adviser.
2. H.L. Chandak, Wholesale Price Statistics 1947-1978, published by the Economic and Scientific Research

Foundationv, 1979.
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Table 9.2
CONTRIBUTION OF SELECTED CONINODITIES TO
INCREASE IN WPI IN CALENDAR YEAR 1986

- . -- - -- - - - . -- - -- - -- - - -- - -- - -- - - - - -- - - - - -- - - -- - -- - -

1986 ovew 1985 1 Contribution
Weights 1995 1986 Change to Change in

Agriculture 40.42 308.2 323.7 5.03 33.32
Food 29.80 312.4 334.0 6.91 34.24

Cereals 10.74 255.4 274.0 7.20 10.51
Pulses 2.19 457.1 424.6 -7.11 -3.77
Others 16.88 330.0 360.5 9.24 27.39

Non-Food 10.62 296.4 294.8 -0.54 -0.90

Ninerals 1.25 1017.6 1028.2 1.04 0.70

Fuel and Powr 8.46 560.0 613.5 9.55 24,07
Coal 1.15 638.9 715.2 11.94 4.67
.ineral oils 4.91 591.4 621.4 5.07 7.84
Electricity 2.40 457.8 548.5 19.81 11.58

Nanufactured Products 49.87 338.3 353.8 4.58 41.12
Sugar 7.24 376.9 403.6 7.08 10.28
Edible oils 3.72 290.9 349.5 20.14 11.60
Other food products 2.37 300.8 314.2 1.69
Textiles 11.03 281.6 266.8 -5.26 -8.68
Cement 0.71 499.8 469.7 -6.02 -1.14
Iron and Steel 3.47 519.3 541.5 4.27 4.10
Capital goods 6.72 328.8 350.8 6.69 7.86
Others 14.63 333.7 353,6 5.96 15.49

ALL COIIHDITIES i00.00 353.4 372.2 5.32 100.00
of which
Agriculture-based 53.75 315.9 335.8 6.30 56.89
Non-Agricultural 46.25 397.0 414.5 4.41 43.11

Sourtce: inistry of Industry, Office of the Economic Adviser.

(a) Weighted share of eacoueoity in tDtal absolute change in Mholesale Price Index.
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Table 9.3
PRICE INDICES OF SELECTED AGRICULTURk. CO1N1ODITIES lal

(Base 1970171-100)

COMMODITY GROUP WEIGHT 50/51 55/56 60161 65/66 75/76 80/11 B1/82 82/83 83/84 184/5 1995 1996 [cI

CEREALS 107.43 53.3 37.0 51.2 73.3 172.6 195.1 216.9 237.9 258.3 244.9 255.6 274.0 7.20
Rice 51.31 48.4 37.0 51.2 67.9 171.8 205.6 226.1 256.9 290.7 273.3 291.5 296.8 5.44
wheat 34.17 53.2 38.1 47.4 71.5 159.6 176.2 191.6 214.1 217.4 209.6 218.9 236.4 8.04
Jouar 8.39 77.2 31.4 56.9 38.0 175.6 194.2 241.5 221.5 241.1 241.5 235.2 255.8 9.76

PULSES 21.79 42.1 28.2 42.1 79.6 181.6 323.2 339.7 302.2 36.7 430.6 457.1 424.6 -7.11
Grams 10.39 50.5 25.0 45.9 86.4 204.8 369.5 382.2 301.8 328.0 489.2 551.2 462.6 -16.07

VEGETABLES t FRUITS 61.32 35.1 36.6 43.1 69.9 138.9 213.0 243.1 250.0 300.9 304.0 344.9 419.1 21.55

Potatoes 10.12 n.a 39.0 40.8 64.9 87.1 182.5 137.8 150.9 216.2 163.4 163.5 355.2 117.25
Bananas 6.48 u.a 35.0 43.0 74.0 167.0 213.9 263.4 258.7 296.3 350.1 353.5 399.8 13.10
Oranges 4.3 n.a 34.2 45.4 77.0 117.8 163.5 194.2 204.6 211.7 271.0 170.0 357.1 -24.02
Cashew Nuts 3.1 35.1 50.8 50.1 50.1 158.9 39q.3 493.6 397.8 442.7 542.1 579.9 772.5 33.21

CONDIIIENTS I SPICES 10.94 33.9 23.5 27.3 40.6 106.5 122.2 170.6 186.3 198.6 279.6 276.0 206.1 -25.33
Chillies 5.02 42.5 22.1 35.6 45.0 217.5 116.2 211.0 168.9 121.9 278.5 281.1 154.8 -46.27

FIBERS 31.73 47.2 42.8 61.4 66.2 139.9 179.7 215.7 199.8 227.5 303.4 257.9 t87.0 -27.46
Raw Cotton 22.46 49.7 42.7 49.2 56.8 136.4 182.9 227.3 19.5 221.6 261.0 224.6 173.5 -22.75
Ra Jute 4.29 44.8 4U.3 81.2 90.5 116.8 129.4 137.3 162.8 234.1 519.5 398.0 167.2 -57.99

OILSEEDS 42.01 39.2 23.7 41.6 67.1 125.9 230.7 253.8 250.0 302.5 322.4 298.2 327.6 9.86
Groundnut 18.21 40.2 23.8 40.4 66.0 129.1 224.8 270.5 264.6 302.0 323.2 305.2 359.1 17."6
Rape & Mustard 9.22 49.7 27.4 44.4 74.9 119.9 269.9 265.1 243.7 321.8 278.2 246.5 303.6 23.16

OTHE8 COMIIITIES 45.59 69.7 56.8 70.1 75.9 148.3 207.2 225.9 262.2 324.9 353.8 337.7 344.6 2.04
Tea 11.49 80.9 75.4 90.9 89.2 175.0 226.6 242.9 286.2 40.6 494.3 433.7 411.5 -5.12
Coffee 1.61 39.5 43.7 46.6 63.1 117.0 129.0 139.0 142.1 173.0 216.8 220.6 223.0 1.09
Sugarcat 16.42 50.0 52.5 58.6 67.8 124.1 198.6 189.9 190.6 200.0 208.1 220.0 250.1 13.68
Tobacco 9.07 72.8 51.9 75.2 97.1 173.7 147.0 139.8 188.0 238.9 190.0 192.5 222.4 15.53
Rubber 1.29 39.8 65.3 67.7 82.7 153.2 m.0 301.2 296.7 359.4 333.6 338.1 338.8 0.00
Tieber 3.34 49.7 45.4 57.8 65.5 173.7 407.1 555.8 739.5 847.1 945.6 926.2 853.7 -7.93

TOTAL 320.91 48.1 37.5 50.7 70.7 154.4 209.6 234.6 244.1 282.6 301.4 3e4.5 318.1 4.47

Sources: 1. Ministry of Industry, Office of the Economic Adviser.
2. H.L. Chandhok, hholesale Price Statitics, the -Econoic and kientific Research
Foundation, 1979.

NKtes: Cal Excludes fisheries, livestock and dairy products.
lb] Total food articles (297."9) plus non-food is 1106.211 less #eightage of silk and milk products,.

fisheries and hides & skins (83.39).
lcl Percentage change in calendar year 1996 over 1995.
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Table 9.4
SELECTED PRICE INDICES

lplicit Price Deflator Implicit Price Deflator
Wbolesale Price Consuer Price Index for Private consueption for Oross Dokestic

Index for Industrial Workers Expenditure Capital Formation
Year (1970/71=100) (1964100) (1970/71=100) (1970/71100)

1950/51 35.7 40.1
1951/52 50.4 86 42.4
1952/53 44.1 86 42.0
1953/54 46.2 87 42.7

* 1954/55 43.0 81 45.3

1955/56 40.8 79 44.2
1956/57 46.5 88 45.9
1957/58 47.* 92 45.1
1956/59 49.3 97 52.8
1959/60 51.7 101 53.4

1960/61 55.1 102 56.4 56.2
1961/62 55.2 104 58.0 58.9
1962163 57.3 108 59.8 60.6
1963/64 60.9 113 65.2 64.3
1964/65 67.5 129 71.3 66.9

1965/66 72.7 139 77.7 71.2
1966/67 82.8 157 89.3 81.5
1967/68 92.4 175 99.9 86.9
1968/69 91.3 174 97.0 88.8
1969/70 94.8 177 101.5 94.1

1970/171 100.0 186 100.0 100.0
1971/72 105.6 162 104.5 105.7
1972/73 116.2 207 116.8 114.0
1973/74 139.7 250 139.0 129.9
1974/75 174.9 317 167.1 162.2

1975/76 173.0 313 158.3 174.9
1976177 176.6 301 163.5 179.4
1977/78 185.8 324 171.6 193.7
S978/79 185.8 331 178.6 197.2
1979/90 217.6 360 203.8 229.3

1980/81 257.3 401 221.3 257.4
1981/02 281.3 451 243.7 289.3
1982/83 298.7 486 258.9 315.7
1983/04 316.0 547 285.6 347.3
1984/85 338.4 582 301.8 378.4
1985/86 357.7 620 328.7 413.9
1906117 377.1 673 (a]

--- - ----- - ---- - -- - --- - --- - ----- -------- - ---- - _-_----- _-_--- ---- _ ___ -__ ------ _e_ __-

Sourceui 1. Ninistry of Industry, Office of the Econosic Advur.
2. H.L. Chandok, Wholesale Price Statistics 1947-19, published by Economic and Scientific foundAtion, 1979
3. Ninistry of Labor, Labor Bureau, Simla.
4. Central Statistical Organisation, National Accwts Statistics, various issues.

Wa) Relates to the period April 1986 - February 1987.
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TABLE 9.5
CONSUMER PRICE INDEX NUMBERS FOR INDUSTRIAL WORKERS, URtBAN WN-MANUAL EMPLOYEES AND A6RICULTURAL LABORERS

Industrial Workers Urban Non-hanual Agricultural Laborers [b)
Year …------------------- Employees ------------- …

--------------- Food Index 6eneral Index ---------------- Food Index Seneral Index
(April - Marth) (1960-100) (1960 m 100) l1960100) (1960/61:100) (1960/161lOO)

1960/61 tOo 102 100 [al 100 100

1970171 201 186 174 206 192
1975176 342 313 277 345 317
197k/77 317 301 277 324 302
1977/78 346 324 299 349 323
1978179 347 331 30 340 317
1979/B0 373 360 330 390 360

1980/81 419 401 369 448 409
1981/82 476 451 413 491 448
1982/83 50B 486 446 527 481
1983/84 581 547 492 573 522
1984/85 607 582 532 569 525
1985/86 638 620 568 600 555
1986/87 694 Ic) 673 Id) 613 ld] 612 tel 566 [le

Average of Neeks
1985
March 600 586 540 558 517
June 624 606 556 570 530
Septeber 639 619 569 602 555
December 650 630 574 604 557

1986
Marth 655 638 584 600 556
June 681 659 599 606 561
September 705 676 615 627 579
December n.a 688 622 n.a. m.a.

Average compound growth rate (% per annum)
1950151-1975/76 5.6 5.4 5.2 If] 6.4 If] 5.?tf)
1970/71-1980/81 7.6 8.0 7.8 8.1 7.9
1982/83 6.7 7.8 9.0 7.3 7.4
1983/94 14.4 12.6 10.3 8.7 8.7
1984/85 4.5 6.4 8.1 -0.7 0.6
1985/86 5.1 6.5 6.9 5.4 5.7
1986/87 lgl 9.8 8.9 9.7 5.7 5.6

Percentage Change in Index over the
corresponding month of previous year
1986

March 9.2 8.9 9.1 7.5 7.5
June 9.1 8.6 7.7 6.3 5.8
September 10.3 9.2 8.1 4.2 4.3
December n.a 9.2 8.4 m.a n.a

Sources: 1. Ministry of Labor, Labor Burea, Simla.
2. Central Statistical Organization.

laJ Relates to the period January to March. Ed] Based on returns for April 1986-February I987.
lbl Indices relate to Agricultural Years (July-June). Eel Based o1 returns for April-September 1986.
Ic) Based on returns for April-November 1986. If ) Relates to the period 1955/56-1975176.
(g1 Percentage increase for periods noted in footnotes
[ci to fule over corresponding period of previous year.
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Table TLA. 4.1

INDIA: Number of Items on CaDital Goods G6L Lists
(As of April each year)

Oct 86 1986 1985 1984 1983 1992 1981 1980 1979 1978 1977 1976 1975

Machine Tools 162 162 132 65 65 51 55 84 46
Ball bearing machine tools 10 10 10 9 10
Net.t measuring instrnnts. 16 16 16 11 11 10 10 10
Testing *machines 5 5 5 5 5 3 4 4 8
Inst.testing & elec. eqpt. 11 11 11 10 9 8 9 6 7
6araent & hosiery sachines 113 113 114 105 100 87 88 87 87 82
Leather Ind: Tannery 22 22 22 21 21 23 20 21 27 24 24

shoes,apparel etc. 106 106 106 97 96 96 97 97 53 55 55
woven leather 4 4 4 4 4 4 4 4 4 4

Dental equipment 4 4 4 4 4 4 4 4 4
Cinematographic 39 39 39 38 40 37 18 11 11
Tea industry 3 3 3 3 3 3 3 3 3
Eiec.comp.& eqpt.eachinery 224 225 225 221 167 136 100 35
Misc. electronic 5 6 5
Printing machinery 21 20 21 21 17 21 18 19
Food processing machinery 5 5 5 5 5 } 6 ) 6
Neat processing machinery 9 9 9 6 6 )
Sheep shearing eqpt. I I I 1 1 1 1 I

ater drill I I I I I I I
Testile machinery 15 15 12 10 6 5
Jute machinery 24 24 24 2
Seafood ind. machinery 20 20 20 13 13 11
Poultry processing machinery 3 3 3 3
Packing machinery 19 19 19 1 1
Frozen food transport 5 2 2 2 2
Dairy industry machinery 5 5 5 5 5 5
Chemical industry machinery 11 11 12 14 14 14
Noollen industry oachinery 29 30 31 24 21 20
Industrial jewels machinery 18 19 18 18 18
Spectacle frame machinery 15 15 15 15 15
Elec. lamp. manf. machinery 12 12 9 8
Oilfield Services machinery 20 20 20
Nriting instr. mchinery 10 10 10
Niscellaneous 12 11 11 9 7 2
For manf. elec. eqpt. 2 2
Instr. for TV industry 5 5 5 5
Presses 2 2
Packhge manf. machinery 6 6 6

Total 997 985 950 754 672 553 443 386 252 167 79 nil

Souree: 601, Ministry of Commerce, Annual Import Export Policy Books l'Red Books').
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Table T.A. 4.2

INDIA: Share of Canalized Items in Total Imports

POL Non - POL Totals
By cana- Under REP (1) + (4) (1)+(2)
lising & Other Total

agencies Licences
(1) (2) (3) (4) (6) (7)

1980/81 42.0 21.9 3.3 25.2 67.3 61.9

1981/82 38.1 22.2 4.6 26.8 64.9 60.3

1982/83 39.3 n.a n.a 20.5 59.8 n.a.

1983/84 30.5 n.a n.a 19.5 50.0 n.a.

1984/85 31.5 n.a n.a 20.5 52.0 n.a.

1985/86 26.3 n.a. n.a 23.9 50.2 n.a.

Sources: Trade statistics and GOI. Note that non-POL canalised items
imported under REP and other licences are the values of licences
issued, not actual imports. Column (2) non-POL imports of
canalized items by canalizing agencies, is obtained by deducting
col (3), from col (4) and hence does not correspond to actual
imports. Actual import data for the latter is not available.
Col.(6) (total imports of canalized items by canalizing agencies)
therefore also does not correspond to actual imports.
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Table T.A. 4.3

INDIA: Averages and Distribution of Customs Tariff
Rates (%) 1986 (6 digit BTN positions)

For the whole Economy
(all BTN positions) For manufacturing sectors

With With
Without quantifiable Without quantifiable
exemptions exemptions exemptions exemptions

Minimum 0 0 0 0
Maximum 340 340 340 340
Mean 137.6 123.6 137.1 121.7
Standard Deviation 52.4 48.4 53.1 46.6
No.of BTN positions 5010 5012 3414 3416
Frequency Distributions
0 -20 .g 2.13 .67 1.87
20-40 .9 2.35 1.23 3.02
40-60 .6 1.30 .64 0.97
60-80 9.06 11.53 10.60 12.62
80-100 15.65 20.21 13.62 18.71
100-120 1.36 6.23 1.79 8.78
120-140 59.32 47.39 59.20 45.37
140-160 .82 1.22 1.08 1.49
160-180 .00 0.38 .00 0.56
180-200 2.85 2.15 3.78 2.66
>200 8.54 5.11 7.38 3.95

100.00 100.00 100.00 100.00

Source: World Bank SINTIAI File.

Notes: "Average Customs Rates" are the sum of the ad valorem basic and
auxiliary duties and do not include countervailing (additional)
duties. They also do not include the (quite few) specific duties.
Only about 30-40% of exemptions could be quantified i.e. associated
with reduced tariff rates for particular BTN positions.
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Table T.A. 4.4

INDIA: Average Customs Tariff Rates in 1986

With quantifiable
Without exemptions exemptions

No.of Un- Weighted Un- Weighted
observa- weighted by weighted by

imports imports

Whole Economy 5,011 137.6 132.5 123.6 88.7

Agriculture 270 130.5 64.5 105.8 52.7

Mining 81 132.3 74.1 126.4 26.7

Manufacturing 3,415 137.1 144.8 121.7 99.3

Intermediate
goods 1,168 151.3 n.a. 123.1 n.a.

Capital Goods 1,213 124.9 n.a. 114.5 n.a.

Consumer Goods 1,034 135.4 n.a. 128.5 n.a.

Sources: World Bank SINTIAI File.

Notes: Import weights are 1983/84 imports. The unweighted averages for
agriculture and mining do not include all the relevant BTN positions.
Hence the sum of the number of observations in agriculture, mining and
manufacturing is less than the number of observations for the whole
economy.
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Table T.A. 4.5

INDIA: Imports and Customs Collections. 1984/85

Share of Duty collections as
Imports total percentage of

Rs billion imports % imports

POL 54.1 31.6 6.5

Edible Oils 9.2 5.4 8.0

Fertilizers 13.5 7.9 0.1

Precious Stones 10.3 6.0 -

All Other 84.2 49.1 78.9

Total 171.3 100.0 41.3

Note: Data on import duly collections on precious stones is not
available. On the assumption that the bulk of imports were
duty-free for export processing, the average rate has been taken
as zero, even though it is possible that some imports for
domestic use may have been subject to duties.
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Table T.A. 4.6

INDIA: CROSS COUNTRY COMPARISONS OF IMPORT DUTY COLLECTION RATES

Import duties as Percentage Import duties as
% of total value of imports percentage of

Country Year of imports in GDP GDP

Argentina 1982 13.8 7.2 1.0
Bangladesh 1980 15.0 20.3 3.0
China (PRC) 1984 n.a. 13.2 n.a.
Hungary 1984 7.0 n.a n.a.
India 1984/85 41.3 8.0 3.3
Mexico 1984 6.8 6.8 0.3
Morocco 1983 16.6 27.0 4.5
Thailand 1984 12.5 24.7 3.1
Turkey 1983 7.0 18.5 1.3
Yugoslavia 1981 10.9 n.a n.a.

Sources: India: Economic Survey and GOI Budget, Explanatory Memorandum.
Duties collected include countervailing duties. Other Countries:
Government Finance Statistics Yearbook 1985 (IMF) and
International Financial Statistics Yearbook 1985 (IMF).
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Table T.A. 4.7
Example of Combined Effects of Customs Duties and Indirect Taxes

on User and Producer Nominal Protection

I Price structure of import competing
Price structure of 1 manufacturer (Rs/kg)

imported product t Without With
(Rs/kg) I MODVAT MODVAT

c i.f. price 100 I Ex-factory price 233.9 232.8
Yc.sic import duty 100% of

c.i.f. 100 I Excise duty (20% 46.8 46.6
£s.&txiliary duty 40% of c.i.f. 40 1 of ex-factory price)
ruty paid price 240 I Price incl.excise duty 280.70 279.4
snuntervailing duty (20% 48 1 Sales tax (4%) 11.2 11.1
of 240) 288 1 Selling price including
'Enloading & customs ! taxes 292.0 290.5

clearance 4 ! Octroi (2%) 5.8 5.9
anded duty-paid 292 1 Price incl. octroi to
(l.d.p. price) I user factory 297.8 296.4

>.'troi (2% of l.d.p. price) 5.8
Price (incl. octroi) to _

user factory 297.8

'ser nominal protection Price (incl. octroi) to user factory
without MODVAT = Price without import duties & indirect taxes

297.8
= c.i.f. price plus unloading etc. (l.d.f. price)

297.8 = 2.86
= 104

D$er nominal protection Price (incl.octroi) minus MODVAT offset
with MODVAT = Price without import duties & indirect taxes

(l.d.f.price)
297.8-48 = 249.8 2.40

= 104 104

P.roducer nominal protection Ex-factorv price
without MODVAT - Landed duty free (l.d.f.) price.

233.9 = 2.25
= 104

.Lroducer nominal protection Ex-factory price
with MODVAT = l.d.f. price

233.02 = 2.24
= 104
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Notes: This example is an intermediate raw material which is both imported
and produced by Indian firms. To simplify, transport costs from the
port to user's factory, and from the Indian manufacturers to the
user's factory are assumed to be low and the same, and have been
ignored. Nominal protection is shown as a nominal protection
coefficient (NPC). The user NPC of 2.86 means that the buyer of the
raw material is paying 186% more than he would have to pay in the
absence of customs duties, countervailing duty and octroi. Similarly,
the producer NPC of 2.25 means that, to be competitive with imports,
the maximum ex-factory price which can be charged by competing Indian
manufacturers is 125 in excess of the maximum price they could charge
in the absence of import duties and indirect taxes.

Producer nominal protection with MODVAT is calculated by equating the
net cost of the import to the user factory (its buying price minus the
excise offset) to the price changed by the local factory minus excise
offset. This is obtained by solving the following equation for Pf
Pf - Pf(e) = P*m - M*m

(1+o)(l+s)(l+e)
Here Pf is the selling price of the user factory, o is the octroi tax
rate, s is the sales tax rate, e is the excise tax rate, P*m is the
given import price to the user factory, and M*m is the excise offset
on the import.
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Table T.A. 4.8

Approximte Nominal and Effective Protection of Nmufactwing Industries

1 of Fixed/C Vage/No 000 KIVHl/ Share T Share I Share 1 VA/ Noe. Prot. Effec.
6ross Person of Pen. Rs 000 Fixed Persons Gross Out- In- Out- Prot. ASI
YA Rs 000 Rs 000 Gross Cap. va put puts puts Sectors

YA

Food Processing 7.4 11.4 4.65 1180.0 5.9 5.9 7.4 25.0 L L L 200-219#ex 205,
210,211,215

Edible Oils & Fats 1.7 15.3 5.88 1226.3 0.5 0.5 1.7 17.8 N N N 210,211
Beverages 0.6 27.4 8.88 578.6 0.5 0.5 0.6 45.2 L L L 220-224
Tobacco Products 1.5 0.9 4.39 90.1 0.2 0.2 1.5 42.6 L L L 225-229
Cotton Textiles 7.9 14.6 9.96 2131.9 6.9 6.9 7.9 39.1 L L L 230-239
kool Textiles 0.6 19.2 9.93 927.4 0.5 0.5 0.6 42.8 L L L 240-244
Silk Textiles 0.1 8.0 6.11 803.5 0.0 0.0 0.1 39.5 L L L 245-246
Synthetic Textiles 3.6 40.1 11.89 1364.9 3.5 3.5 3.6 41.8 H H L 247-249
Jute, hemp & mesh Textiles 1.2 4.9 9.78 1720.6 0.6 0.6 1.2 47.5 L L L 250-259
Garments /1 1.1 8.6 6.61 171.6 0.3 0.3 1.1 44.1 L L L 260,264,265
Other Textile Products 0.5 15.0 9.07 430.4 0.2 0.2 0.5 40.8 L L L 261-263,266-269
Wood Products 0.5 9.2 5.48 749.6 0.3 0.3 0.5 39.4 N N L 270-279
Pulp & Newsprint 1.8 79.3 11.03 4068.2 4.3 4.3 1.8 50.1 N H H 280
Paper Products 0.2 18.9 8.80 699.2 0.2 0.2 0.2 29.6 N H L 281-283
Leather & Fur Products /2 0.6 15.6 8.82 532.5 0.4 0.4 0.6 29.1 L L L 290-299
Tires & Tubes 1.3 54.4 19.48 1046.0 1.0 1.0 1.3 32.1 H H H 300
Rubber Footwar 0.1 13.6 7.37 1653.1 0.1 0.1 0.1 29.2 H H L 30l
Other Rubber Products 0.4 14.9 9.74 961.3 0.2 0.2 0.4 34.5 H H N 302
Plastic Products 0.7 28.4 8.81 1055.3 0.6 0.6 0.7 35.5 H N L 303
Petroleum Products 13 2.4 194.6 17.64 812.4 3.7 3.7 2.4 9.8 L N H 304-305
Coal Products /4 0.6 41.1 14.48 1464.9 0.5 0.5 0.6 24.9 L N H 306-307
Basic Chemicals /5 3.3 117.0 20.18 3201.3 4.0 4.0 3.3 57.5 H H H 310
Fertilizers & Pesticides 5.4 256.0 20.60 1880.0 8.5 8.5 5.4 48.7 L N H 311
Paints,Varnishes & Laquer 1.1 46.4 21.55 867.8 0.7 0.7 1.1 43.0 H H N 312
Drugs & Hedicines 2.8 33.8 20.76 793.7 1.7 1.7 2.8 44.7 H H N 313
Perfumes,Cossetics, Soaps 1.0 35.4 14.76 370.1 0.7 0.7 1.0 29.2 H H N 314
Syn.Resins,Fibers & Plastics 1.2 83.5 20.67 2205.4 1.4 1.4 1.2 41.8 H H H 316
Other Chemical Products 1.7 19.6 7.31 793.5 1.1 1.1 1.7 30.5 H H H 315,317-319
Glass & Glass Products 0.7 16.0 7.27 1409.6 0.5 0.5 0.7 62.7 L L L 321
Cement, Lime & Plaster /6 2.8 107.2 15.18 3186.2 3.1 3.1 2.8 66.1 L L L 324
Other Non-metallic products 2.2 13.1 7.06 989.4 1.7 1.7 2.2 53.4 L L L 320,322,323,

325-329
Iron S Steel /7 13.1 151.1 19.80 1636.3 21.7 21.7 13.1 56.0 L N N 330
Iron & Steel Foundaries 3.2 27.2 11.79 1264.2 2.8 2.8 3.2 37.3 N N L 331
Ferro Alloys 0.3 108.5 12.84 13882.2 0.4 0.4 0.3 60.1 N H H 332
Non-Ferrous metals 18 1.7 93.7 16.59 5817.5 2.3 2.3 1.7 42.9 L H H 333-339
Metal Products 2.3 15.1 9.97 591.1 1.3 1.3 2.3 41.6 H N L 340-347
Non-electrical Nachinery 7.5 25.2 14.52 495.8 5.0 5.0 7.5 45.6 H N L 350-359
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Table T.A. 4.8 (contd.)

I of Fixed/C Wage/No 000 KNH/ I Share i Share I Share I VAI NoQ. Prot. Effec.
Gross Person of Pers.Rs 000 Fixed Persons Gross Out- In- Out- Prot. ASI
VA Rs 000 Rs 000 Gross Cap. Va put pats puts Sectors

VA

Elec.Industrial Machinery 3.0 34.1 20.00 366.8 2.0 2.0 3.0 46.1 H N h L 360
Insulated wires I cables 0.9 44.7 16.95 173.6 0.7 0.7 0.9 30.3 H H H 361

,Dry & Net Batteries 0.4 25.1 18.59 653.1 0.2 0.2 0.4 37.2 H H N 362
Elect. apparatus & appl. 0.7 17.1 12.83 643.3 0.4 0.4 0.7 39.3 H H H 363
Radio & TV 1.1 25.5 16.17 285.1 0.8 0.8 1.1 47.1 A H H 364
Cooputers etc. 0.5 23.2 19.70 249.0 0.2 0.2 0.5 56.7 N H H 366
Other elect/electronic prod 0.3 24.4 12.44 507.8 0.2 0.2 0.3 47.7 N H H 365,367,369
Ship buildingirepairing 0.7 48.0 18.53 301.2 1.1 1.1 0.7 53.0 H N N 370
Railways equipment 1.5 29.3 14.17 686.3 2.7 2.7 1.5 53.9 H N L 371-373
Notor vehicles & parts /9 4.0 37.1 19.50 627.4 3.1 3.1 4.0 42.1 H h L 374
Notorcycles,Scooters &parts 0.4 26.2 13.63 645.1 0.3 0.3 0.4 39.7 H N L 375
Bicycles, rickshaw & parts 0.3 11.0 9.06 862.4 0.2 0.2 0.3 33.1 H L L 376
Aircraft & parts 0.2 89.7 28.50 923.2 0.3 0.3 0.2 43.8 H H H 377
Other transport equipsent 0.1 22.3 9.83 427.8 0.1 0.1 0.1 45.4 ? ? ? 370-379
Nedical,Surgical Equip. 0.3 16.3 13.56 415.0 0.2 0.2 0.3 50.7 H H H 380
Photographic & optical eqp 0.0 11.0 8.63 186.2 0.0 0.0 0.0 38.3 H H H 381
Watches L Clocks 0.2 34.8 13.30 234.5 0.2 0.2 0.2 53.9 H H L 382
Jewelry 0.1 15.2 8.48 414.6 0.0 0.0 0.1 40.4 L L L 383
Minting of Coins 0.0 14.2 16.14 874.5 0.0 0.0 0.0 50.0 ? ? ? 384
Sporting Goods 0.0 10.1 8.86 176.3 0.0 0.0 0.0 52.1 H N L 385
musical Instruments 110 0.0 19.3 24.64 441.9 0.0 0.0 0.0 66.1 L L L 386
Niscellaneous 0.2 13.3 7.91 436.1 0.1 0.1 0.2 39.4 ? ? ? 397,389

Totals: 100.0 32.1 0.11 1420.8 100.0 100.0 100.0 38.1

/I Nominal protection for synthetic garments is high, but effective protection low
12 Mainly leather tanning and leather footwear
/3 Petroleua refineries and petroleum products, n.e.c.
/4 Coal tar etc.
/5 Organic and inorganic
/6 Includes mini-cement plants for which protection is higher
/7 Includes mini-steel industry for which protectionis higher than for integrated steel producers
/8 Principally aluminum, copper and zinc
/9 Averages dominated by trucks and buses: Effective protection for cars is higher
110 Mainly traditional instruments
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Table T.A. 4.9
INDIA: Selected Synthetic Fibers and Yarns:

Comparative Plant Sizes and Protection

Average Plant Size Effective Protection in India
(1000 t.p.a.) (No. November/December 1985
of Plants in Brackets) Realized Available

(price from
Product Korea Taiwan India comparisons) tariffs

Nylon Filament Yarn 33.8 12.7 3.1 59 163
(6) (12) (11)

Polyester Staple Fiber 35.7 36.0 7.6 256 323

(5) (8) (5)

Polyester Filament Yarn 18.2 18.9 3.8 121-373 312-378
(11) (15) (10)

Acrylic Staple Fiber 140.5 39.7 10.0 259 299
(2) (3) (2)
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Table T.A. 4.10
INDIA: Fiber Intermediate Production

Time/Size Comparison

Nominal Protection
Estimated in India (%)

India Korea Taiwan MES Used Available

Caprolactum
Ist Installed 1974 1974 1975
No. of Producers 1 1 1 65 90
Avg.Capacity/Producer

(1980) MT/Yr. 20 40 100 50

DMT/TPA
Ist Installed DMT 1973 - 1974 167 190

TPA - 1980 1974
No. of Producers DMT 1 - 1

TPA - 1 1 156 191
Avg.Capacity/DMT 24 - 53 ( 70
Producer TPA - 130 180 (
(1980) MT/Yr.

Ethylene Glycol
Ist Installed 1979 1979 1975
No. of Producers 2 1 2 216 110
Avg. Capacity/Producer 15 80 89 68
(1980) MT/Yr.

Acrylonitrile Before
Ist Installed 1979 1973 1976
No. of Producers 1 1 1 84 98
Avg.Capacity/Producer 24 83 132 50
(1980) MT/Yr.

Sources and Notes: Korea, Taiwan and estimated MES: World Bank (Synthetic
Fiber Report 1983). India: Plant Sizes
Nominal Protection: Estimates for Nov./Dec. 1985.
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