
THE ECONOMIC WEEKLY 
August 15, 1954 

Commercial Policy and the Second, Five-Year Plan 
Since it is in'ended -to have an intensive programme of industrialisation in the next plan, commercial 

policy will have to play a more important role than at present. The controversy between Tariffs and Quotas 
as methods of controlling imports will, therefore, have to be resolved and our attitude to GATT defined. 

Heavy exports will be required during this period and these will have to be financed through increas
ed export earnings. Exports will, therefore, have to be diversified and expanded. 

C O M M E R C I A L p o l i t y 
w i l l have to play a more 

important role in the Second Five-
Year Plan than it d id in the First, 
since it is intended to have an in
tensive programme of industrialisa
t ion in the next plan, I t w i l l have 
to be adapted to the needs of i n 
dustrialisation on the lines analysed 
by Prof A J Brown in his Indus
trialisation and Trade or the League 
of Nations' Industrialisation and 
Foreign Trade. Indeed, this was 
the approach suggested in the Re
por t of the Fiscal Commission 1950. 

The first five-year plan la id down 
that commercial policy should fulfil 
the fol lowing objectives: 

(a) it must help to fulf i l the pro
duction and consumption tar
gets in the p lan ; 

(b) the accent of policy through
out must be on maintaining 
a high level of exports; 

(c) the deficits in balance of pay
ments must be kept wi th in 
the foreign exchange re
sources at the disposal of the 
country in any given period; 

(d) the composition of exports as 
well as of imports must, as 
far as possible, fit in w i t h the 
fiscal and price policies which 
have to be followed for the 
implementation of the p lan ; 
and 

(c) there must be, to the extent 
practicable, a measure of 
continuity in policy so that 
trade relations w i th other 
countries in respect of ex
ports and imports and the 
plans of domestic industry 
and trade are not frequently 
disturbed. 

The Planning Commission assum
ed that balance of payments diff i
culties and shortage of foreign ex
change would be normal features 
in periods of development. I t r ight
ly emphasised that " i n fact the 
degree of the pressure on foreign 
exchange under these conditions 
may be even regarded as an index 
of the extent to which the internal 
productive resources are being u t i 
l i s ed" . A deficit of Rs 180-200 
crores per annum was considered 

" likely and even necessary ''. Far 
from facing deficits, the country has 
been enjoying a surplus in the 
balance of payments, and we are 
actually making net investments 
abroad, at any rate, in the short 
period. The balance of payments 
surplus on current account amount
ed to about Rs 57 crores in 1953 
and Rs 19 crores in the first quarter 
of 1954, Why has this happened? 
Firstly, because, while the modest 
production targets in the five-year 
plan tending to lessen the pressure 
on foreign exchange have been more 
or less fulfilled, the corresponding 
consumption and investment targets 
tending to increase pressure on 
foreign exchange have lagged behind 
considerably. Accumulation of stocks 
of foodgrains and reduced off-take 
of other manufactured consumer 
goods is a clear indication that i n 
vestment is lagging, money incomes 
are not increasing fast enough and 
there is no pressure of demand for 
indigenous and imported goods 
arising from increased investment 
activity and the inevitable lag be
tween the generation of money in 
comes and flow of consumer goods. 
The absence of inflationary pressures 
is an indirect evidence of the pre
vailing static conditions. 

The way out f rom this embarrass
ing situation lies in stepping up the 
level of domestic investment. As
suming that the existing attitude of 
over-cautiousness is given up and 
development expenditure in the 
public sector as. well as investment 
in the private sector gathers mo
mentum and there is an intensive 
programme of industrial develop
ment, what commercial policy would 
be appropriate for this changed 
situation? 

Apar t from the modifications that 
may be. called for by the second 
five-year plan, there are a number 
of outstanding issues of commercial 
policy to be decided. Firstly, to 
what extent should reliance be plac
ed on detailed quantitative control 
of foreign trade? Secondly, what 
w i l l be the role of tariffs, for pro
tective and revenue purposes, as 
well as for regulating imports? 

Th i rd ly , what should be India's 
attitude towards the General Agree
ment on Tariffs and Trade, the a im 
of which is to remove progressively 
restrictions on trade and promote 
liberal and mult i lateral t r ad e 
policies? 

TARIFFS VS QUOTAS 

The question of tariffs vs quotas 
as a method of regulating India's 
foreign trade has been under dis
cussion for the last two years. In 
a developing country wi th a h igh 
level of demand for imports and 
continuous strain on the balance of 
payments, overall control over i m 
ports would be required in order to 
husband the available foreign ex
change resources in accordance w i t h 
import priorities and domestic pro
duction programmes. The chief 
merits of quantitative restrictions 
from the point of view of economic 
planning are their flexibility, cer
tainty and administrative conveni
ence. If import duties alone are to 
be used as instruments of national 
economic, planning, it w i l l be a 
major difficulty to ascertain the level 
of duties which would keep the 
volume of imports wi th in the de
sired limits. 

On the other hand, quantitative 
restrictions are the most restrictive 
of all forms of trade regulation and 
their operation results in quota 
profits to importers instead of 
revenue to Government. Res
trict ion of imports, whether by 
tariffs or by quotas, in any case i n 
creases the price of the imported 
article and in the case of many 
luxury and semi-luxury items, regu
lation of imports through tariffs 
might well br ing in additional 
revenue. It also works as an anti-
inflationary measure by mopping up 
the purchasing power which might 
have been otherwise spent by the 
importers under a quota system. 
Moreover, in a developing economy, 
a part of the additional consumer 
goods which w i l l he required to 
meet the demands created by addi
tional incomes has 10 be imported 
and these imports obtained under 
a tariff system would make it pos
sible to mop up purchasing power 

913 





THE ECONOMIC WEEKLY August 15, 1954 
and direct it to the Government 
treasury. The revenue aspect has 
thus considerable importance be
cause of its wider economic i m p l i 
cations. In 1953-54, the yield of 
import duties amounted to Rs 119 
crores out of total revenue of Rs 414 
crore's and in 1954-55, the budget 
estimate of the yield from import 
duties is Rs 134 crores, out of the 
total estimated revenue of about' 
Rs 450 crores. 

What complicates the question of 
tariffs vs impor t controls is the pro
tection sought by Indian industries. 
Industries have come to look upon 
quantitative restrictions as legiti
mate methods of protecting domes
tic industries f rom foreign competi
t ion. The Federation of Indian 
Chambers of Commerce & Industry 
have advocated the continued em
ployment of quantitative restrictions 
in their monograph Imports and 
Industrial Development. F r o m the 
point of view of the consumer, quan
titative restrictions for protective 
purposes are objectionable—except 
in the case of raw materials or 
staple items, where pooling arrange
ments are possible—since they in 
evitably lead to the exploitation of 
consumers, who are further prevent
ed from exercising free choice and 
satisfy their taste for quality pro
ducts. Tariffs are tolerable inter
ferences in the price mechanism and 
do not distort the price structure. 
Moreover, Government would pre
fer tariffs to quotas from the point 
of view of revenue and for their 
anti-inflationary effect, 

ATTITUDE TO CATT 

The future of the General Agree
ment on Tariffs and Trade 
( G A T T ) and India's attitude to i t , 
is l inked up w i t h the question of 
tariffs vs quotas.- From the point 
of view of planning, international 
commitments which l im i t India's 
freedom to maintain and to adjust 
import and export controls in the 
interests of economic development 
are prima facie undesirable. The 
G A T T , however, recognises the gen
eral principle that protection should 
be, afforded by duties, taxes and 
charges, though it aims at reduction 
of tariffs and removal of other trade 
barriers, in order to promote inter
national trade and through increas
ed world trade, a high level of em
ployment and incomes. Except for 
items in the Schedule of concessions 
negotiated under Article I I , Ind ia 
is free to vany tariff rates on other 
articles. In regard to items in the 
Schedule, release from commitments 

can be negotiated wi th the interest
ed parties, for furthering the coun
try's economic development. Ind ia 
recently obtained r e l e a s e s of 
' b o u n d ' rates of duties on safety 
razor blades, coal tar dyes, wines, and 
glass beads and false pearls, though 
negotiations were very difficult. 
But she could not obtain releases on 
some other items on which also 
India negotiated viz, varieties of 
canned fish, fountain pens, tooth 
paste, tooth powder, talcum powder, 
shaving soap and shaving cream, 
and lithophone. 

There is a broad general obliga
tion under the G A T T to progress
ively reduce the operation of quan
titative restrictions. There are, how
ever, several exceptions and escape 
clauses which permit their continu
ance or application either tempor
arily or permanently. The G A T T 
allows the continuance of trade 
restrictions which arc the counter
part of exchange restrictions per
mit ted by the I M F , whether under 
transitional arrangements or under 
the scarce currency clause. More
over, the G A T T itself permits the 
application of restrictions whose 
purpose is not protection, for 
balance of payments reasons and in 
the interests of economic develop
ment. The G A T T considers con
tracting parties to be in balance of 
payments difficulties, it should be 
noted, even though these difficul
ties may be due to a high level of 
demand for imports caused by do
mestic policies designed to achieve 
and maintain full and productive 
employment and large and steadily 
growing demand. Member countries 
can only apply quantitative restric
tions in order to increase their mo
netary reserves. Under the econo
mic development clauses, non-dis
criminatory quantitative restrictions 
in existence on September 1, 1947 
can be continued under certain 
conditions. New quantitative res
trictions for economic development 
are also permitted, provided they 
are non-discriminatory and have 
the prior approval of G A T T . 

SOLUTION OF OUTSTANDING ISSUES 

The solution to the problem of 
tariffs vs import quotas lies in a 
judicious employment of both 
methods of regulation in combi
nation rather than in exclusive re
liance on either tariffs or quotas. 
In general, regulation of imports, 
of luxury and semi-luxury goods 
might be entirely through tariffs. 
Imports of raw materials, machin
ery and producer goods, on which 

rates of duties w i l l be low, w i l l have 
to be through licensing. I n , the 
case of manufactured consumer 
goods, a combination of tariffs and 
quotas might be employed. Where 
a large proportion, of consumption 
of an article is met by domestic 
production, import duty might be 
fairly high, but imports allowed on 
a liberal quota. This w i l l enable 
consumers to satisfy their taste for 
quality and Government to earn 
revenue while providing at the same 
time to domestic producers a yard
stick for quality. The case of art i
cles enjoying tariff protection, is 
similar. In the case of articles for 
which domestic production forms a 
small part of the total supply, the 
duty cannot be' very high, but i m 
ports can be regulated on a quota 
basis. Rates of duties and quotas 
w i l l also depend on considerations 
relating to the import elasticity of 
demand for different articles. 

RECLASSIFICATION OF TARIFF 

The rational use of the duty-eum-
quota method of regulation calls for 
a detailed re-examination of the 
Ind ian Customs Tar i f f Schedule 
and the Impor t Trade Control 
Schedule and their modification and 
reclassification. The Indian Cus
toms Tar i f f Schedule is based on an 
Act of 1922 and does not fully take 
account of the changes that have 
taken place in the Indian economy 
during the last thir ty years. The 
tariff requires a. much more detail
ed classification, so that it could be 
possible to remove existing anoma
lies and to introduce differential 
rates of duties on raw materials, in 
termediates and finished products. 
Rationalisation and co-ordination of 
the tariff schedule and import con
trol schedule and detailed reclassi
fication on a uniform basis of these 
schedules as well as the Trade Ac
counts and the Customs Revenue 
Accounts .would greatly assist the 
task of the planners and enable 
commercial policy to play its pro
per role, while the country is under
going an intensive programme of 
industrialisation. 

Some work on these lines has 
already been done, but not in re
gard to the Indian Customs Tariff . 
The appointment of an Expert 
Committee for the reclassification 
and co-ordination of these sche
dules is not only urgent and essen
t i a l ; it is imperative that the re
classification and co-ordination 
should be completed before the 
second Five-Year Plan. 

As regards G A I T , the present 
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indications are that i t w i l l emerge 
f rom the forthcoming review, which 
is to take place next November, as 
an organisation for sponsoring trade 
negotiations, recommending trade 
policies and helping to settle trade 
disputes. The eleborate provisions 
of the Havana Charter, the Inter
national Trade Organisation or 
even of the G A T T are not likely to 
be ratified. In view of the various ' 
safeguards and exemptions in 
favour of underdeveloped countries, 
it appears to be in India's interests 
to continue adherence to an orga
nisation, whose membership includes 
countries accounting for about 80 
per cent of wor ld trade. The 
G A T T has already recognised the 
principle that increase in tar i f ! rates 
should be permitted to take the 
place of quantitative import restric
tions and this should be incorporat
ed in the new Agreement. Also, 
underdeveloped countries should 
have the right to impose quantita
tive controls in the interest of eco
nomic development, without obtain-
ing the prior approval of the 
G A T T , 

SECOND FIVE-YEAR PLAN 

The problems bf commercial 
po l i ty likely to arise in the next 
plan-period can only be anticipated 
at this stage. An intensive pro
gramme of industrial development 
would mean heavy demand for im
ports of machinery, equipment and 
capital goods. Imports of certain 
raw materials and intermediate 
products eg, raw cotton, fertilisers, 
artificial silk yarn, coaltar dyes, etc, 
which would be increasingly produc
ed in the country might be expect
ed to decline progressively. The avail
abil i ty of power from the completed 
power projects provides scope for 
the setting up of electrical and 
engineering industries. If a l l this 
power is properly utilised and 
schemes for setting up industrial 
townships in Durgapur, Rourkela 
and similar centres in other states 
get going, the pressure of demand 
on imports w i l l indeed be quite 
heavy. W i t h progressive increases 
in investment expenditure and the 
generation of additional money i n 
comes al l over the country, it may 
even be necessary to import food-
grains and increase the impor t of 
consumer goods. The nature of 
imports might go, on changing w i t h 
the fulfilment of' existing program
mes of development and the ini t ia
t ion of new schemes of industrialisa
t ion, but the pressure on imports 
should continue to be heavy. I m 
ports have to be regulated in ac

cordance wi th the priorities in the 
plan to enable adequate imports of 
firstly, essential investment goods 
for the public and the private sec
tors and secondly, additional con
sumption goods to mop up excess 
purchasing power generated by 
heavy development expenditure, 

EXPORT PROMOTION 

The financing of the heavy im
ports required dur ing the second 
fiv.e-year plan period has largely to 
be through increased export earn
ings. The utilisation of sterling re
leases and inflow of foreign invest
ment would no doubt relieve the 
strain on the balance of payments; 
but making due allowances for these, 
the main source for financing i m 
ports w i l l have to be through i n 
creased exports. The need to diver
sity and expand the export trade 
is well realised by the Government 
and the various measures which are 
being taken for the purpose appear 
to be on right lines viz, the setting 
up of Export Promotion Councils 
for important export commodities, 
the granting of rebates of import 
duty on raw materials utilised in 
exported manufactured articles, in 
stitution of quali ty standards, spon
soring of trade missions and dele
gations, organisation of exhibitions, 
study of problems of specific export 
industries by ad hoc committees and 
so on. The composition of exports 
w i l l naturally change wi th the pat
tern of development in the country. 
Exports of raw materials and those 
consumer goods which are increas
ingly utilised w i t h i n the country 
w i l l fall off and new manufactured 
goods w i l l have to take their place. 
In this connection,, the development 
of Japan's export trade dur ing the 
inter-war' period provides an object-
lesson for India . Not only d id the 
volume and proport ion of Japan's 
exports of manufactured goods con
tinuously increase, but w i th in the 

group of manufactured, goods, the 
importance of textiles gradually de
clined and of engineering and che
mical products steadily increased. 
Moreover, Japan began to export a 
large., variety of products rather 
than concentrate on a few articles. 

DISQUIETENING FEATURES OF 
EXPORT TRADE 

From this point of view, it is 
disquieting to note that 

(1) the proportion of exports of 
manufactures to India's total export 
trade, which amounted to 57 per 
cent in 1951-52, actually declined 
to 47 per cent in 1952-53, improv
ing slightly to 49 per cent in 1953-

34; 
(2) the bulk -of exports are still 

accounted for by a small number 
of items. In 1953-54, nine items 
accounted for about 80 per cent of 
total exports viz, tea, jute manu
factures, cotton manufactures, hides 
and skins (tanned or dressed), me
tallic ores, cotton raw, spices, 
tobacco and fruits and vegetables; 
and 

(3) the development of a surplus 
in balance of payments, on a high 
level of trade wi th the underdeve
loped countries of Asia and Africa, 
which could be partly utilised for 
financing heavy imports of capital 
goods from advanced industrial 
countries, has not actually" taken 
place. 

IN 1953-54 the value of exports 
to countries of Asia and Africa (ex
cluding Japan, China, Egypt and 
Hongkong) amounted to about 
Rs 137 crores, as compared to i m 
ports of about Rs 143 crores from 
these countries. Diversification of 
exports and their distribution over 
a large number' of countries w i l l 
reduce the vulnerability of our ex
port trade and thereby improve the 
terms of trade and the gains from 
trade. 

S N 

Export Targets and Actual Exports 

Target of Exports Actual Exports 
1955-56 1952-53 1953-54 

Cotton piecegoods (mi l l ion yds) 

Jute yarn & Mfgs ('ooo tons) 

Manganese ore ('ooo tons) 

O i l (vegetable) (mi l l ion gals.) 

Coal & coke ('ooo tons) 

Black Pepper ('000 cwts) 

Tobacco (mi l l i on lbs.) 

Coir Mfgs. ('000 cwts) 

Woollen Mfgs. (mi l l ion lbs) 

Excluding piccegoods and, shawls. 
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