
Quota restrictions are a double-edged weapon, and a country like ours which has a" big stake in 
her foreign trade as an exporter of manufactured products and an importer of raw materials and capital 
goods, should not claim the unrestricted right to impose import quotas because the same right will be used 
by other countries to our disadvantage. 

Prof Ganguli, who occupies the Chair in International Economics at the Delhi School of Economics, 
strongly supports a modification of quota restrictions through pooling arrangements. 

TH E contract ing parties to the 
General Agreement on Tari f fs 

and Trade ( G A T T ) are meeting 
next week at Geneva to revise the 
terms of the Agreement in the l ight 
of events of the last seven years and 
to re-negotiate the tari f f schedules. 
The wel l -worn theme of quant i ta-
tive restrictions on imports is again 
l ikely to dominate the discussions as 
it d id seven years ago. Th is t ime 
the stakes involved in the contro
versy are much heavier ow ing to 
the appearance of a buyer's market, 
the sagging trend of commodity 
markets and the possibility of ster
l ing convert ibi l i ty against the back
ground of strongly entrenched quota 
systems which have grown in the 
period of post-war shortages. G A T T 
has so far permit ted import quotas 
as a necessary evil to be tolerated 
dur ing a period of balance of pay
ments deficits, part icular ly deficits in 
terms of dollars. T h e assumption 
has been that when the balance of 
payments crisis is over quotas ought 
to disappear. In other words, 
countries of the sterling area i n 
c luding Ind ia should now proceed 
to dismantle the quota system if 
they are serious about currency con
vert ibi l i ty. 

The case for quotas, however, is 
bound to be pressed by underdeve
loped countries for many obvious 
reasons. Du r ing the last seven 
years a number of these countries 
have developed their industries or 
branches of agriculture on the basis 
of quotas sometimes combined w i th 
h igh protective duties. Exposing 
them to the full blast of competi t ion 
in a wor ld which indulges in res
tr ict ive, and often predatory, busi
ness practices is not an easy matter. 
The effectiveness w i t h which quotas 
protect domestic industries is wel l -
known. These countries wou ld like 
to preserve the effectiveness of 
quotas at a t ime when internal eco
nomic development is wel l under 
way. How can these countries give 
up selective control of imports as 
part of nat ional economic planning? 
These are very relevant considera
tions. A n d they become impor tant 

when there is a clear threat of re
lease of the USA's burdensome sur
pluses of agricultural commodities 
in the guise of relief supplies and 
when a country like the USA wh ich 
has led the battle against impor t 
quotas herself sustains quotas on 
dairy products under Section 22 of 
the Agr icu l tura l Adjustment Act. 

But the main point of interest fo r 
Ind ia is whether it is certain that 
she cannot use quotas as an instru
ment of protection. Quotas have 
their serious deficiencies. They in 
volve bureaucratic interference w i t h 
trade. They are essentially discri
minatory restrictions which generate . 
international i l l -w i l l . They lead to 
corrupt ion and profiteering. They 
are a double-edged weapon, and a 
country like ours which has a big 
stake in her foreign trade as an ex
porter of manufactured products, 
l ike jute goods and textiles, and as 
an importer of raw materials and 
capital goods, should not claim the 
unrestricted r ight to impose impor t 
quotas, because the same right w i l l 
be used by other countries to our 
disadvantage. G A T T permit ted i m 
port quotas wi thout any let or h i nd 
rance in so far as they were just i 
fied by the necessity of conserving 
foreign exchange dur ing a period of 
balance of payments deficit wh ich 
faced most countries after the war. 
There is an impression that, w i th 
the appearance of buyers' markets 
in many lines, the transit ional 
period of post-war reconstruction is 
nearing its end. T h e favourable 
shift in the overall balance of pay
ments of the sterling area has 
strengthened this impression. 

It cannot be said at the moment 
that Ind ia has been experiencing 
balance of payments difficulties. 
Nevertheless I do not th ink that the 
recent favourable shift in our bal
ance of payments warrants reckless 
opt imism. I t would be wrong to 
play up (except perhaps for tactical 
reasons) the recent strengthening of 
the monetary reserves of the sterling 
area. O w i n g to the prevai l ing " i n 
ternat ional i l l i q u i d i t y " in the com

parative sense, the sterling area's 
need for l iquidity is much greater 
than before. The ampl i tude of 
var iat ion in the balance of payments 
on current account has also been 
much greater in recent years. In the 
part icular case of Ind ia we have to 
base our economic policies only on 
a long per iod, established balance of 
payments trend. We should not, 
therefore, be called upon to dis
mantle the system of balance of pay
ments impor t restrictions simply 
because of the recent favourable 
shift. 

I am sure that the long per iod 
approach to balance of payments 
equi l ibr ium w i l l be actively canvass
ed at Geneva. But one is distressed 
to f ind that quanti tat ive impor t res
trictions necessitated by chronic bal
ance of payments deficits dur ing the 
last so many years have given adven
titious protection to a number of 
Ind ian industries to the detr iment of 
the consumers' interests in the broad 
national sense. A n d what is more 
distressing is that important vested 
interests have been created, which 
make a flexible tar i f f policy rather 
dif f icult . There is no doubt that 
the country needs a more flexible 
tar i f f policy as the consequence of 
wh ich market forces can work as 
freely as is at least consistent w i t h 
equitable relations between con
sumers and producers. But in the 
present circumstances it would not 
be practicable to move on the re
verse gear so quickly as to cause 
serious dislocation over wide fields 
of industry. We should, therefore, 
hope that whatever adjustments in 
G A T T provisions are achieved at 
Geneva w i l l make it possible for us 
to avoid a k ind of stampede and 
secure an orderly w i thdrawal of 
those quant i tat ive restrictions which 
it is dif f icult for us to defend. We 
shall get a chance of evolving a 
flexible tar i f f policy on our own 
ini t iat ive wi thout our hands being 
forced by events, if we are permit
ted to conserve foreign exchange 
by means of quantitative import res
trictions for some time longer. But 
we have to convince other nations 
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and ourselves also that we shall not 
use quotas unless they are justified 
in the interests of expansion of con
sumption in a developing economy. 

By ' consumption ' in this context, 
I mean consumption of both produ
cer's goods and consumer goods. 
The current stress on production in 
terms of targets, irrespective of 
prices and wide diffusion of pur
chasing power, has gone rather too 
far. There is already considerable 
rethinking in terms of a slant on 
expansion of consumption and what 
it implies by way of an approximate 
price policy and employment policy. 
This is bound to influence our tariff 
policy. I think that, it has already 
done so, although the distortions of 
a quota-ridden system in an eco
nomy like that of India are such that 
quick results cannot be expected. 
It is, therefore, time that we 
thought of alternative methods of 
protection of Indian industries. I 
have heard it said at various sessions 
of the conferences connected wi th 
G A T T that quantitative import res
trictions are always more restrictive 
of trade and consumption than 
other forms of protection. One is 
not sure that this is the case. 
Readers w i l l find the following 
hypothetical cases interesting in this 
connection. 

The Tariff Method of Protection 

Let us assume that the quanti ty 
imported and consumed in the 
absence of protection is 40,000 units 
which sells at, say, Rs 9 per unit . 

Assume tariff protection at 
Rs 3 per unit . 

The duty-paid price is Rs 12 per 
uni t , and the consumption, let us 
suppose, declines to 32,000 units. 

Let us assume that units 
foreigners supply 20,000 

The domestic industry 
supplies 12,000 

The State earns a revenue of— 
20,000 x Rs 3 — Rs 60,000 

units 
Loss of consumption 8,000 
On 32,000 units con

sumed. loss is mea
sured by 32,000 x Rs 3 

zz: Rs 96,000 

The Subsidy Method of Protection 

In the absence of protection: 
Quan t i t y i m p o r t e d - - 40,000 

units 
Price = Rs 9 

Suppose a subsidy of Rs 3 per uni t 
is paid to the domestic producer. 

Since the price of the commodity 

does not rise ( i n the absence of the 
protective import duty) the con
sumption level w i l l remain the same, 
ie, say 40,000 units. 

Let us assume that : 
units 

Foreign supply =28,000 
Domestic supply = 12,000 
Cost of subsidy = 12,000 x Rs 3 

:— Rs 36.000 
This method is: 

(a) least restrictive of trade, and 
(b) least-restrictive of consump

tion. 
But this is not open to poor coun
tries as a genera! method of pro
tection. 

The-Pool Method of Protection 
Under the assumed conditions: 

pet unit 
Foreign price = Rs 9 
Domestic price = .Rs 12 
(fair selling price) 
Average price = Rs 10-

Suppose the Government fixes an 
average price of Rs 10-8 at which 
supplies pooled from foreign and 
domestic sources are sold to the 
consul neis. 

Since the rise of price Is less than 
under tariff protection consumption 
is restricted less. Let us suppose 
that the amount consumed is 36,000 
units, 

I. F Foreign supply is fixed to 
a quota of— 22,000 units 

D Domestic supply, let us 
assume, .-.114,000 units 

(1) F bought at Rs 9 
= Rs 198,000 

F sold at Rs 10-8 
= Rs 231,000 

(2) D bought at Rs 12 
= Rs 168,000 

D sold at Rs 10-8 
= Rs 147,000 

Profit on (1) = Rs 33,000 
Loss on (2) = Rs 21,000 

In this case Government makes a 
net profit = Rs 12,000. 

I I . If the proport ion of D is 
much greater, or if the average price 
is weighted in proport ion to F to 
benefit consumers, net profit wou ld 
be converted in to a loss which would 
be a subsidy paid by the state. But 
the subsidy would be small and pcr-

haps bearable in the case of a poor 
country. T h e position is summaris
ed below in terms of the example. 

The point to note in connection 
wi th such a system of import quotas 
for protective purposes is that it is 
the cheaper method of protection 
and is less restrictive of consumption 
and imports than the duty method 
of protection. 

The pool system of the k ind illus
trated above involves quantitative 
restriction; hut it is not a drastic 
kind of restriction which unduly i n 
hibits trade and internal consump
tion. I am aware that this system 
is difficult to work ; but we have 
instances in India of successful work
ing of mixing requirements. The 
pool system is a via media, the pos
sibilities of which should be seriously 
explored by the T a r i f f Commission. 
This can be done, however, only 
when the Tariff Commission does 
not deal merely wi th tariffs, and 
quantitative import restrictions are 
left to be determined only by exe
cutive action. This hiatus is bad 
from the point of view of rational
isation of the methods and quantum 
of protection. 

Under Article 18 of G A T T a mix
ing requirement as an aid to infant 
industry would be subject to inter
national supervision in the sense of 
prior approval in the same way as 
protective import quotas would be 
subject. There should be another 
attempt at Geneva to replace prior 
approval by subsequent approval. 
This attempt failed in 1947-48. Let 
us hope that it wi l l succeed in 1954-
55. But it can succeed provided 
that underdeveloped countries can 
convince themselves and others that 
they w i l l make very l imi ted use of 
quotas for protective purposes. 
Art icle 18 concedes that they are 
permissible when the object is to 
entourage the establishment or deve
lopment of an industry for the pro
cessing of an indigenous pr imary 
commodity of for the processing of 
a by-product of such industry. This 
concession is designed to encourage 
primary industrial development in 
poor, unbalanced agrarian or m i n 
ing economies. Another concession 
is that a protective quota wou ld be 
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