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it in of vital importance to find out the impact of economic development on India's terms of trade in 
the last decade. 

So far attempts to analyse this problem have followed the movement in the commodity terms of 
trade only, and are, therefore, not very derisive. Commodity terms of trade relates to a unit of trade and, 
therefore, does not reflect the relationship between the total gain from trade and the total volume of trade. 

Income terms of trade removes this shortcoming, and gives us total gain from foreign trade. An 
adverse movement in the commodity terms of trade is quite consistent with economic growth induced by the 
working of foreign trade multiplier, so long as there is a favourable trend in the income terms of trade. 

The purpose of this article is to construct an income terms of trade index for India, and to examine 
the implications of the statistical findings. 

THE income terms of trade is de
rived by mul t ip lying the commo

dity terms of trade with the index 
of the volume of exports. We wi l l 
use the following symbols1: 

P or U V Price or l lnir value 
X or v Exports, or pertaining to 

exports 
M or m Imports, or pertaining to 

imports 
Q Quantity or volume 
V or P Q Value in money terms 
Z x Index of 'cost in trems of 

quantity of factors used 
per unit of exports 

Zm Index of cost in terms of 
quantity of factors used 
per unit of imports 

Then the commodity terms of trade 
(Te) is Px /Pm 100 and the income 
terms of trade (Ti) is Px/Pm.Qx or 
Px Q x / P m . The method adopted 
for giving weights is not given in 
the "Monthly Statistics of the 
Foreign Trade of India" published 
by the Department of Commercial 
Intelligence and Statistics a and 
therefore, we are not in a position 
to find out the degree of inaccuracy 
because of the possible exclusion of 
some exported and imported com
modities. The problems of weight
ing are also involved in the compu
tation of commodity terms of trade, 
but the non-existence of data dis
courages us to introduce weights. 

The period under study covers the 
two plan periods i e, 1951-52 to 
1960-61 with 1950-51 as the base 
year. The statistics for 1951-52 to 
1959-60 had 1950-51 as the base 
year, but the figures for 1960-61 
had 1958 as the base. In order to 
make them comparable, we convert
ed the 1960-61 data to the base year 
1 Following Kindleberger, C P "The 

Terms of Trade — A European Case 
Study" Chapman and Ha l l L t d , 
London, 1956, p xix. 

1950-51 by the. cha in l i n k m e t h o d . 
Part I makes a comparative analysis 
of the movements of the income and 
the commodity terms of trade. Part 
II brings out the possible implica
tions of the statistical results, and 
Part 111 analyses the conclusion. 

I 
Trends in the Income and 
Commodity Terms of Trade 
The annual index of the commo

di ty terms of trade for the period 
1951-52 to 1960-61. with 1950-51 
as the base year, is presented in 
Table 1. 

Looking back at the decade, 
which covers the two plan periods, 
we find an adverse movement in 
India's commodity terms of trade 
in 1960-61 as compared with 1950-
51. Dur ing the period the index 
moved against us by 21 per cent. 
In the first year of the First Plan 
it was substantially in our favour, 
but declined heavily in the second 
year. There was an improvement in 
the next two years, but the index 
again moved back in the last year 
of the First Plan by about 5 per 
cent. This adverse movement conti
nued in the first two years of the 
Second Plan, but in the last three 
years of the decade there was a fa
vourable movement of commodity 
terms of trade. 

The major cause of the worsen
ing of commodity terms of trade 
during the decade as a whole was 
the heavy fall by about 27 per cent 
in the export unit-value index 
(Table 2) In 1951-52 the index was 
at a high level, but it declined 
steeply the next year. This down
ward movement continued in the 
th i rd year of the First Plan, though 
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the rate of decline was much less. 
The export unit-value index became 
favourable to India in the fourth 
year, but moved against her by 
about 8 percent in the last year of 
the First Plan. In the first four 
years of the Second Plan the ex-
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port unit-value index was more or 
less stable, but it improved by about 
9 per cent in the last year of the 
decade. 

Table 3 shows that there was a 
decline in the import unit-value in 
dex also by about 7 per cent in 
1960-61 as compared wi th 1951-52. 
Rut this fall was more than offset 
by a four times .greater fall in the 
export unit-value index. There 
was a downward movement, in the 
index of unit value of imports 
during the First Plan period. The 
index rose- moderately in the first 
two years of the Second Plan, but 
showed a downward movement in 
the next two years. In the last 
year of the decade there was a 
rise of about 6 per cent. 

Table 4 indicates that the income 
terms of trade under-went a de
cline in the last year of the Second 
Plan as compared with the first 
year of the First (Man. The 
differences in the movement of 
commodity and income terms of 
trade are better analysed by com
paring the year-to-year percent
age changes for each. This we 
have done in Tattle 5. 

There was a wide divergence 
between the two indices at the 
beginning of the First Plan. While 
the commodity terms of trade 
were very favourable. the income 
terms of trade were against us. In 
the next three years the change 
in both the series is in the same 
direction. Dur ing the last year of 
the First Plan while the commo
dity terms of trade moved down 
by about. 5 per cent, the income 
terms of trade moved favourably 
by about 4 per cent. The reason 
was a 10 per cent increase in the 
quantum of exports in that year. 
Dur ing the first year of the Second 
Plan the fall in the income terms 
of trade was greater than in the 
commodity terms of trade. In the 
next two years also there was a 
divergence in the movements of 
the two terms of trade. But in the 
fourth year of the Second Plan 
while the commodity terms showed 
only a moderate favourable move
ment, income terms of trade show
ed a very substantial favourable 
movement. On the whole the 
income terms of trade show an 
adverse movement when we com
pare the last year of the decade 
wi th the first year. 

I I 

Implications of Statist ical 
Findings : 

The following implications em
erge from the foregoing descrip
tion of the movements in our com
modity and income terms of 
trade: 

(a) The marked deterioration 
in the commodity terms of trade 
was due to proportionately grea
ter adverse movement in the ex
port prices than the import prices. 

(b) Constant or improving in
come terms of trade mean that 
the loss to the country due to the 
adverse movement of export price 
and/or import prices have been 
more than offset by a proportion
ately favourable change in the 
quantum of exports. Hut when 
the income terms of trade also 
show a deterioration, it in an 
indication that exports have not 
expanded proportionately. 

We f ind that while the decline 
in commodity terms of trade was 
22 per cent, the fall in the income 
terms of trade was only 3 per 
cent OVER the decade. This de

monstrates that there must have 
been an upward trend in the 
quantum of export. But the 
increase of 22 per cent in the 
volume of exports (Table 6) was 
proportionately less than the fail 
of 27 per cent in. the export 
prices, otherwise income terms of 
trade must have shown an improve
ment, 

(c) Though the series of in
come terms of trade, gains from 
trade and volume of exports are 
not exactly comparable, there exists 
a relationship between them. The 
income terms of trade ( Px Qx )/ 
Pm less the index of the export 
volume Qx equals the gains from 
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Table 7 stresses a very useful 
implication. We find that chan
ges in India's foreign trade posi
tion, measured by capacity to im
port (income terms of trade), are 
more frequently the result of 
changes in volume of exports than 
of changes in gains from trade. 

(d) Inspi te , of the inadequacy 
of the available data we can 
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reasonably conclude that single 
factoral terms of trade ( Tc Zx = 
Px 

Pm) must have shown a 
Zx 
downward trend. Though there 
was sonic increase in productivity, 
but because of severe bottlenecks 
in transport and availability of 
raw materials. increases in pro
ductivity were intermittent and 
irregular. Therefore. they must 
have been less than adequate to 
counter the heavy decline in the 
commodity terms of trade. 

I l l 

Conclusion 

Our conclusion is that economic 
development in the initial stages 
has worsened both the commodity 
and income terms of trade of 
India. 

An explanation of the impact of 
economic development on the terms 
of trade of an underdeveloped 
country can be made in terms of 
price and income elasticities of de
mand facing her on the one hand 
and elasticity and adaptability of 
the resource use on the other. The 
price elasticity of demand for 
India's exports is less than unity 
as demonstrated by our findings. 
The response of export volume is 
less than proportionate to the de
cline in export unit-valued. Had 
the demand for our exports been 
price elastic, the income terms of 
trade would have moved in our 
favour. The income elasticity of 
demand for exports also appears 
to be inelastic. While income has 
increased substantially in the deve

loped countries, export to these 
countries has increased less than 
proportionately. 

Indian conditions illustrate the 
Kindleberger thesis that the ten
dency of terms of trade to move 
against the under-developed coun
tries is due to the low capacity of 
these countries to shift their re
sources1. India is still engaged in 
traditional forms of economic ac
tivity as she is in the early stages 
of development. Elasticity of 
supply is low. Capital formation 
is a slow and difficult process in the 
economic set-up of an under-deve
loped country like India . Facili
ties for agricultural credit are in
adequate and largely ineffective. 
Industry is eating up its entire 
savings and, therefore, no surplus 
is left for other sectors. The pro
blem is solved by the inflow of the 
foreign capital in the form of aid 
and loans. Moreover, the techno
logical advance is taking place at 
a snail's speed. Capacity to inno
vate is almost absent and abil i ty 
to initiate or to adopt foreign pro
ductive techniques is low because 
of the high level of illiteracy. 

Kindleberger C P 'The Terms of 
Trade — A European Case Study", 
The Technology Press of M I T and 
John Wiley and Sons. New York. 
1956. p 253 

In these conditions a shift in 
resources is extremely difficult. New 
entry into remunerative occupa
tions is hard in a predominantly 
rural society like India, because it 
depends pr imari ly on the discovery 
of new resources in land. In India 
we are t rying to add new land by 
building roads, railroads and by 
means of i r r iga t ion; but it is diffi
cult to raise internally the required 
capital at this stage of develop
ment, and therefore, the inflow of 
foreign capital becomes impera
tive. Exit from, an unremunerative 
occupation is also difficult, which 
means Iong-run inelasticity of sup
ply. As India has few alternative 
avenues of employment. the exer
cise of monopsony power on her 
exports greatly injures the terms 
of trade. Our resources are mostly 
committed to particular sectors, 
with the result that production 
does not adjust itself to decline in 
price, leaving us at the mercy of 
foreign monopsonists. The de
terioration in India's terms of 
trade can best be explained by the 
incapacity to adapt use of resour
ces to changing demand and price 
conditions. The only long-run re
medy is to energetically work to
wards greater elasticity and adap
tability of resources in response to 
a change in market phenomena. 
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