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formation. The Reserve Batik's study 
of local finances (summarised in the 
Bank's Bulletin of May 1965) covering 
selected ports, city corporations and 
municipalities over a period of ten 
years is, therefore, a useful contribu
t ion to the study of this significant 
segment of our public sector, 

A general expansion of the activi
ties of local bodies is only to be ex
pected; what is of interest is their 
approach mobilisation of resources 
and the extent to which their expen
diture is development-oriented. Among 
the three categories of local bodies 
studied in the Reserve Bank survey, 
city corporations predominate and their 
finances are, therefore, of special in-
terest. While the total income of all 
the three categories increased from 
Rs 67.9 crores in 1951-52 to Rs 230.1 
crores, that of city corporations 
jumped from Rs 35.7 crores to Rs 
148.4 crores. Likewise, city corpora
tions' expenditure rose to Rs 180.0 
crores in 1962-63 from Rs 34.8 crores 
in 1951-52. From the comparison of re
venue from various sources given in the 
Table one can see that city corporations 
have certainly stepped up their tax 
efforts and that profits from remune
rative enterprises have also gone up 
and contribute significantly to reve
nues. 

Taking all local bodies together 
there has been a more than fifteen -
fold increase in expenditure on public 
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health, public works and public i n 
struction between 1951-52 and 1962-
63. The shift in expenditure towards 
welfare and developmental activity is 
even more pronounced in the case of 
city corporations. For the 17 corpo
rations considered, while general ad
ministration accounted for only 3 1/3 
per cent of total expenditure, public 
health and convenience, public works 
and public instruction together ac
counted for 45 per cent. Expenditure 
on new construction of roads, bui ld
ings, machinery, equipment, vehicles 
and general repairs, which may be 
taken as an approximate index of 
capital formation, came to 18.5 per 
cent in 1962-63 for all local bodies. 

Concurrently wi th the expansion of 
their activities, the corporations have 
come to depend more on governments 
for their finances. In 1960 borrow
ings from governments was just about 
half of market loans; in 1962, on the 
other hand, it was twice as much. 

Share of Different Sources as Per 
Cent of Total Revenue of City 
Corporations 

61-62 '62-63 
Taxes 20 40 
Rates 10 7 
Profits from remunerative 

enterprises 7 14 
Receipts from property 2 2 
Grants from Government 6 7 
Loan Receipts 10 18 

Export Promotion through Import Entitlement 

IH A V E read with great interest I S 
Gulati's article, "Export Promotion 

through Import Entitlement", in your 
issue of May 22, 1965. He has cer
tainly brought a certain amount of 
clear thinking on the problem w h u h 
is of vi ta l interest to the country. 
Broadly speaking, the modified oasis 
suggested by him for import entitle
ment substitutes bonus entitlement at 
36.5 per cent of the export earning 
against the present scheme which gives 
import entitlement by way of twice 
the import content of an export pro
duct, subject to a ceiling of 75 per 
cent of the F O B value of export, 
wi th certain specific modifications on 
either side. It may be mentioned that 
the present scheme of import entitle
ment is based on the actual require
ments of the export trade as analysed 
and examined by the Ministry of Com
merce. W i t h varying degrees of 
competition of various products export
ed, and wi th varying values of the 

import content of the same, some kind 
of ad hoc arrangement has been arriv
ed at. A product by product examina
tion to know the value of net foreign 
exchange earned in each case would, 
therefore, be of great value so as to 
focus attention on those items where 
a variation in the import entitlement 
is l ikely to achieve greater results. Also, 
unnecessary detailed work may be 
avoided in the case of minor items 
where gains in foreign jxchang? may 
be negligible. This may be an empiri
cal approach, but it is l ikely to yield 
results. 

Regarding Gulati's suggestion of fix
ing bonus entitlement at 36.5 per cent 
(wi th a view to ensuring that it is wi th in 
the l imi t set by our present restraint), 
I would like to make a reference to 
Table 3A of his article. Under the 
modified scheme, exports of items 
falling under E, F and G are likely to 
be severely handicapped, as the bonus 
entitlement at 36,5 per cent of the ex

port earning is less than the value of 
the import content of the exported 
articles. Even in regard to the other 
items, say item D, practically the whole 
of the value of the bonus entitlement 
would be taken up in the value of the 
import content of the article w i t h the 
result that there would be no incen
tive to the producer to export this 
product if the internal price is higher. 
We need not discuss at this stage why 
the internal price is higher. Would not 
Gulati's scheme, therefore, have a 
retrograde effect on the total volume 
of exports under the entitlement 
scheme? 

There is another point which has 
not been touched upon in the article 
under consideration. This is the ques
tion of the importance to be attached 
to imports which are allowed to the 
exporters under the existing bonus en
titlement scheme which can be sold 
by the exporters in the internal market. 
It should be appreciated that these 
articles are not imported for fun. 
There is a genuine shortage of a large 
number of goods in India which have 
to be imported as a necessity and not 
as a luxury. If they are not allowed 
to be imported under the Export 
Promotion Scheme, they would have to 
be imported in any case. It is, mere-
fore, not quite correct to say that the 
total outlay and not the increase in 
outlay on bonus entitlement should be 
taken into account in making the ap
praisal of the outgoings against bonus 
entitlement. If this factor is taken 
into account, the value of the entitle
ment schemes w i l l be found to be 
much higher than made out in the 
article. 

Finally, I do not see why a bonus 
voucher scheme on the lines of Pakis
tan should not be tried. Pakistan gets 
away wi th it although she is a member 
of the International Monetary Fund. 
If such bonus vouchers are allowed on 
all exports except those which move 
on their own merits without assistance, 
and are freely saleable in the market, 
a good deal of administrative drud
gery could be avoided and exporters 
would know exactly where they stand. 
The use of these bonus vouchers could 
also be restricted to the import of jaw 
materials, components and other 
goods considered essential for the life 
of the nation. Perhaps Gulati would 
like to study the Pakistani Bonus 
Voucher Scheme and express his views 
on i t , 
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