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I WAS rather surprised to find 
you writing tangentially ("Panic 

Measures", July 3, 1965), without cri
tical comment, about the widespread 
and popular contention that the im
port entitlement schemes are respon
sible, via over-invoicing and advance 
entitlements, for the apparent discre
pancy between recorded exports and 
export receipts of over Rs 84 crores 
during 1964.65. 

I must confess that I have not yet 
seen any official pronouncement or 
evidence concerning this alleged dis
crepancy, although the figure and the 
explanation are being widely bandied 
about. The matter is of great interest 
from the economic point of view and 
also from the viewpoint of its impli
cations for the entitlement schemes' 
future; hence, I shall accept, for the 
sake of proceeding further with the 
argument, that there is indeed a dis-
crepancy of this order and that it is 
significantly larger than the normal 
(if any). 

The discrepancy cannot be explain
ed by over-invoicing of exports, Over-
invoicing leads to a discrepancy, not 
between exports (declared and effected) 
and export receipts, but rather bet
ween declared exports and actual ex
ports. Once the exports have been de
clared, albeit at an inflated value, the 
rules require that the corresponding 
"earnings" be brought into the country 
and surrendered to the Reserve Bank. 
From this point of view, therefore, 
over-invoicing has nothing at all to 
offer by way of explaining the alleged 
discrepancy between declared exports 
and receipts. 

Nor is it possible to condemn the 
system of advance entitlements (pre
sumably now removed) for this dis
crepancy. The defaults and delays on 
the executed bonds explain only the 
delays in effecting exports, not the 
alleged discrepancy between recorded 
exports and receipts. 

While these popular explanations 
are fallacious, it is possible to think of 
several possible explanations which 
can account for the discrepancy. I 
proceed to list the most likely ones 
below: 

(1) It is known that fictitious firms 
have disappeared, in zari and pepper 
for example, after securing their en
titlements. Now, where the firms 
secured advance entitlements, and the 

firms disappeared prior to effecting 
exports, there cannot be any effect on 
the alleged discrepancy at all. Where, 
however, the firms disappeared after 
effecting exports, there would be a 
shortfall in receipts below recorded 
exports. Surely, however, this pheno
menon cannot explain more than a 
tiny fraction of the alleged discre
pancy. Moreover, it should be noted 
that whereas entitlement schemes 
(owing to their subsidy implications) 
certainly enhance the profitability of 
such frauds, these cm occur even in 
the absence of these schemes when
ever there is any significant incentive 
for anyone to take capital abroad in 
an illegal manner. 

(2) Another practice, which ap
pears to have been recently detected, 
is the destruction of the GR form at 
the Customs by bribing the clerks. 
Since this form has to be sent on by 
the Customs to the RBI. whereupon 
the latter proceeds to enforce the ex
change rules governing exchange earn
ings, destruction of the form means 
that the RBI does not come to know 
of the export transaction at all! While 
this practice is ingenious, and the 
drive against black money recently 
may have made it worth pursuing 
with considerable bribery, it is un-
likely to account for a significant frac
tion of the alleged discrepancy; also, 
it is wrong to blame entitlement 
schemes for this malpractice, 

(3) Perhaps the most likely expla
nation, and one which needs to be 
looked into closely before conclusions 
are drawn for trade policy by the 
authorities, is a swing of trade credits 
against India. If the average lag bet. 
ween exports and receipts is three 
months for example (the maximum 
being six months, with exception for 
certain sales of capital goods), then a 
lengthening of this lag by even a 
month could conceivably account for 
a discrepancy of around Rs 60 crores 
on our present export level. (The ex
act effect on the time-profile of re
ceipts vis-a-vis exports, of such a shift, 
is fairly complex to work out in prac
tice, although the well-known work 
of Bent Hansen on the subject of 
foreign exchange credits and swings 
therein has clarified the theoretical 
position considerably.) This lengthen
ing of the lag may well be expected 
when devaluation is expected, or in

terest differentials have moved in 
favour of foreign holdings; and so on. 

(4) While some of these standard 
explanations may well have been valid 
as from the last quarter of 19154-65, 
there are at least two interesting 
ways in which the lengthening may 
have occurred in India as a result of 
the entitlement schemes as then in 
operation. Let me take the less im
portant one first. If over-invoicing has 
indeed been going on in any signifi
cant manner (as it is almost certain 
to have, what with the discount on 
the rupee for illegal transfers being 
rarely above 35 per cent at any Cen
tre during 1961-65 and the de facto 
subsidy on f o b export value in most 
schemes, via entitlements, being signi
ficantly above that), it is possible that 
the lag may have increased owing to 
over-invoicing, through the resulting 
delays in finding unauthorised ex. 
change and a possible tendency on the 
part of over-invoicers to put off buy
ing the unauthorised funds until the 
very end (thereby saving on interest 
costs). 

(5) I should guess, however, that a 
more important cause of the lengthen, 
ing lag is to be found in the fact 
(assuming that I am correctly inform-
ed about the relevant procedures) 
that entitlements have been related to, 
and exports recorded as of, the date 
of the shipping bill whereas the re
ceipts have to be surrendered to the 
RBI within six months of the date of 
shipment. Now, if the lag between the 
dates of the shipping bill and the 
shipping increases, the average lag 
between shipment and receipt remain
ing unchanged, there is a de facto 
lengthening of the lag between the 
dates of the recorded export and the 
receipt therefrom. There seems to be 
evidence of this having happened dur
ing 1964-65. Whereas the "normal" 
lag between the shipping bill and the 
shipment used to be around 7-10 days, 
with the maximum possibility of 21 
days, this lag seems to have stretch
ed out to an average of over three 
weeks during 1964-65, owing partly 
to congestion at the ports but largely 
to the desire on the part of exporters, 
keen to get their entitlements, to have 
their shipping bills executed at the 
earliest. 

Of course, there may even be more 
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"arbitrary" rule of (de facto) subsidies 
by another. He also seems to accept 
the government's tenuous contention 
that the rule is to fix the entitlements 
at twice the value of import content. 
Nor do I find him persuasive when he 
bases his economic analysis squarely 
on the implicit assumption that the 
entire entitlement is a social cost. Both 
the real politik and the economics of 
the entitlement schemes seem to me 
rather more complex than that. 
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mundane explanations such as a go-
slow policy On the part of RBI com
puting staff, lending to illusory short
falls in receipts, though this seems 
quite extraordinary and unlikely. 

If what I have argued above is cor
rect, then it is wrong to condemn the 
entitlement schemes for the alleged 
discrepancy between recorded exports 
and, receipts (except in the sense sug
gested in explanations (4) and (5), 
the latter of which is, again, remov

able by reform of the procedures). 
While I wish to stress this, so that 

the entitlement schemes are not con
sidered defective for the wrong rea
sons, I would like to disclaim to de
fend them as necessarily the ideal 
method of subsidising exports. I have 
read I S Gulati's recent paper on 
these schemes (The Economic Weekly, 
May 22, 1965) with very great inte
rest. It seems to me, however, that 
Gulati would have us replace one 


