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REPORT OF THE COMMITTEE ON BALANCE-OF-PAYMENTS
RESTRICTIONS Ol INDIAN. REGUIATORY DUTY

1. In April this year the Government of Iandia notified the CONTRACTING PARTIES
that, in view of the sharp decline in its foreign exchange reserves, it had imposed
a regulatory duty of 10 per cent ad valorem on all imports into India with certain
specific exceptions (GATT/ATR/457).

2. The Committee has, on the instructions of the Council (CM/27) examined the
balance-of-payments aspects of the levy. The Committee had before it the text of
the statement made by the representative of India at the Council meeting on

12 July 1965 (L/2458/Rev.l) and background material supplied by the represerrtatlve
of India (L/2447 amd BOP/55), as well as the documentation provided by the
International Monetary Fund as noted in paragravh 4 belcw.

De The Committee met on 5 November 1965. This report summarizes the main
points of the discussion.

Consultaticn with the International Monetary Fund

b, Pursuant to the provisions of Article XV, the CONTRACTING PARTIES had

invited the Internatienal Monetary Fund to consult with them. In accerdance with
the agreed vrocedure the representative of the Fund was invited tc make a statement
supplementing the Fund's documentation concerning the position of! India. The
statement made was as follows: .

"The Internaticnal Monetary Fund has transmitted to t;he CONTRACTING
PARTIES the Executive Board dec:isicm:L and background material from the last
consultation with India under Article XIV of the Fund Agreement. '

"The Fund invites the attenticn of the CONTRACTING PARTIES to the back-
ground pepers which it has provided. 4s indicated in those papers, India's
reserves gradually strengthened frcm the end of 1962 to May 1964 but then
declined sharply. On March 19, 1965 the Fund approved a stand-by arranber"‘ent
under which India was authorized to draw frecm the Fund up to the equrvale‘it of
$200 million cver the naxt 12 months. OCf this amcunt, $175 million had been
drawn by the end of September. Over-zll, India's reserve pcsition continues

lﬁeproduced in Annex 1.
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to be difficult. The general level of the various restrictive and,regulgtory
duty measuresS being applied by India does not go beyond the extent necessary
at the present time to stop 2 serious decline in its monetary reserves."

Opening statement of the representative of India

5. In his opening statement, the full text of which is reproduced in Annex II,
the representative of Indiz recalled that the considerations leading to the
imposition of the regulatory duty on imports had besn sst cut in the Finance
Minister's statement in the Indian Parliament on 17 February 1965 (circulated es
L/2447). Information on subsequent economic trends and the policy measures
adopted was contained in the documentation submittad to the Committee.

6. The representative of India recalled that the szrious pressure on reserves
which had-led tc the impcsition of the regulatory duty had been the result of a
rising debt service burden, larger imports of food and requirements for developments
and an expansion of oxporis at an inadequate rate. The utilization of externsl
assistance and the proportion available in non-project form had shown improvement
but this had not sufficed to prevent the fall in reserves.

7. He said that the regulatory duty was ocne of a series cf measures to deal with
the balance-of-payments situation znd explained the rationzle behind the
adoption of this measure. Other measures had since been taken in the budget for
1965-66 to strengthen the balance of payments. It had also become necessary to
suspend the issue of fresh import licences, cther than against assistance and:
private capital inflow, for a period during the first half of 1965, the full
import contrel policy for the year subsequently being published on 15 July 1965.
A scheme' of advance deposits was also enforced for a short time, being removed at
the time of the presentation of the supplementary budget for 1965-66 in

Auvgust 1955. In the supplementary budget the import tariff wes rationalized, its
structure being readjusted to suit the present stage of Indian development.
Duties bound under the GAIT were not raised above the bound levels.

8. The representative of India said that the balance-of-payments situation had
become even more acute as z result of recent developments on India's borders and
it was now considered essential to strengthen the balance of payments even more
rapidly than had been visualized earlier. He referred to certain measures which
had recently been announced to further this objective.

9. In conclusion the representative of India stated that the difficulties
connected with the balance of payments were, however, likely te ceontinue in view
of the expected decline in production in certain crops during the current year
which would have effects on both the import and export sides and in view of the
growing import requirements for development purposes. It was, he said, against
this background that the levy of the regulatory duty on imporis must be viewed.
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Discussion

10. The members of the Committee expressed their thanks to the representative

of India and to the representative of the International Monetary Fund for the

full and informative documentation and statements which had been made available.
There was also a general expression of sympathy and understanding for the difficult
balance-of-peyments situation in India. Hope was expressed that this situation
might soon improve. In view of the statements presented by India and the
International Monetary Fund, there was recegnition that special measures were
required to overcome tha difficulties.

11. With respect tc the develcpmant of the balance-of-payments situation as such,
and prospects for the immediate future, the represantative of India clarified in
response te a guesticn, that his Government hoped that no further decline in
reserves would occur during the current financial year 1905-65, although he
emphasigzed that in view of the very low level of reserves at the begirning cf the
year evan this achievemsnt would present. no snlution tco the problem. In the first
half of the year (April-September) reserves had falien frem Rs.1,160 miliion by
about Rs.50 million motwithstanding a drawing from the Rund of $75 million under
the stand-by credit of $200 million ($100 million had already been drawn) and a
rescheduling of a repurchase obligation on an earlier drawing from the Fund
amounting tc $25 million. For the sscond half of the year it was still hoped

to aveid any decline in reservess for the year as a whole, after meeting 2 Fund
repurchase obligetion of $75 million next March. Furthermore, in the succeeding
half year, April-Sepiember 1965, it would be necessary to meet & Fund repurchese
obligztion of $50 million whereas in the comparable half year of 1965 there had
been 2 net drawing from the Fund of a total of $75 million.

12. Interest was alsc expressed in knowing how India views results of its efforts
to stimulate the inflow of private foreign capital. The representative of India
explained that resultis appear to be quite encruraging, sven though no prascise
quantitative figures can be cited. In general, it appears that India's growing
industrialization is crsating o market sufficiently large to present interesting
possibilities to foreign enterprises in such fields as pairochemicals and metals
for which o substantial market is a prerequisite.

i>. ‘Coumenting on the very wide range of measures taken by India to ceope with her
balance-of-payments difficulties and in particular on the new and relatively high
tariff described by the representative of India, members of the Committee asked
whether it might not be possible to envisage a relaxetion of some of the other
controls. They recognized that the 10 per cent import surcharge imposed in 1963
had already been withdrawn but wondered whether other relaxations might not be
possible. In reply, ths representative of Indis emphasized that Indiz is very
interested in importing Jjust as much as can be financed by available earnings and
foreign 2id, in order to prass azhead with development plans. The restraints which
have been imposed are only those which are essential but the Government is on the
alert to introduce more flexibility and simplification wherever possible. As an
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example he cited the fact that certain categories of industrisi licence holders

mey now use part of their licences to impert any components and spare parts they
may need without special endorsement of their licences. However, so loag as exports
do not rise sufficiently and foreign a2id is inndequate teo cover import needs,
restraints will be needed, even though the abscluie level of imperts is expected
to increase. In this connexion he recalled that the Finance Minister's message of
19 August had specifically mentionad India's dJesire to move toward further
liberalizatiaon., and he added z2isc that meore liberal policies on the part of
India's trading pertners could meke a significant contribution to improvement of
India's export earnings.

14. Arong cther measures cdopted by India recently to help overcome the balance-
of-payments difficulties, special interest was expressed in the new tariff, which
had come intc effect on 10 August 19C5. In generel ths rote structure which hed
bsen adopted was designed tc adapt the tariff to India's changed eccnony, in thet
while it was formerly of great importance to focilitate the importatien of capital
equipment by low rates, much mzchinery is ncw ovaileable internaiiy, s~ that India
has thought it appropriate tc agproach the tractice of most developed countries
in making machinery dutiable a2t rates at least as high as those imposed on rew
veriais. Consequently machinery. apert from 2 few items chargecble at lower
rates, had been given a statutory rate of 40 per cent, like rew meterials, dul the
affective rate had temporerily been put five poinits lower in recegnition of the
difficulties which an abrupt incrense to the il rete might cause, tarviculariy
to projects for which financing has already been arrenged on other assumptions.
With respect to the possibiliiy thot India mey ot 2 later time wish to
rensgoticie rates of duty bound in GATT, which for the iime being remein at their
old ievel, the represenictive of Indiz assured the Comrities that Indis wouls >
when the time came, apprcach the CONTRACTING PLRTIES under the relcven: Trocsdures
of the General Agresment ir order io renegotiate thess obligatioms. Obvicusiy at
t time the mullification or impeirment of some concessions obtained by Ingiz
would need to be taken inte zccount. -

15. With regard tc the reguiatory duty itseif, the representative of India
explained in answer to 2 Guestion that its purpess wos anvisaged as three-folds
in restraining imports, it would helr overcome the immodizie bzliance-of-payments
crisis, but beyond that it would 2lso bring in needed revenus and weuld 2lso help
combat inflaticn by absorbing @ ceriain amcunt of mrchasing power. e confirmed
that the reguiatory duty is regerdsd as e temporary meosure. but pointed out thal
it would be impossible to predict when it might be possible tc remove the cuzy s
since that would depend vpcn 2 number of other factors, ir cluding exXport trends
and policiess of trade pertners. e nevertheless expressed the hove that it will
te possible tc remove the duity in cue course.

16. Cencerning the eppiicaiion of the reguloiory duty. it ws noted thai it
a2pplies to mest products, and the guestion was csked whether it 2iso applied
equally to imperis from 211 sources. The represeniotive of India confirmed that
net only the regulatory duty tut also 2li otkher Indian impor: duties are
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completely non-discriminetory sco for as scurce of supply is cencerned, apart from
historical tarify preferences sanctioned hy the GATT. Ioport licensing azzinst
cenverdtible foreign exchonge is also completely non-discriminmatory. Imporss
financed with tied z2id Inmve hewevar te be purchased in the ceuntry mroviding aid,

t otherwise procurement in Indic is carried out strictly on commercial
considerotions. Indis is fully aware of the need 3o meximize resources by mar-
chasing from the most competitive scurces, and does genercily itrade om o fully
cultilatoral basis in aocordance with her GATT cobligaiicns.

Ganerel

i17. The Corizitice hoac carried out the examination of the belance-oi-payments
aspects of e lovy.: In zccondonce with the reguest of the Cotmeil. I noted the
statement by the Internaiicntl Nonetary Fund thot the general level of the various
restrictive art mgulalssy duly meesures deing apnlied Iy India does not go beyond
the sxient neceszary &t he poesent time o step 2 saricus decline in its monstery
reserves. Thare MasS recogniiion thail specizl maasures were reguired to overcome
the AIfficul: holinnce-of-poymants situation of India.



ANNEX T

Internaticnal Mounetary Fund Executive Board Decision
Taken at the Conclusion of Zhe Fund's Consulitation
with India on 3C Juiy 1965

i. The CGovernmeni of India has consulited The Fund under Articie XIV, Section L,
of tke Fund Agreement ccncerning the further retention of its itransitional
arm mencs.

2. The strains expverienced by the Indien economy d&uring the past year, in the
ferm of 2 sharp increase in prices and acute externzi payments cifficulties, were
atiributeble in part to 2 sitaegnzsicn in the output of foodgrains for three con-
secutive years. This stagnatien was 2lso reflecied in a slow growth of aggregate
cuctit, especially on a per capita bzsis. These developrents point to the need to
give the highest priority To increasing agricultwral producticn.

3. The monetayy expansicn in the past three fiscal years has been excessive,
primarily because largs-sczale defense requirements superimpcsed on the needs of
the development effort lod itc increased use of Raoserve Eank rescurces oy the
Government; the expansicn of bank credii to the private secior wes aisc large.
In the budgetl for ithe current Fiscal year, 2 substantial reduciicn in the government
reiiance cn mank financing is cavisaged. In SepTesber 1964 and Fsbruzry 1985, the
Reserve Bank reiscd tha Bank Rale and ook other zcasures o sighien credit. The
Tund notes the Government s detorminaiion i achieve its budgetary target and to
take such credit control measures as would be needed to slow down the raie of
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ANNBX IX

The considerations leading %o the impositicn of the rcgulatory cduty on
imports have been setv out in the finence Minister's statement in Parliament on
1T .February 1965, which has boon circulated as GATT document L/2BAT. Information
on subsequent economic trends and the pclicy mceasures adcopted is contoined in the
various decuments circulated for the mecting.
At the timc the reguiateory duty was imposed, the foreign exchonge reserves
of Indiz, excluding £oid, had fallen o a level of orcund Rs.1,000 million;
over 1964-65 =s 2 whole, the decline in reserves was as much as Rs.720 million
and therc hald been a fali of Rs.1TC million Jdespite drawal of Rs. 476 miliion from
the Indernational Moneiary Fund even during the October 1964-Morch 1965 haif
year when there is normelly some improvement. The decline in rescrves hes
continued sinee. During April-Scptomber 1965, therc was @ declinc of
Rs.SC miliion, =nd in additisn theore wos o drawal of Rs.360 million ($75 million)
against 2 siandby which was negctiated lost Merch, from the Insernaticnel
Monetery Fund. The level of rescrves on 29 October 1965 2t Rs.1,3:3 million
execluding golid, was cquivaient tc lcss thon six woeks' imports. This is incdequete,
rarticuloriy in view of the faet that Indic has an outstanding commitment to
repurchase $125 millicn from the Internaticnal Monctary Fund.

The serisus pressurc on reserves hos been the result of 2 rising cebt
service burden, lorger imporits of food and requiremcnts for develcpment, and
expansion o exports ¢t an inadeguate rote. While the utilization of externmal
assistance ond the progertion avoiloble in non-project form have shown
improvexent, this hos not sufficed to trevent the f21l1 in reserves.

During 1C6%-65, imports amounted 32 Rs.13,630 nmillicn 2s compared 1o
Rs.12,030 miliion in the previcus year. The increased poyments for food
purchosedé cutside Public Low No. 480 alcne rose by Rs.200 million between the

two yeors, in spite of an inerecasc in foodgrains cutput of over 10 per eent. This
was becousc sitocks hod been depleted os o resuit of the stognetion in agricui-
sural cutout in the previsus years. incrcased imports of other commodities

were the result of = faster tempo of dovelcpmont and somc liberaiizetion of impors
- P

icensing during thot yezr. 4 high level of imports hos continued Guring
currens fiscol yeor. -

(d}

The level of exports curing 1964-065 ot Rs.8,030 million showed o rise of
oniy Rs.1C =mililon in comparison with the provious year. During 196%-65, there
was soms log between cxport shipment and recoipts, paritly on acccount of an interes

ct
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rote differential between the United Kingdem and Indic until February. This gep
has narrowed in recent months. Currently, however, exports are running 2t levels
slightly below thosc of last year. For April-August 1965, customs deta indicate
exports of Rs.3,140 million os agninst $3,260 millicn in the corresponding period
last year. In part, the 21l in experts is the result of lower world prices for
items such os iren ore wnd sugar. The avallcobilily of vegetable oils for export
has been negligibic 2wing to o posr crcp. '

The debt service burden is meounting in spitc of gradual improvement in the
terms ond conditions of fresh assistance. The payments of interest andé amorti-
zation of looms amsunted to Rs. 1,210 million in 1964-65 as compared with
Rs.1,110 million in the previcus year; in the first heif of the current fiscol
yeer such payments uave cmounted to Rs.70C miliion - necrly 40 per cent more thon
in the comparable period of last yecor.

While the peyments con invisibles account wre governcd by the oxchange control,
there has been a steady decline in receipts in recent yeors.

The balance-of-peyrments positicn Quring last yeer and during the current
vear would have been even wirse but fur the substantial improvement ir the
utilization of externzl aossistance, which in turn has been possible, in pard,
becausc of the lerger share of nun-project cssistence. - aid utilizztior in 1964-65
was Bs.5,026 miliion of which non-project assistance amounted 5 Rs.1,910 millisn.
Utilization of project assistones in the previocus yeoar wos RBs.2,568 millicn and of
non-projeet assistance Rs.i,500 miliion. : :

The regulatory duty is one of the series of mcasures designed to deal with
the balance-oi-poyments situstion. It seeks tv effect 2 meosure of economy in
imports. No cuubt imporis are restricted through quantitative controls. There
are, however, commcdities such 2s peiroleum preducts for wnich the use of
quentitative resyrictions is c@ministratively ineconvenient. 1%t has been the
practice to inhibit the consumpiicn by duties, previding exchange allocations

adequate to satisfy the Cemend. Further, in ithe case of imports Jor which the
Foreign exchenge ncesssary has o be determincd <n 2n ad hoc basis, such as imports
of mochinery and-spare parts, cdetailed ghysical sereening of the 1ist of goods
proposed T be imported conmnot be fully effective and o price deterrent for imports
was Judged to be necesszry. .Over the years ccnsidercble czpacity has been built
up within the ccuniry for the menufacture of nmumercus items of industry, transport,
power, mining =2nd cther cguipment A higher level of Import duty on the finished
goo€s enccuragss indusitry t 1

g

.

o actively seek loe=l substitutes, -thereby resulting
both in scme reductisn in agsregate foreizn cxchange cutlay and more efficicnt use
of the foreign exchange theat is, in fact, spent on imporss.  While the regulatory
duty is thus conceived cos an instrument to relieve the heavy pressure on India's
baiznee of poyments, it is not likely o result, as it hos not, in an absolute
deciine in impcris. India’'s nceds for impurts will grow with development; the

L

4

problem is only to put 2 restroint on the growth consistent with the weys and
means position. It may be zdded thot the regulatory duty has, consistently with

the cbjective behind it, been opplied in a wholly non-discriminastory menner as
between cormccitics; only o few exceptions have been made.
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The Finance Minister observed, while introducing the regulatory duty along
with other measures: "The strictest fiscal and monetary discipline has to be
observed in the interest both of stcbility of prices and of improvement in the
payments position." The measures taken included the increase in the bank rate by
a full percentage point from 5 to 6 per cent, a further stiffening in the terms of
lending by the Reserve Bank to the commercial banks in the interest of credit
control, a2 decision to review a2ll demands for imports against free foreign exchange
and an appeal to the Aid India Consortium for meximum possible assistarce in non-
project form. Just about that time, India approached the International Monetary
Fund for a standby credit of $200 million.

- Further measures have since been taken to strengthen the balance of payments.
The budget for 1965-66 visualized a nominel surplus for the first time in meny years.
In order to stimulate privete savings and investmant, personzl income taxation was
reduced at all levels; and in order to stimulate industrial growth, concessions
were.given to priority industries in corporate taxation. The budget contained
special provisions for stimulating exporis. A number of concessions in taxation
were given to an important export industry, namely, tea, following the reccormenda-
tions of 2 commitiee. A new scheme of tax credit certificatss was introduced under
vhich exporters are granted tax credit certificetes up to 15 per cent of the value
of the exporis. The taXx credits so far announced cover arcund half of India's export
It m2y be added that adoption of more iiberal commercial policies by India's
trading partners can meke 2 very useful contribution tc these efforts.

As the pressure on reserves continued to recur in the earlier part of the
current fiscal year, it became necessary to zuspend the issue of fresh import
licences other than against assistance and private capital inflow from about the
@middle of May, iicenmsing being resumed from 1 July 1965. The import policy for the
current year was a2nnounced on 30 June in so far as esteblished importers are
concerned and the procedure with regard to actual user licensing was announced on
2 July. The Tull import trazde control policy for the year was subsequently published
on 15 July 1965.

In order to phase the utilizetion of licences zlready issued, a scheme of
advance deposit agzinst imports wes introduced under which importers were required
to make 2 deposit of 25 per cent of the value of imports. The deposits were
refundable 2fter 2 period of two months. This was essentially 2 transitiocnal
measure. In the supplementary budget for 1965-66, which was presented in
August 1965, the import tariff was rationalized and ot the same time it was
announced that the advance deposits would no longer be cailled for. As a result of
the suppiementary budget, the tariff structure has been readjusted to suit the
present stage of Indian development. Unnecessary discrimination as batween tariff
-items has been removed, the brcad siructure of rates adopted besing 35 per cent for
machinery (with lower rates for certain items, such as those important for
agriculture), 40 per cent for basic industrial row materials, 6C per cent for other
intermeciate goods and 100 per cent or the previously existing rates for consumer goor
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It may be noted that the surcharges on duties levied earlier have been withdrawn,
with a view to simplification. Duties bound under the GATT were not raised above
the bound levels, but it was stated that in due course I‘enegotiation might be
sought on some of these items. Certain excisc duties were also raised. A sup-
plementary budget was necessary because it was found that expendi tures were
running at.levels higher than anticipated and it was thought desirable to take
timely action in the interest of stability. ‘The rationalization of the import
duty structure would also, it was stated, help import substitution.

The bzlance-cof-payments situation has become even more acute as a result of
recent developments on India's borders. The policy of the Government of India
continues to be t5 pursue development vigcrously while making adequate provision
for the country's defence. It is now considered sssential to strengthen the
balance of payment:s even more rapidly than was visuelized carlierr, Certain
measures have been recently announced to further this objective. Reference was
made earlier to the reduction in inward remittances on account of invisibles.

Under the National Defence Remittance Scheme certain import facilities are granted
against inward remittances te Indian nationals by way of gifts, Tamily remittances
and transfer of capital. A new Gold Bond Scheme has besn anncunced providing for
the return after fifteen years of gold subscribed in the form of bullion or
ornaments, with an interest rate of slightly below 4 per cent. New series of
Government bonds have alsc been issued to mobilize internal resources.

While all these mcasures will be of help, the difficulties of balance of
payments are likely itc continue in vi:ow of the expected decline in production in
certain crops this year. Failure of rains has affected the grounidnut crop and
also the cotton crop in several parts of the country. No firm estimates of criop
are yet available, but it is feared that the decline in oilseeds® production will
be substantial and thet the cotton crop m2y be aboui 5 per cent lower. The
position regarding food grains is also difficult. Production of rice will at
best be the same as last year; as regards wheat, scwings have been reascnezbly
sztisfactory, but the position will be Xnown cnly after a few months, since the
main crop is harvested in March-April. Governmeni is detesrmined ¢ intensify pro-
curement operaticns and also improve the machinery for distribution, introducing
rationing in towns with the population cf more than 2z million. With the best
effort, however, some imporis of fcod grains will be necessary and this will put
a pressure on the baiance of payments. ' ‘ ‘

A decline in output of commercial crops such as cctton and cilseeds will tend
to reduce export earnings and in spite of the concerted effort being mede to step
up exports, a substantial improvement will be difficult to achieve in the short
run. Import requirements, both for food and articles needed for development are
growing. The Indian balance of payments will thus continue to be under considerable
pressure during the ocming year. While capital inflows will be of considerable
assistance, it will continue to be imperative tc take all measures necessary for
restraining imports and making the best use of the foreign exchange avallable.

It is against this background that the levy of the regulatcry duty on imports
must be viewed.



