Introduction

Following the acceleration of the process of structural adjustment in 1991, India’s foreign trade regime underwent a major transformation.  Import duties were brought down progressively and significantly. Quantitative restrictions (QRs) have been phased out.    Starting from a substantial devaluation in the initial stages, the exchange rate of rupee has come to be market-determined. Nominal exchange rate of rupee depreciated subsequently. Policies and procedures in respect of exports and imports have been simplified.  Following this, Indian economy’s openness measured as the foreign trade to GDP ratio increased from 13.32 per cent in 1990-91 to 19.28 by 1995-96
 though it practically remained the same during the subsequent period.  This has been due to an increase in both imports and exports (Table-1).  There have, however, been persistent trade deficits which after remaining stable for some time, tended to be on the higher side from 1995-96 onwards.  

Table-1

India’s External Trade
(US $ Bn.)

	Year
	Exports 
	Imports 
	Change over the previous year (%)
	Trade Balance

(2) – (3)
	India’s Share in World Exports (%)

	 
	 
	 
	Exports
	 Imports
	
	

	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)

	1990-91
	18.13
	24.05
	 -
	-
	-5.92
	0.52

	1991-92
	17.87
	19.41
	-1.45
	-19.30
	-1.55
	0.50

	1992-93
	18.54
	21.88
	3.75
	12.72
	-3.34
	0.52

	1993-94
	22.24
	23.31
	19.97
	6.51
	-1.07
	0.58

	1994-95
	26.33
	28.65
	18.40
	22.95
	-2.32
	0.59

	1995-96
	31.80
	36.68
	20.77
	28.01
	-4.88
	0.60

	1996-97
	33.47
	39.13
	5.26
	6.69
	-5.66
	0.62

	1997-98 
	35.01
	41.48
	4.59
	6.01
	-6.48
	0.63

	1998-99 
	33.22
	42.39
	-5.11
	2.18
	-9.17
	0.61

	1999-00  
	36.81
	49.71
	10.80
	17.27
	-12.90
	0.64

	2000-01 
	44.56
	50.54
	21.07
	1.66
	-5.98
	0.66

	2001-02 (P)
	44.03
	50.63
	-1.19
	0.18
	-6.60
	


(P) Provisional.
The demand for imports is bound to increase due to the envisaged growth of the economy – raw materials, capital goods, components and energy.  The opening up of import of a variety of consumer goods is also likely to add to the import basket.   India has been also periodically required to depend on external sources for certain mass consumption items like edible oils.   Since the increase in imports noted above could have been due to relaxation of the import regime, and thus has been on the expected lines, and also because the commitments under WTO make the import policies virtually irreversible, the trade gap could only be dealt with by increasing India’s exports.  Thus to sustain a higher rate of growth while keeping the current account deficits under control and to make Indian industry competitive, it is imperative to increase the country’s exports at a fast pace.   The emphasis on increasing India’s exports could be seen from the fact that The Medium Term Export Strategy 2002-2007 envisages a near doubling of India’s exports to US$ 80 bn. by the end of the period which implies a compound annual growth rate of nearly 12 per cent.

During the ‘nineties, global capital flows have been dominated by private sector sources and are characterised by increasing share of non-debt creating flows. India has been no exception.  Coincidentally, sources of direct and indirect external funding for the corporate sector got diversified.  This in turn implies the shifting of repayment and service obligation from government to the enterprises.  Consequently, it should be expected that foreign exchange outgo on account of dividend outgo, capital appreciation, interest payment, etc. would increase.   Due to persistent current account deficits, borrowings and portfolio capital flows contributed significantly to India’s foreign exchange reserves.  Thus, even from this point, faster increase in exports is unavoidable.  

India’s exports grew substantially during the ‘nineties whether seen in terms of absolute values or relative to the GDP or seen in the world’s context (Table-2).  Since the introduction of new economic policies, India’s exports have risen from US$ 18 billion in 1991-92 to US$ 44 billion in 2000-02.  The export growth, however, has been quite uneven.  While during 1993-94, 1994-95 and 1995-96 it recorded impressive gains, the annual growth rates fell sharply in 1996-97 and turned negative in 1998-99. Once again, exports staged substantial recovery in 1999-00 and 2000-01.

The process has been accompanied by a change in the composition of India’s exports with an increase in the share of manufactured items and a diversification of exports.  The share of manufactured goods in the total exports of India increased from 75 per cent in 1991-92 to 79 per cent in 2000-01. Share of agricultural and allied products declined from 18 per cent in 1991-92 to 13 per cent in 2000-01. Similar is the case with ores and minerals.  Within the manufactured products too significant changes took place (Table-3).  

Liberalisation of the foreign trade regime has been accompanied by a transformation of industrial policies.  While industrial licensing has been abolished practically, the obligation to seek permission under the MRTP Act has been dispensed with.  The climate for restructuring of industrial enterprises is now more favourable as mergers and acquisitions are decided by the enterprises themselves instead of being influenced by official approvals.  Another major related development has been the relaxation on import of technology.  Enterprises have thus the freedom to decide on the scale, technology as also the composition of their production basket.  On the other hand, Indian enterprises are now more exposed to competition both from within and outside.  This is likely to have driven them to improve quality, productivity and service.  These developments should therefore have forced them to seek external markets on the one hand and make them better equipped to engage in export trade on the other.  While export-orientation is important by itself, a more relevant measure of a company’s contribution in the context of a country like India with persistent balance of payments deficits, is the net earnings of foreign exchange by the enterprises.  In the past, large Indian companies are known to be net spenders of foreign exchange.   It is of importance to know how this position has changed in the new regime.   

Table-2

Composition of India’s Exports
(Amount in US $ Million)
	
	
	Average Exports
	Share in Total (%)
	Increase 

(4) – (2)
	Share increase (%)

	
	
	1988-89 to 

1990-91
	1993-94 to

1995-96
	1998-99 to 

2000-01
	Col. (2)
	Col. (3)
	Col.(4)
	(4) – (2)
	

	
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)
	(9)

	I.
	Primary Products
	3816.57
	5795.67
	6870.93
	23.50
	21.64
	17.99
	3054.37
	13.91

	
	A.
	Agriculture and Allied Products 
	2874.80
	4778.50
	5881.77
	17.70
	17.84
	15.40
	3006.97
	13.69

	
	B.
	Ores and Minerals 
	941.80
	1017.13
	989.17
	5.80
	3.80
	2.59
	47.37
	0.22

	II.
	Manufactured  Goods
	11692.77
	20269.37
	30005.67
	71.99
	75.67
	78.55
	18312.90
	83.40

	III.
	Petroleum Products
	429.93
	422.80
	666.00
	2.65
	1.58
	1.74
	236.07
	1.08

	IV.
	Others 
	303.43
	382.10
	657.87
	1.87
	1.43
	1.72
	354.43
	1.61

	Total Exports 
	16242.70
	26787.90
	38200.47
	100.00
	100.00
	100.00
	21957.77
	100.00


Based on data provided in RBI, Handbook of Statistics on Indian Economy - 2001.

Table-3

Composition of India’s Manufactured Exports

(Amount in US $ Million)
	
	
	Average Exports
	Share in Total (%)
	Increase 

(4) – (2)
	Share increase (%)

	
	
	1988-89 to 

1990-91
	1993-94 to

1995-96
	1998-99 to 

2000-01
	Col. (2)
	Col. (3)
	Col.(4)
	
	

	
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)
	(9)

	
	Manufactured  Goods
	
	
	
	
	
	
	
	

	1
	Leather and Manufactures
	1223.90
	1554.10
	1734.13
	10.47
	7.67
	5.78
	510.23
	2.79

	2
	Chemicals and Allied Products
	1103.63
	1930.77
	3450.27
	9.44
	9.53
	11.50
	2346.63
	12.81

	
	a) Drugs, Pharmaceutical & Fine Chemicals
	467.53
	819.93
	1688.80
	4.00
	4.05
	5.63
	1221.27
	6.67

	
	b) Others
	636.10
	1110.83
	1761.47
	5.44
	5.48
	5.87
	1125.37
	6.15

	3
	Plastic and Linoleum Products
	94.47
	466.53
	661.50
	0.81
	2.30
	2.20
	567.03
	3.10

	4
	Rubber, Glass, Paints, Enamels and Products
	255.00
	594.90
	739.67
	2.18
	2.93
	2.47
	484.67
	2.65

	5
	Engineering Goods
	1949.80
	3645.70
	5492.60
	16.68
	17.99
	18.31
	3542.80
	19.35

	6
	Readymade Garments
	1875.13
	3181.23
	4901.80
	16.04
	15.69
	16.34
	3026.67
	16.53

	7
	Textile Yarn, Fabrics, Made-ups, etc.,
	1275.77
	2902.60
	4281.47
	10.91
	14.32
	14.27
	3005.70
	16.41

	
	a) Cotton Yarn, Fabrics, Made-ups, etc.,
	957.67
	2115.83
	3120.37
	8.19
	10.44
	10.40
	2162.70
	11.81

	
	b) Natural Silk Yarn, Fabrics, Made-ups, etc.,
	127.37
	132.20
	241.67
	1.09
	0.65
	0.81
	114.30
	0.62

	
	c) Others
	190.73
	654.57
	919.40
	1.63
	3.23
	3.06
	728.67
	3.98

	8
	Jute Manufactures
	168.33
	153.43
	155.90
	1.44
	0.76
	0.52
	-12.43
	-0.07

	9
	Coir and Manufactures
	24.50
	53.10
	56.53
	0.21
	0.26
	0.19
	32.03
	0.17

	10
	Handicrafts 
	3555.37
	5408.50
	8048.80
	30.41
	26.68
	26.82
	4493.43
	24.54

	
	a) Gems and Jewellery
	3045.87
	4590.33
	6940.53
	26.05
	22.65
	23.13
	3894.67
	21.27

	
	b) Carpets ( Handmade excl. Silk )
	291.97
	438.57
	451.57
	2.50
	2.16
	1.50
	159.60
	0.87

	
	c) Works of Art ( excl. Floor Coverings )
	217.57
	379.57
	656.67
	1.86
	1.87
	2.19
	439.10
	2.40

	11
	Sports Goods        
	49.47
	61.33
	69.70
	0.42
	0.30
	0.23
	20.23
	0.11

	12
	Others
	117.40
	317.20
	413.27
	1.00
	1.56
	1.38
	295.87
	1.62

	
	Total
	11692.77
	20269.37
	30005.67
	100.00
	100.00
	100.00
	18312.90
	100.00


Based on data provided in RBI, Handbook of Statistics on Indian Economy - 2001.

The present study attempts to examine some of the issues relating to India’s external trade emanating from the brief description of the changes in the policy regime presented above.  With the growing importance of the `firm' in understanding trade perform​ance of countries, the proposed study, with its emphasis on individual importers and exporters, would help in  a better understanding of the role and place of different categories of traders  in India's external trade.  

The study comprises of two main parts.  An analysis of Customs House data for the period 1988-89 to 1994-95 which seeks to bring out the changes in concentration in imports and exports, contribution of different categories of exporters to India’s exports and their corresponding share in imports with emphasis on the role of large companies and transnational corporations forms the first part.   The opening up of the economy has necessitated introduction of measures to minimise the negative impact of the phenomenon of transfer pricing.  In this context, Part One of the study also seeks to offer relevant empirical evidence and useful suggestions based on an analysis of the DTR data.  Part Two consists of a study of the transactions in foreign currencies of more than 2,000 non-government companies during 1995-96 to 2000-01.  Thus while the first part ends in 1994-95, the second starts with 1995-96.  Though this was necessitated for reasons of data availability, the dividing line has its own significance because of the coming into effect of the WTO agreement from 1995.   
� INDIA, Ministry of Commerce, Medium Term Export Strategy: 2002-2007, Table 2.1.1, p. 13.


� 	INDIA, Ministry of Commerce & Industry, Medium Term Export Strategy: 2002-2007, January 2002, p. 11.
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