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FOREWORD

This is the first part of a comprehensive study on India's tariff 

structure and its effect on industrial' development sponsored by the Ministry 

of Industrial Development, -Government of India.

The study was planned in three parts. The focus of the first part 

is on the pattern of "nominal" and "realised" rates of customs duties. This 

part also deals with the concepts relating to tariff, the outline of the 

Indian tariff system, and analysis of tariff rates with quantifiable 

exemptions. A preliminary enquiry into the political economy of tariff 

protection is included in this part in an attempt to explain the differences 

in the nominal tariff rates across industries.

Such a study was felt needed as the rates of duties prescribed in 

the tariff structure do not always reflect the actual incidence of the duties 

because of exemptions and concessions allowed from time to time and 

information are of not available on these aspects for any recent year. The 

present study provides for the first time a detailed picture of the "realised" 

or actual incidence of customs duties for the 1980s covering 99 chapters of 

the tariff.

It is hoped that, the results presented in this painstaking study 

will be useful in practical work of ministries involved in the rationalisation 

of tariff structure.

The report presented here was done by a team lead by Dr. B.. 

Goldar, Dr. A.V.L. Narayana and Ms. Hasheern N. Saleem, Research Assistance for 

the project was provided by Mr. 8. Arya and Mr. M. Khan. Discussions with 

Mr. B.V. Kumar, Director-General National Academy of Customs, Excise and 

Narcotics and date provided by the staff members of the Academy have greatly 

enhanced the quality of the report. Special thanks are due to Dr. Rakesh 

Mohan, for the keen interest he has shown in the project.

A m a r e s h  B a g c h i  

D i r e c t o r
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STRUCTURE OF NOMINAL TARIFF RATES IN INDIA

1. Introduction

1 . 1  Trade policy, and in particular, tariff policy exerts a 

major influence on the process of development of. an economy. The 

structure of tariff rates influences resource allocation among 

different sectors of the economy through the system of incentives 

it creates. Tariff policy also influences investments, skill 

formation, learning-by-doing and technological progress in the 

economy. Another question with which tariff policy is concerned 

is that of raising resources for the government for meeting its 

expenditure, especially development expenditure. All these make 

a study of tariff structure very important.

1.2 There have been a num b e r  of studies, o f f i c i a l  and 

unofficial, on the structure of tariff rates in India.1 Some of 

the studies have estimated and analysed nominal tariff rates and 

effective rates of protection for all the major sectors of the 

Indian economy, while oth e r s  have e x a m i n e d  the extent of 

protection accorded to specific sectors of the economy by the 

s t r u c t u r e  of t a r i f f  rat e s  (and other i n t e r v e n t i o n s  in 

international trade). However, most of the available studies are
p

dated, and the recent ones do not have comprehensive coverage.

1. These include Bhagwati and Desai (1970), Bhagwati and Srinivasan (1975), 
Panchamukhi (1978, 1986), Nambiar (1983), World Bank (1984), ICICI
(1985) and BICP (1988).



Also, in these studies the authors have addressed themselves to a 

narrow range of issues r e l ating to the tari f f  stru c t u r e .  In 

p a r ticular, the effe c t  of the t a r i f f  s t r u c t u r e  on i n d u s t r i a l  

p e r f o r m a n c e  has not been a d e q u a t e l y  analysed. Therefore, a 

major, comprehensive study on India’s tariff structure is called 

f o r .

1.3 This study on India's tariff structure and its effect

on industrial development has been sponsored by the Ministry of 

Industrial Development. The main objectives of the study are:

(a) E x a m i n a t i o n  of the p a t t e r n  of c u s t o m s  duty rates, 

statutory and realised, during the 1 9 8 0s at the level 

of broad groups and detailed product classes;

(b) Analysis of the degree of protection accorded to Indian 

industries by the tariff structure, based on estimates 

of effective rate of protection, and

(c) Examination of the effect of effective protection on 

i n d u s t r i a l  p e r f o r m a n c e  r e f l e c t e d  by indices like 

profitability, growth and export intensity.

This is an interim report of the study covering the first

objective of the study mentioned above.

1.M The r e p o r t  is o r g a n i s e d  as follows: S e c t i o n  2

discusses some concepts relating to tariff. Section 3 provides 

an o u t l i n e  of the Indian t a r i f f  system. M a c r o  d i m e n s i o n s  of 

customs duties are discussed in Section 4. Analysis of tariff 

rates with quantifiable exemptions is presented in Section 5 .

2. One notable exception is a recent study of the World Bank (1989) in 
which tariff structure and the level of protection enjoyed by different 
industries have been analysed.
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A n a l y s i s  of r e a l i s e d  rates of c u s t o m s  duty is p r e s e n t e d  in 

Section 6 . Results of a preliminary enquiry into the political 

e c o n o m y  of t a r i f f  p r o t e c t i o n  are p r e s e n t e d  in S e c t i o n  7* In 

Section 8 , a comparison is presented between tariffs rates in 

India with those in some other developing countries. The main 

findings of the study are summarized in Section 9 .

2. Concepts

2.1 The terms 'tariff' and 'customs d u t y’ are generally

used interchangeably to denote a form of taxation on imports of 

commodities. Tariffs or customs duties are imposed the world 

over to subserve several objectives. The three main objectives 

are : ( 1 ) protecting domestic industry from imported goods with

which it competes, (2 ) raising revenue for the government, and 

(3 ) i m p roving the c o u n t r y ' s  b a l a n c e  of trade and t h e reby the 

balance of payments position. In developing countries, tariffs 

or c u s t o m s  d u t i e s  are often p i t ched at a high level with all 

these three objectives in view.

2.2. From the point of v i e w  of i n c e n t i v e s  for d o m e s t i c

industries, it is important to study how far domestic prices of 

indu s t r i a l  p r o d u c t s  are raised above the world prices by the 

imposition of tariffs. In this connection, it should be noted 

that tariff is but one of the many factors that drive a wedge 

between domestic and international prices. Thus, the difference 

between domestic and world prices of a commodity may be more than 

the amount of tar i f f  duty, b e c a u s e  there are q u a n t i t a t i v e  

restrictions on imports of that commodity. On the other hand, 

the d i f f e r e n c e  may be less than the amou n t  of tariff duty, 

because competition among domestic producers keeps the price low 

(in r e l a t i o n  to what tariff permits) or there are g o v e r n m e n t  

regulations on the price of that commodity. Also, the potential
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protection arising from tariffs may not be fully utilised due to 

smuggling, u n d e r - i n v o i c i n g  of imports or c o r r u p t i o n  in the 

customs system.

2.3 The rate of tariff or c u s t o m s  duty fixed by the

government on imports of a commodity may be termed as nominal 

tariff rate to distinguish it from implicit tariff rate which is 

defined as the ratio of domestic to international price of the 

c o m m o d i t y .  I m p l i c i t  t a r i f f  rate r e f l e c t s  both the e f f e c t  of 

customs duties and the effect of various other factors mentioned 

above, including quantitative restrictions on imports. A study 

of the s t r u c t u r e  of implicit t a r i f f  rates is o b v i o u s l y  m o r e  

i n t e r e s t i n g  than a study of the s t r u c t u r e  of n o m i n a l  t a r i f f  

rates. Indeed, in many e m p i r i c a l  studies on p r o t e c t i o n  to 

domestic industries, the analysis is based on estimated implicit 

tariff rates. However, one serious difficulty in working with 

i m p licit t a r i f f  rates is that these are v e r y  d i f f i c u l t  to 

estimate satisfactorily. For computing implicit tariff rates one 

requires data on prices of commodities in domestic market and 

p r i c e s  of these p r o ducts or very s i m i l a r  p r o d u c t s  in 

i n t e r n a t i o n a l  markets, which are, n e e d l e s s  to say, h a r d  to 

obtain. Nominal tariff rates, on the other hand, are obtained 

from published government sources or derived from data on actual 

imports and actual customs duty collection. The ratio of customs 

duty c o l l e c t i o n  to the value of imports of a c o m m o d i t y  is 

generally called the collection duty rate or the realised duty 

r a t e .

2 . k  In this report, we e x a m i n e  only the s t r u c t u r e  of

nominal tariff rates and do not go into the aspect of implicit 

tariffs. Thus, the study is c o n c e r n e d  with p r o t e c t i o n  to 

industries accorded by the tariff system and no attempt is made 

to quantify non-tariff protection. Also, we do not analyse the 

e f f e c t i v e  rates of p r o t e c t i o n  which take into account t a r i f f



rates on both output and inputs of a p r o d u c t i o n  a c t i v i t y  and 

provide the net incidence of the protection system on domestic 

p r o d u c t i o n  acti v i t i e s .  This will be u n d e r t a k e n  later in the 

second phase of the study.

2.5 For analysing the structure of tariff rates, one has to

take averages of tariff rates for different commodities. One may 

take simple averages or weighted averages. Again, one may take 

imports as weights or domestic production as weights. It has 

been argued in the l i t e r a t u r e  that both i m p o r t - w e i g h t i n g  and 

production-weighting leads to some biases in aggregation. If 

imports are used as weights, the average tariff rate tends to get 

underestimated since high tariffs are normally associated with 

low imports. If domestic p r o d u c t i o n  is used as weights, the 

average tariff rate tends to get overestimated since high tariffs 

have a tendency to be associated with high levels of domestic 

production. Unweighted averages are free from these biases, but 

suffer from the limitation and these may give undue weights to 

u n i m p o r t a n t  items. It has been suggested, therefore, that 

d o m estic a v a i l a b i l i t y  or sup p l y  ( i m p o r t s  plus d o m e s t i c  

production) should be used as weights.

2.4 Data on p r o d u c t i o n  of Indian ind u s t r i e s  are not

available at sufficiently disaggregated level compared to the 

level of disaggregation at which tariff rates and import data are 

ava i l a b l e .  There is also a serious problem of m a t c h i n g  

industrial classification with trade classification. Therefore, 

in the study, simple averages and import-weighted average have 

generally been computed. Only in some cases production weights 

have been used.

5



3. India's Tariff System

3*1 The following types of customs duties are levied by the

Union government on goods imported into India:

(a) Basic Customs Duty: Under Section 12 of the Customs Act,

1962, all goods imported into India are c h a r g e a b l e  to a

duty. This duty is popularly known as basic customs duty. 

The rates of duty are indicated in the First Schedule to the 

Customs Tariff Act, 1975.

(b) Auxiliary Duty of Customs: Under Section 4 of the Finance

Act, an auxiliary duty of customs is leviable on all goods 

imported into India.3

(c) A d d i t i o n a l  ( c o u n t e r v a i l i n g )  Duty of the Customs: U n d e r

Section 3(1) of the Customs Tariff Act, 1975, an additional 

duty is leviable on goods imported into India. This duty is 

popularly known as countervailing duty. The rate of this

.duty is eq u a l  to the exc i s e  duty on like a r t i c l e s  if 

produced or manufactured in India. If the rate of this duty 

is on ad valorem basis, the value for this purpose is takep

as the sum of the value of the imported a r t i c l e  and the

c u s t o m s  d u t y  (basic and a u x i l i a r y )  on it. Also, un d e r  

Section 3(3) of the Customs Act, 1975, an additional duty is 

l e v i a b l e  on c e r t a i n  s p e c i f i e d  a r t i c l e s  in or d e r  to 

c o u n t e r - b a l a n c e  the excise duty l e v i a b l e  on any raw 

m a t e r i a l s ,  c o m p o n e n t s  and i n g r e d i e n t s  going into the

production of those articles in India.

3. Basic and auxiliary duty have the same tax base. Thus these can be 
added.
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3 . 2  The basic duty rates specified in the First Schedule of

the Customs Tariff Act, 1975 are often called the scheduled rates 

of basic customs duty. There are two categories of scheduled

rates, namely, s t a ndard rate and the rate a p p l i c a b l e  to 

preferential areas. The preferential areas are known through 

separate n o t i f i c a t i o n s  and they are g e n e r a l l y  g o v e r n e d  by

specific agreements, such as the Bangkok agreement.

3 . 3  The standard rates of basic customs duty are generally

ad valorem. Only in a small proportion of cases, specific rates 

or combination of ad valorem and specific rates are applicable. 

The range of ad valorem rates of standard basic customs duty is 

from 0 to 300 per cent. The rates of 10055, 60% and are very

common. For a majority of items, one of these three rates is

applicable. Thus, at the first sight, the structure of basic 

customs duty rates appears quite simple. But, in reality, the 

system of basic customs duty is very complex. This is so because 

the actual duty rates applicable on different goods, which are 

called the effective duty rates, are determined by the various 

exemption notifications issued by the government from time to

t i m e .

3.4 Because there are a large n u m b e r

n o tifications, the s t r ucture of e f f e c t i v e  basic 

rates is quite different from that of the standard 

duty rates. Basically, there are four types 

not i f ications:

(a) those providing customs duty exemption, by the same amount, 

to all items falling under tariff heading at a disaggregated 

level, say at 4-digit BTN code or 6-digit HS code (discussed 

later) ;

of e x e m p t i o n  

customs duty 

basic customs 

of e x e m p t i o n
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(b) those providing customs duty exemption to only some items 

falling under a t a r i f f  h e a d i n g  at a d i s a g g r e g a t e d  level 

(4-digit BTN or 6-digit H S ) ;

(c) those providing customs duty exemption to a commodity if it- 

is used for a specified purpose;

(d) those providing customs duty exemption to a commodity if it 

is imported from a specified country.

Quantification of the first type of exemption notifications is 

easy, but for the second, third and fourth types, it is 

difficult. The second type of exemption notifications makes the 

customs duty rate differ among different items belonging to the 

same tariff heading at a highly disaggregated level, while the 

third and the fourth types make the tariff rate for a commodity 

differ according to use and source of supply.

3.5 Auxiliary duty of customs is announced on annual basis

along with the Budget. The general rate of auxiliary duty of 

customs was 20 percent for 1980-81, 25 percent for 1981—82, 30

percent for 1982-83, 35 p e r cent for 1983-84, 40 p e r cent for 

1983-84 to 1987-88 and 45 percent for 19 88 -89 and 1989-90. As in 

the case of basic duty rates, there are exemption notifications 

in respect of auxiliary duties. One notification specifies slab 

rates of auxiliary duty according to the basic rate of customs 

duty l e v iable. Also, it s p e c i f i e s  a u x i l i a r y  duty rat e s  for 

p e t r o l e u m  p r o d u c t s  and for items which are subject to basic 

customs duty at specific rate or at a combination of specific and 

ad v a l o r e m  rates. In addition, there are many n o t i f i c a t i o n s  

exempting a part or the whole of auxiliary duty in respect of 

items specified.

8



3.6 It has been noted above that all goods imported into 

India are liable to pay a d d i t i o n a l  ( c o u n t e r v a i l i n g )  duty of 

customs equal to the excise duty for the time being leviable on 

the like article produced or manufactured in India. In this case 

too, various notifications exempt wholly or partly additional 

customs duty leviable on specified commodities.

Classi fication

3.7 The main purpose of the Customs Tariff Act, 1975 was to 

replace the First Schedule of the Indian Tariff Act, 1934 by a 

new schedule based on Brussels Tariff Nomenclature (BTN). The 

tariff schedule continued to be based on BTN till 1985-86. From 

1986-87, the Harmonised System (HS) has been adopted.

3.8 In Brussels Tariff Nomenclature (BTN), also known as

Customs Co-operation Council Nomenclature (CCCN) there are 1097 

heading arranged in 99 Chapters which are themselves grouped in 

21 sections. The g r o u p i n g  of the h e a d i n g s  in S e c t i o n s  and 

C h a pters is based on the g e n e r a l  p r i n c i p l e  of c l a s s i f y i n g  

together, in the same group, all goods obtained from the same raw 

material and arranging them progressively, i.e., starting from 

the raw materials and processing to the finished products and 

articles. This p r i n c i p l e  has, however, been r e l a x e d  for a 

industry which uses a variety of raw materials. Each BTN heading 

is identified by a f o u r - d i g i t  number: the first two dig i t s

represents the Chapter in which the heading appears, while the 

last two indicate its position in the Chapter.

3.9 While India's import tariff s c h e d u l e  in use till

1985-86 was based on BTN, the individual headings of BTN were 

m e r g e d  to accord with the patt e r n  of I n d i a ' s  foreign trade. 

Where the BTN classification was found to be too detailed from 

the point of view of India's requirements, such headings were

9



merged into a single heading, but care was taken to ensure that 

these are a d j a c e n t  h e a d i n g s  only. In a n u m b e r  of h e a d i n g s  

(merged or original headings of BTN), separate sub-headings were 

created to provide for differences in rates of duty or to specify 

individual articles of importance in the import trade. To give 

an example, BTN h e a d i n g s  83*01 to 83*15 were m e r g e d  into one 

heading 83-01/15- But, under this heading, three sub-headings 

were crea t e d  8 3 - 0 1 / 1 5 ( 1 ) ,  8 3 - 01/15(2) and 8 3 - 0 1 / 1 5 ( 3 ) -

Evidently, India's tariff schedule, used till 1985-86, did not 

correspond exactly to the BTN classification.

3-10 With the a d o p t i o n  of the H a r m o n i s e d  S y s t e m  from

1986-87, India's tariff schedule has become more detailed. For 

about 5 t h o u s a n d  6 - d i g i t  HS codes, t a r i f f  r a t e s  have b e e n  

specified. The Chapter scheme has broadly remained the same. 

But, a number of items have been shifted from one Chapter (under 

BTN) to another (under H S ) .

Non-Tariff Protection:

3-11 An an i n s t r u m e n t  of protection, the Indian t a r i f f

system has been playing only a se c o n d a r y  role; much m o r e  

important have been non-tariff measures of protection, including 

the import l i c e n s i n g  system, c a n a l i z a t i o n ,  the "actual user" 

policy, phased m a n u f a c t u r i n g  p r o g r a m m e s  that p r o v i d e  for 

p r o g r e s s i v e  import s u b s t i t u t i o n ,  i n d u s t r i a l  li c e n s i n g  and 

government purchase preferences given to domestic producers.^ 

How import licensing system and canalization regulates imports 

and protects local industries is obvious and does not require any 

discussion, except to note that more than half of the imports are 

canalized and only a small part of the items imported is free 

from the import licensing system. An additional barrier to the

4. For discussion on these non-tariff protection measures, see India, An 
Industrialisation Economy in Transition, World Bank, 1989, Pp. 126-29.
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flow of imports has been c r e a t e d  by the " a c tual user" policy 

which disallows imports for resale by excluding intermediaries 

from importing. Phased Manufacturing Programmes (PMPs) and their 

accompanying "List Attestation" procedures are another non-tariff 

barrier, since under a PMP the c o n c e r n e d  firm agre e s  to 

progressively replace imported materials, parts and components 

(including those under OGL) with materials, parts and components 

p r o d u c e d  in-house or by other Indian firms. To ensure the 

i m p l e m e n t a t i o n  of the agr e e m e n t ,  the import of all such 

materials, parts and components requires prior clearances by the 

sponsoring authority for the industry. The industrial regulatory 

system also acts as a non-tariff barrier since projects involving 

h i g h  foreign e x c h a n g e  out l a y  get less f a v o u r a b l e  treatment. 

Thus, the capital goods committee may not approve applications 

for industrial license for such projects or may require local 

sourcing of particular machinery and equipment.

3.12 Some comments on the interaction between the tariff

system and non-tariff measures would be in order here. It should 

be noted first that m a n y  of the t a r i f f  duty e x e m p t i o n  

notifications are such that these enable particular industries or 

e v e n  individual firms to o b t a i n  their i n t e r m e d i a t e  input and 

capital equipment at lower cost than others. As a result of such 

specific exemptions, the same product is frequently subject to 

varying import duty rates according to which firm or industry 

u s e s  it, and for what purpose. This op e n s  up p r o f i t a b l e  

opportunities for reselling products imported with low duties to 

buyers who can only import with high duties or must buy in the 

local market at protection inflated prices. Detailed controls 

and checks are t h e r e f o r e  n e c e s s a r y  to p r e v e n t  this kind of 

arbitrage. Clearly, for this reason, the administration of the 

c u s t o m s  tariff has to rely to a large e x t e n t  on the import 

li c e n s i n g  c o n t r o l s  and the "actual user" policy. S e c ondly, 

import licensing and other such restrictions on imports gives

11



rise to economic rents to be earned by persons who are permitted 

to import. Thus, tariff duty acts as an instrument in the hands 

of the government to mop up partly such economic rents. Finally 

it must be recognised that although there are various restriction 

on imports, Indian e n t r e p r e n e u r s  do get a r o u n d  the co n t r o l s ,  

e s p e c i a l l y  for imports of i n t e r m e d i a t e  and c a p i t a l  goods and 

t h e r e f o r e  the t a r i f f  s y s t e m  functions as a s e c o n d  line of 

defence for domestic industries producing import-substitutes.

Tariff and Domestic Indirect Taxes

3*13 Domestic indirect taxes (notably excise, sales tax and

octroi) interact with the customs duty in a complex manner to 

a f f e c t  the n o m i n a l  p r o t e c t i o n  that is a v a i l a b l e  to local 

producers and the nominal protection faced by buyers. Since no 

sales tax is paid by purchasing firms who import on their own 

account while it has to be paid by Indian manufacturers competing 

with these imports, producer's nominal protection- is less than 

the rate of customs duty (basic plus auxiliary). The higher the 

rate of sales tax, the lower is the level of protection to 

d o m e s t i c  p r o d u c e r s  given the rate of c u s t o m s  duty. For 

example, if the rate of customs duty is 140 percent, the rate of 

excise (= countervailing) duty is 20 percent and the rate of 

sales tax is 4 percent, the rate of p r o t e c t i o n  to d o m e s t i c  

producers is about 130 percent, which is 10 percentage points 

be l o w  the rate of c u s t o m s  duty. If the rate of sales tax is 

taken as 10 percent, the ext e n t  of p r o t e c t i o n  to d o m e s t i c  

producers goes down to 118 percent.

3.14 F r o m  the point of v i e w  of users, the ext e n t  of

protection depends on both customs duty and countervailing duty. 

The effect of the countervailing duty depends on whether or not 

the user can get MODVAT offset. If M0DVAT applies as in the case 

of material inputs used by excise licensees, user's protection is

12



the same as the rate of customs duty and therefore higher than 

producer's protection due to the effect of sales tax. If MODVAT 

does not apply (as in the case of capital goods) user's nominal 

p r o t e c t i o n  is g e n e r a l l y  much higher than p r o d u c e r ' s  n o m i n a l  

p r o t e c t i o n .  To e x p l a i n  this point, let us c o n s i d e r  again the 

e x a m p l e  given above. Let the c .i . f. price of the imported 

commodity be Rs.100. With basic duty of 100%, auxiliary duty of 

40% and c o u n t e r v a i l i n g  duty of 20%, the cost of the imported 

a r t i c l e  including c u s t o m s  duties is Rs.288. Thus, if M O D V A T  

offset is not available, the user pays 188% more than the border 

price of the commodity. The domestic producers, on the other 

hand, receives a price, net of domestic indirect taxes, of Rs.240 

if there is no sales tax, and Rs.218 if there is sales tax of 

10?. Thus, the producer protection is only 140% with no sales 

tax and 118% with 10% sales tax. If MODVAT offset is available 

for the user, then the effective price of the commodity for him 

is Rs.240, i.e., he pays 140% more than the border price. In

this case "user's protection" is closer to the extent of domestic 

producer's protection.

4. The Level of Import Tariffs in India; A Macro View

4.1 In this section, we c o n s i d e r  the issue of import

tariffs that have been imposed and revenue generated therefrom 

in India since 1974-75- We provide a discussion on the level of 

their incidence in India as compared to other countries in which 

indirect taxes play vital role. A macro view is also sought to be 

taken as to whether the level of import incidence obrarved in the 

Indian case has been as what it should be. The idea is to compare 

and contrast the Indian case with such other countries which had 

adopted more or less the same type of development strategies in 

the process of their industrial development. Furthermore, the 

role of customs duties will also be examined in this section as a 

source of revenue for the Central Government.'
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mobilise revenue and also as an economic policy instrument to 

p r o v i d e  the i n t ended level of p r o t e c t i o n  to the d o m e s t i c  

industries from import competition. India has pursued the path of 

s e l f - r e l i a n c e  since i n d e p e n d e n c e  by a l l o w i n g  only e s s e n t i a l  

imports and following the strategy of import substitution. Thus 

the process of industrial development has been characterised by a 

plethora of tariff and non-tariff barriers to the import flows 

into India. The well known economic arguments for protection as 

advanced by Gunnar Myrdal and Raul Prebisch can be found in the 

seminal papers by Balassa ( 1980, 1982, 1989) on the strategies

for i n d u s t r i a l i s a t i o n .  It was s u g g e s t e d  by B a l a s s a  that the 

p r o c e s s  of i n d u s t r i a l  d e v e l o p m e n t  of a c o u n t r y  may be 

conveniently divided into two stages of import substitution. In 

the first stage of import substitution, Balassa points out, "with 

the e x c e p t i o n  of B r i t a i n  at the time of the I n d u s t r i a l  

Re v olution, and more recently, Hong Kong, all p r e s e n t - d a y  

industrial and developing countries protected their incipient 

manufacturing industries producing for domestic market. A number 

of p r e s e n t - d a y  d e v e l o p i n g  c o u n t r i e s  a p p l i e d  high t a r i f f s  or 

quantitative restrictions that limit or even excluded competition 

from i m p o r t s . T h e y  are characterised by high rate of protection 

with overvalued exchange rates. Balassa's study indicated that 

such high rates of protection and import prohibition, as in the 

case of Ghana, encouraged inefficient, high cost production in 

manufacturing industries. The second stage of import substitution 

is marked by replacement of intermediate and capital goods as 

well as consumer durables by domestic production. Thus, a high 

degree of p r o t e c t i o n  is a c c o r d e d  to domestic i n d u s t r i e s  on a 

continuing basis. But, inter-industry linkages assume greater

Balassa (1980, p.7)*
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importance with the i n d u s t r i a l  g r o w t h  at this stage. In the 

second stage of import substit u t i o n ,  the c o u n t r y  may have an 

opt i o n  to choose a p a r t i c u l a r  type of i n d u s t r i a l  d e v e l o p m e n t  

strategy, which he c l a s s i f i e d  as (a) inward looking and (b) 

o u t w a r d - l o o k i n g .  At this stage, the a c h i e v e m e n t  of high 

industrial growth rates r e q u i r e s  the c o u n t r y  to e x p o r t  

manufactured goods. That means, in the case of outward-looking 

development strategy, the country would look outward and industry 

would grow by e x p a n d i n g  its p r o d u c t i o n  m a i n l y  for exports. 

Alternatively, industrial growth may be accomplished at higher 

rates by catering larg e l y  to d o m e s t i c  m a r k e t  if there exis t s  

sufficient demand at home, in which case the country would look 

inward and there will be d i s c r i m i n a t i o n  a g a i n s t  exports. In 

either case, the o b j e c t i v e  of import s u b s t i t u t i o n  is p u r sued 

using high level of import t a r iffs and other q u a n t i t a t i v e  

r e s t r i c t i o n s  on imports. C o n s i d e r i n g  the level of i n d u s t r i a l  

development that has taken place in India during the past one and 

half decades, it may be conveniently stated that a major reason 

for the high i n c i d e n c e  of t a r i f f s  in India, as the later 

discussion will bring out, seems to be its preponderance over the 

ob j e c t i v e  of saving scarce foreign e x c h a n g e  through import 

substitution and also its continuing efforts to be self reliant. 

It is therefore, appropriate to place India in the group of such 

countries which adopted import substitution policies which are 

more inward-looking than outward-oriented. However, since not all 

imports have been s u b s t i t u t a b l e  by domestic p r o d u c t i o n  and 

pa r t i c u l a r l y  b e c a u s e  the c o u n t r y  has lacked c e r t a i n  n a t u r a l  

resources like petroleum and edible oils in sufficient quantity, 

it became necessary for India to generate the required foreign 

exchange reserves for meeting the import bill on such products. 

Thus, exportation has more often been a necessity for earning 

foreign exchange than a d e l i b e r a t e  plan s t r a t e g y  to achieve 

higher economic growth.

15



4.3 G r o w i n g  b u d g e t  d e f i c i t  has also been a n o t h e r  m a j o r

reason to look for customs as a main of source revenue. Customs 

tariff is a convenient source of revenue because it is the first 

point tax on goods entering into the country, and also the most 

hidden form of taxation. Since customs tariffs have also been 

used as a m a j o r  source of revenue g e n e r a t i o n  in a d d i t i o n  to 

protection, it culminated in building up of high tariff walls 

against imports into India vis-a-vis the tariff levels imposed by 

other developing countries under comparison. This revenue aspect 

singles out India from the rest of the world in so far as tariff 

levels are concerned.

4.4 As can be seen in Table 4.1, the share of c u s t o m s

duties in total taxes has grown steeply from 14 to almost 24 per 

cent b e t w e e n  1974 and 1990, while that of c e n t r a l  excise has 

declined from 35 to about 30 per cent during the same period.

M o r e  i m p o r t a n t l y ,  the share of dir e c t  taxes show e d  a m a r k e d  

decline from 22 per cent in 1975-76 to less than 14 per cent in 

1989-90. Thus over time, customs revenue grew at a greater rate 

than most of other taxes in India. Its importance as a source of 

revenue is seen more (Table 4.2) clearly from the fact that all 

customs duties put together generated revenue worth about Rs. 

18,000 c r o r e s  in 1989-90 (budget estimate) wh i l e  these were

contributing a smaller sum of about Rs. 1236 crores in 1974-75,

resulting in roughly a ten-fold increase over a period of fifteen 

y e a r s .

4.5 In India, customs duties consist of three components

n a m e l y  (i) basic customs (ii) a u x i l i a r y  and (iii) a d d i t i o n a l  

duties, also referred to as countervailing duties on manufactures 

which are produced in India and subjected to Union excise duties. 

All the three types of customs revenue have rapidly increased 

over time. Table 4.2 shows reve n u e  c o n t r i b u t i o n  of d i f f e r e n t  

customs duties in India since 1974-75. It is found that revenue
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grew more rapidly after 1980 —81 than earlier. Considering the 

au x i l i a r y  duty component, its revenue increased from Rs. 300 

crores in 1980 —81 to over Rs. 1240 crores 1983-84 and more than 

Rs. 2500 crores in 1985-86, i.e, the revenue from this component 

increased in multiplies, by more than 8 times. Its share in total 

customs revenue has thus increased to 27.6 per cent by 1985-86 

from a meagre 9 per cent in 1980-81.

4.6 In contrast, basic cust o m s  and a d d i t i o n a l  

(countervailing) duties lost their shares in total c u s t o m s  

revenue during the 1980s. The share of basic customs fell from 

about 64 per cent in 1980—81 to 56.4 per cent in 1985-86, while 

that of countervailing duties decreased from 27 to around 16 per 

cent. However, in absolute terms, the revenue contribution from 

these two components also witnessed an appreciable increase since 

1980-81. The revenue from additional duties rose at a higher rate 

from about Rs. 985 crores in 1980 — 8 1 to Rs. 2529 c r o r e s  in

1985-86 than the basic customs revenue which increased slowly 

from Rs. 2107 crores to Rs. 5164 crores in the same period. The 

foregoing revenue scenario seems to suggest that customs revenue 

has shown i n c r e a s i n g  trends in the recent past m a i n l y  due to 

increase in a u x i l i a r y  duties. It is worth noting that other 

factors such as India's growing imports have also contributed to 

an increasing trend in customs revenue. Rapid growth of imports 

is trac eable in turn to a pick up in the grow t h  rate of the 

economy, liberalisation of import policy and depreciation of the 

rupee which has pushed up the rupee value of imports.

4.7 C o n s i d e r  the average r e a l i s e d  i n c idence of import 

duties which has shown an increasing trend in India (Table 4.3). 

Upto 1980-81, the import duties as a percentage of total import 

value (CIF) hovered around 27 per cent, whereas by 1 9 8 7 —88 it has 

steeply gone up to more than 57 per cent. Making a comparison 

with other c o u n t r i e s  that had followed import s u b s t i t u t i o n
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s t r a t e g i e s  in their ind u s t r i a l  d e v e l o p m e n t  (Turkey, Brazil, 

Mexico), we observe that the import duty incidence in India is 

far high. In Brazil, it was hardly 10.7 per cent in 1975-76 and 

only 1.03 per cent in 1986-87. In Mexico, it was about 13.5 per 

cent in 1975-76 and 8.3 per cent in 1986-87- In Turkey, it was 

higher at 26 per cent in 1977-78 but nose-dived to about 3 per 

cent by 1987-88. In contrast, the countries such as Pakistan and 

Mynmar (Burma) have witnessed high incidence of import duties. 

These ranged between 17 and 32 per cent in the case of Pakistan 

and between 15 per cent and 54 per cent in the case of Mynmar. 

Other developing countries like Sri Lanka, Thailand, Philippines, 

Ghana, Kenya, Cameroon etc. have had low levels of import duty 

incidence ranging between 5 and 20 per cent during the past one 

and half decades (for details see Table 4.3).

4.8 Considering the tax GDP ratio (Table 4.4), we notice

that the level of taxation is not the same in the countries under 

c o m p a r i s o n .  In India, Turkey, P a k istan, Thailand, Cameroon, 

Brazil and Mexico, the tax-GDP ratio varied between 10 and 20 per 

cent. However, in some other countries namely, Indonesia, Sri 

Lanka, Liberia, Kenya and Botswana, the tax-GDP ratio was much 

higher than that in India ranging between 19 and 40 per cent.

Table 4.5 provides a comparative picture of indirect tax shares 

in total tax revenue. For c o n v e n i e n c e ,  we have g r o u p e d  the

countries into three categories. The first category of countries

witnessed less than 50 per cent share of indirect tax in their

r e s p e c t i v e  total tax revenue, the second g r o u p  of c o u n t r i e s  

between 50 and 70 per cent, and the third group have a share of 

70 per cent and above. We notice that the role of indirect taxes 

is crucial in the last group of countries, as they have heavily 

relied upon indirect taxes as a major source of revenue. India 

be l o n g s  to this c a t e g o r y  a l o n g  with P a k istan, Mynmar, 

Philippines, Thailand, Ghana and Mexico. Thus, comparison of 

India’s tax structure with these countries is more relevant. In
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Indonesia, Turkey, Brazil, Botswana, Papua Guinea etc., however, 

the share of indirect tax in total tax revenue was less than in 

India and varied b e t w e e n  30 and 50 per cent dur i n g  the past 

dec a d e  and half. A g e n e r a l  pattern o b s e r v e d  is that i n d irect 

taxes have played increasingly important role and their share in 

total tax revenue has been on the increase in the period between 

1974-75 and 1987-88, in all these three g r o u p s  of c o u n t r i e s  

except in Botswana, Cameroon, Brazil and Thailand, where direct 

taxes have assumed greater role in terms of their revenue shares.
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Table-4.1
Composition Of Tax Revenue In India, 1974-75 to 1989-90(Percentage)

Year Direct
Taxes Custom

Indirect 

C.Exice

Taxes 

Sale Tax Other
■Indirect

Taxes
Total
Taxes

1974-75 19-88 14.45 35.03 17.16 13.48 80.12 100.00
1975-76 22.29 12.69 29-91 17.74 17-37 77.71 100.00
1976-77 20.96 12.60 34.23 18.84 13-37 79-04 100.00
1977-78 20.25 13.78 33.60 18.70 13-67 79-75 100.00
1978-79 18.36 15.61 34.56 18.37 13.10 81.64 100.00
1979-80 17.51 16.54 33-99 18.67 13.29 82.49 100.00
1980-81 16.47 17.18 32.76 20.25 13-34 83-53 100.00
1981-82 17-12 17.81 30.74 20.97 13-36 82.88 100.00
1982-83 16.49 18.79 29-59 20.80 14.33 83-51 100.00
1983-84 15.73 17-68 32.36 20.60 13.63 84.27 100.00
1984-85 14.88 19-66 31.14 20.46 13.86 85.12 100.00
1985-86* 14.45 22.02 29.94 20.21 13-38 85-55 100.00
1986-87* 13-91 23-16 29.21 20.14 13.58 86.09 100.00
1987-88* 13.13 24.05 28.83 20.38 13-61 86.87 100.00
1988—89*(R.E) 13-76 24.32 28.47 20.59 12.86 86.24 100.00
1989-90*(B.E) 13-59 23-51 29.86 19.87 13.17 86.41 100.00

* Total tax revenue comprises, direct taxes & indirect taxes 
of Center, all States & U.Ts

Source:- Indian Econnoraic Statistics, Public Finance,Ministry Of Finance
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TSblB-4.2

IEVEHE FRCM CUSTOM HJTIES IN 3M)IA, 1974-75 TO 1985-36 (Rs.crcre)

YEAR Tbtal NR after Value of Value of Value of Value of Share of Share of Share of
Ifev. refund reftnd Addl. Auxr. Basic Addl. Auxr. Basic

• Duties Duties Duties Duties Duties Duties

1974-75 1235.92 1195.72 40.20 264.53 159-59 811.80 21.4 12.9 65.7
1975-76 1315.05 1252.79 62.26 298.09 164.94 852.02 22.7 12.5 64.8
1976-77 1596.50 1489.45 107.50 169-04 113*14 1314.32 10.6 7.1 82.3
1977-78 1645.20 1549-50 95.70 375.01 192.00 1078.19 22.8 11.7 65-5
1978-79 2197.74 2101.01 102.95 527.82 227.71 1442.21 24.0 10.4 65.6
1979-80 2852.00 2749-05 96.73 711.64 286.11 1854.25 25.0 10.0 65.0
1980-81 3299-85 3137.60 162.25 894.02 298.59 2107.24 27.1 9-0 63-9
1981-82 4255-31 4077-03 178.28 974.51 551.54 2729.26 22.9 13.0 64.1
1982-83 5043.43 4856.85 186.49 1058.16 893-12 3092.06 21.0 17-7 61.3
1983-84 5204.76 5049.14 155.62 1359.32 £ • O

O
-0 2600.19 26.1 23-8 50.0

1984-85 7080.72 6834.46 246.26 1253-53 1845.25 3981.94 17.7 25.1 56.2
1985-86 9152.28 8942.31 209-97 1458.50 2529*25 5164.53 15-9 27.6 56.4
1986-87(B) 9819.70 9729.70 90.00 - - - - - -

1987-88 13257-56 13114.76 142.80 - — — - - —

1988-89 15546.25 15365.52 180.73 - - - - -

1989—90(B) 17686.76 17541.76 145.00 - - - - - -

1990-91 (B) 20375.72 20150.72 225.00 - - - - - -

Sources:-
1- Statistic Of The Qostaa & Exci* Fteverue CbUecticn Of The Mian Unicn (DGCIS)
2- Iteeipts budget, Gcvt. of India
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TSble-4.3

Import Euty Incidence: A Cfcrnpariacn Of Selected Oxntrie#

country 1974-75 1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88

GR2JP-I

Srilarka 6.42 9-60 8.44 9-62 10-07 8.61 7.60 6.05 8.88 14.03 14.97 17.25 18.25 14.98
Ihiland 12.46 12.47 12.55 13-02 11.29 10.05 10.09 10.08 10.80 12.51 12.18 12.55 10.93 10.60
Philipines 19.09 12.74 13-49 12-37 10.64 11.75 10.82 11.84 13.08 13-14 13.12 11.34 16.29 -

Ghana 11.77 9.18 10-72 13-79 15-14 11.63 13-88 24.44 12.36 11.39 11.62 14.12 8.14 7.71
Liberia 11.74 8.91 9-51 12.48 13-90 11.09 13.81 13.09 10.15 14.32 17-58 19.67 12.41 —

Papua New Guinea 7.00 13.57 10-50 7.64 7-47 6.91 7-42 8.90 9.35 10.28 10.32 11.83 13-04 -

Bastswana 15-45 8.50 16-29 17-03 18-90 19-00 15-67 16.26 19.45 17-17 13-55 14.43 14.90 -

Ker^a — — — 15-76 16.35 10.69 15-65 23.40 18.25 15-60 12.66 13-79 15.31 —

C&neroon 12.19 12.83 12.81 21.13 11.74 10.74 11.31 13-54 13-79 18.06 13-34 13-33 13-90 —

Br’azil 8.89 10.70 9-55 8.83 7-40 7.24 6.62 6.62 5.49 5.40 6.26 2.81 1.03 —

Maxico 12.83 13-53 8-04 8.60 10.45 10.53 10.18 9.96 7-65 5-98 8.21 8.85 8.33 5-19
Indonesia 8.84 10.87 11.14 9-98 7-06 6.60 6.39 4.68 3.75 3.70 5.33 6.98 — 5.33
Hirky 14.44 21.58 19-74 26.03 10-92 5-87 4.98 - 5.02 4.34 3-91 3-60 3-49 2.93

GROUP-H

Pakistan 17-46 20.50 25-08 24-74 24.51 22.89 24.34 22.68 25-92 25*68 24.39 31-75
Myanar(Bjnia) 26.04 27-76 25-28 19-53 21.62 16.32 18.59 40.81 53.19 53.46 47.05 42.27 39.35 -

GTOUP-ni

India 27.26 28.54 24.11 27.28 31-29 10.72 27.06 :1.54
-.r  r7. 7 

i X.48 41.27 47-50 57.26 61.72

* ^opart dities percei.uSge oi total -jpcrt \_J.ue (Ll/
Source

1. International Financial Statistics (IMF)
2. Qcverrment Finance Year Book ( M O  
3* Recept Budget , Cfcvt. of India
4. Statistical Abstract India, CSO, Govt. of India
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TSble 4.4

Tcix-dP. fetio: A Qmparisicn Of Selected Qxntrie#

Gxntry 1974-75 1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88

GFCUP-I

Chara 13-80 11.70 9-30 6.00 8.50 6.40 4.10 4.80 4.60 6.60 9.30 12.10 12.60
Botswana 23-25 14.41 21.25 24.21 25.01 27.07 26.41 27.48 29.10 32.02 26.98 34.70 36.24 -

Ffcrya 19-39 19.17 18.21 21.43 20.31 22.73 23.19 22.30 20.74 20.92 20.72 21.64 21.17 —

Liberia 18.70 22.60 22.50 21.50 22.10 30.40 23-80 26.10 26.00 25.80 24.70 - -

GfCUP-II

a^ilarka 16.47 16.24 15.73 25.09 22.01 19-47 17.32 14.85 16.38 19.47 18.75 17.42 17.85 16.12
Indonesia 16.57 17.88 17-71 17-89 20.28 21.78 20.40 19-14 18.82 17-48 18.80 15.54 17-51 18.86
Papua New CUinea 7-35 10.19 8.65 9-13 8.92 9-87 8.53 7-52 8.09 9-44 8.79 9-02 - —

lUricey - 20.31 20.46 20.52 18.58 17.33 18.81 - 16.81 13.05 14.45 15.30 - -

Pakistan 10.90 11.00 11.00 11.50 12.30 13.30 13-50 12.80 12.90 13-30 12.20 12.00 - —

MyarmaKBunaa) 7-90 8.80 10.50 10.00 10.20 9.60 9.90 9.80 9-20 8.60 8.20 7-50 6.60 -

M i a 13-25 15-09 15-41 14.78 15-91 16.52 14.61 15-14 15-34 15-27 15-53 16.48 16.89 17.13
Thailand 11.36 11.07 11.92 12.11 12.43 12.71 12.81 12.36 13-34 13.62 13-89 14.05 14.63 -

Philippines 12.45 11.32 11.09 11.50 11.93 11.54 10.29 9-92 10.31 9-25 9-99 10.38 12.08 -

Cknerocn 13.59 15.15 15-33 16.95 13-40 15.53 15.55 16.06 22.45 20.91 — 16.29 13.55 -

Brazil 17.82 18.03 19.00 18.92 18.18 17.86 18.03 19-65 18.67 15-45 15.65 16.76 15.26 -

Mexico 11.34 11.40 12.36 13.16 13-62 14.95 14.27 14.83 16.11 15.09 15.65 14.44 - -

*fetio of total tax reverue to O P  at current prices

Sa^res:-

1. Ihtfci.naticr:tu. Finai^ial SL~istic^ (IMF)
2. Gcverrment Finance, Year Book (IMF)
3. National Accounts Statistics, C90, Dept Of Statistics, Ministry Of Planning,Q^/t. Of India
4. Indian Eccncmic Statistics,Public Finance,Ministry of Finance
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iabIfi-4.5

3iare Of Indirect *fax Itevenue In The Ibtal lax Rgverue: A Qanparisicn Of Selected Qxntries

cantry 1974-75 1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88

GHCUP-I

B ra z il 39-44 40.48 40.59 40.00 37-89 44.17 41-14 39-23 40-13 33-03 30-73 29-73 33.01
C sD B rxxxi 70-98 69-25 66.29 67-82 61.23 61.80 56-39 45-16 30.59 37.41 — 37-74 45.21 —

In d o n e s ia 25-38 26-56 25-15 26.08 20-96 16.69 14.71 16-16 16.32 15-58 22.12 40.05 40.04 33-79
TUrkey - 49-45 43-21 40.58 39-28 18.99 30.22 - 36.25 37-16 42.18 44.05 46.49 47.34
Ebtswara 53-06 42.99 58.22 64.51 63.27 54.38 51-52 55.29 54.84 39-41 33-18 27-64 25-93 —

Papua New Qoinea 39-54 30.03 43-03 43-40 38-57 41.12 31.84 35-12 42.17 42.40 41.71 43-60 45.65 47-37

CKUP-II

ffcnya 59-81 59-47 58.26 63-32 62.70 65-58 66-93 69-69 66.57 67-99 59-14 64.20 66.75
Liberia 55-21 52.95 53-93 61.13 63-10 61.27 62.93 62.03 56.63 57-78 57.31 55.88 61.66 -

GfiOJP-IH

India ac -12 77-71 ,79-04 79-71 81.6', 8L.49 8^.53 32.88 83.5-; 84.../ 8‘_.l2 v^.55 36.09 86.8',
Mexico 58.62 52.78 52.54 49.44 52-93 59-56 64.89 67-59 81-74 80.22 77-81 73-45 73-84 77-75
Thailand 80.07 79-83 80.51 77-65 77-88 78.64 78.39 76-30 81.57 78.04 74.41 74.90 77-44 75-28
Pakistan 88.31 84-57 83.66 85-75 85-70 82.94 80.90 79-34 80.79 84.12. 83.29 85-87 - —

^yarmar( Burma) 66.77 56.89 92.77 89-54 94-73 95.10 95.42 94.81 94.22 93-20 92-02 89-19 89-02 -

Srilanka 78-18 76.98 79-85 87-30 85-44 80.16 77.33 77.98 81.05 80.06 80-00 82.62 81.56 82.13
Philippines 74.87 72.68 69-76 69-86 73-80 73-96 72.40 72.27 73.81 73-22 67-36 67.86 72.37 -

Qiana 77.17 73-20 77-23 75-62 84.07 77-75 72.96 66.92 79.45 77-30 76-49 77-91 75-80 68.76

Scuroes:-
1. averment Finance, Year Bxk (IMF)
2. Indian Ecaxmic Statistics,Public Finance,Ministry of Finance
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5- Nominal Rates of Tariff

5.1 Before presenting the results of empirical analysis, it

would be useful to define certain terms which are used later in 

the discussion. It has been mentioned above that the scheduled 

rates of basic duty are specified in the First Schedule of the 

Customs Tariff Act, 1975- Similarly, there is a general rate of 

auxiliary duty of customs announced along with the Budget every 

year. The effective duty rate is governed by the notifications 

providing tax exemptions of various kind (general, use-specific, 

i m p o r t - s o u r c e - s p e c i f i c ) .  The c u s t o m s  duty e x e m p t i o n

notifications are very large in number. Every year, many new 

notifications are issued and some of the old ones get amended or 

withdrawn. If all these notifications are taken into account to 

determine the rate of duty leviable on imports of various items, 

then one would find that even at the lowest level of 

d i s a g g r e g a t i o n ,  m u l t i p l e  duty rates arise for m a n y  t a r i f f  

headings, which makes the customs duty structure not amenable to 

quantitative analysis. Therefore, for the analysis presented 

here we consider only those exemptions which apply to all items 

under a tariff heading at a disaggregated level (6-digit HS code 

for recent years and the most detailed prod u c t  g r o u p s  or 

s u b g r o u p s  in the c l a s s i f i c a t i o n  based on B T N used prior to

1986-87), irrespective of the use to which the commodity is put 

or the country from which it is imported. Only in a very small 

number of cases, we have taken into account notifications that 

provide exemption for specific use of a product (e.g., fertilizer 

used as manure) or for only some items under a tariff heading (as 

a disaggregate level). The customs duty rates so obtained will 

be called nominal rate of customs duty with q u a n t i f i a b l e  

exemptions or nominal duty r a t e , for short. As against this, the 

realized rate of customs duty is defined as the ratio of actual 

c u s t o m s  revenue c o l l e c t i o n  to the c.i.f. value of imports.
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Clearly, the realized rate takes into account all the exemptions. 

The structure of nominal duty rate is analysed in this section 

and that of realized duty rate in the next section.

5-2 From the viewpoint of protection to domestic industry,

only the basic and a u x i l i a r y  duties of c u s t o m s  are relevant, 

since the effect of additional or countervailing duty (hereafter 

CVD) is offset by excise duty on domestic produce. From the 

view point of user, again, CVD is unimportant if MODVAT offset is 

available. It is only for a user who does not get .MODVAT offset

that CVD becomes an additional factor causing the price of the

product for the user to rise above the price in international 

markets. Since the main focus of the study is on the nominal

protection accorded to domestic producers by the tariff system,

only basic and auxiliary rates of customs duty are included in 

most of the analysis presented here.

5-3 The per i o d  c o v e r e d  for the a n a l y s i s  is 19 8 0 - 8 1 to

1989-90. As noted earlier, India's tariff schedule was based on 

the BTN code p r i o r  to 1 9 8 6 —87 - F r o m  1 9 8 6 - 8 7  onwards, the HS 

classification has been brought into use. Thus, our analysis for 

the period 19 8 0 — 8 1 to 1985-86 is bas e d  on over 500 t a r i f f

headings/sub-headings, specified in the customs tariff schedule, 

while our analysis for the period 1986-87 to 1989-90 is based on 

about 5000 6 - d i g i t  HS codes. In c o n s e q u e n c e ,  the r e s u l t s

obtained for the two periods are not strictly comparable.

5.4 Tariff rates have been derived from the Customs Tariff,

W o r k i n g  S c h e d u l e  ( D i r e c t o r a t e  of P u b l i c a t i o n s ,  Customs and 

Cent r a l  Excise, New Delhi). This source g e n e r a l l y  gives the 

tariff rates as existing in May/June of the financial year. For 

1987-88, the Working Schedule not being available other sources 

have been used. Data on imports have been taken from Monthly 

S t a t i s t i c s  of the F o r e i g n  Trade of India (DGCIS, M i n i s t r y  of
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Commerce). Data on industrial production have been drawn from 

Annual Survey of Industries (CSO) and data on customs revenue 

c o l l e c t i o n  from S t a t i s t i c s  of the Customs And E x c i s e  Revenue 

Collection of the Indian Union (DGCIS).

5*5 Import data in HS code is presently available only for

1987-88. These have been used for computing weighted averages of 

tariff rates for the years 1986-87 to 1989-90. For the earlier 

period 1980-81 to 1985-86, import weights have been formed by 

taking average import val u e s  of d i f f e r e n t  items in the years 

1982-83, 1983-84 and 1984-85. It has been necessary for this

p u r p o s e  to match p r o d u c t  c l a s s i f i c a t i o n  used in the official 

trade data with the c l a s s i f i c a t i o n  in the tari f f  schedule. 

Also, for various analyses presented in the report, industrial 

classification of ASI has been matched with trade and customs 

classi fication.

5.6 For most items the e f f e c t i v e  rates of basic and

a u x i l i a r y  duty are ad valorem. For items for which the duty 

rates are specific, we have computed ad valorem rates using data 

on unit import v a l ues.^ For a large number of items, the

s c h e d u l e d  rate is 100 or 60 per cent. This m a y  be seen from

Table 5.1. On an average, the extent of tax e x e m p t i o n s  is

r e l a t i v e l y  high e r  for items for which the s c h e d u l e d  rate is 

relatively high.

Sector and Industry-wise Tariff Rates, 1980-81 to 1985-86

5-7 F r e q u e n c y  d i s t r i b u t i o n  of t a r i f f  r a t e s  (basic

+ auxiliary) for the years 1980-81 to 1985-86 is shown in Table 

5-2. The duty rates are found to be concentrated in the range 50 

to 150 per cent. The average rate of duty is found to 71 per

6. In a few cases, this cculd not be dene. Such itaos have been excluded fran the analysis.
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cent for 1980-81 , 8 1 per cent for 1 98 1 -82, 87 per cent for

19 82—83» 99 per cent for 1983-84, 104 per cent for 1984-85 and

105 per cent for 1985-86. Thus the a v e r a g e  t a r i f f  rate has 

i n c r e a s e d  by over 30 p e r centage point b e t w e e n  19 8 0 — 81 and 

1985 - 8 6 .

5*8 Average tariff duty rates according to input-based and

use-based classification are shown in Table 5.3 and 5.4. The 

miscellaneous group in Table 5*3 includes items such as HSD and 

cement which could not be classified under the groups agriculture
7

b a s e d 1, metal based or chemical based classes. Weighted averages 

shown in the table are based on imports.

5-9 The u n w e i g h t e d  a v e r a g e s  do not show much v a r i a t i o n

across input-based classes. However, these are relatively lower 

for m e t a l - b a s e d  and m i s c e l l a n e o u s  g r o u p s  c o m p a r e d  to 

agriculture-based and chemical-based. Also, within each group, 

say, chemical-based, there is considerable variation in tariff 

rates from item to item. The weighted averages, on the other 

hand, vary significantly across input-based groups. The average 

duty rate is low for miscellaneous and agriculture-based groups 

c o m p a r e d  to m e t a l - b a s e d  and c h e m i c a l - b a s e d .  C o n s i d e r i n g  both 

weighted and unweighted averages (since the former may suffer 

from a downward bias for reasons discussed above) , it is found 

that the average duty rate is relatively high for chemical-based 

group and relatively low the miscellaneous group.

5.10 U n w e i g h t e d  a v e r a g e s  of t a r i f f  rates c o m p u t e d  for

u s e - b a s e d  c l a s s i f i c a t i o n  e x h ibit g r e a t e r  v a r i a t i o n  than the 

c o r r e s p o n d i n g  figures for i n p u t - b a s e d  c l a s s i f i c a t i o n .  The 

average duty rate is found to be relatively low for capital goods 

and r e l a t i v e l y  high for c o n s u m e r  goods. W e i g h t e d  averages,

7. /Sgriculture-based includes animal husbandry and arh other activities.
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however, bring out a different ordering. The highest duty rate 

is found for consumer durables, and the lowest for intermediate 

goods. The average duty rate for capital goods is found to be

lower than those for basic goods and consumer durables.

5.11 In Table 5.5, simple and weighted average tariff rates

are shown for 52 major industries. It is seen from the table 

that for almost all i n d u s t r i e s  the a v e r a g e  duty rate has 

increased significantly from 1980 —81 to 1985-86. The weighted 

a v e r a g e s  are g e n e r a l l y  lower than u n w e i g h t e d  ave r a g e s .  But, 

there are exceptions. Thus, it is seen that weighted average 

tariff rates for (a) spinning, weaving and finishing of textiles, 

and (2) beverages, spirits and wine, are much higher than the

c o r r e s p o n d i n g  u n w e i g h t e d  averages. On the other hand, the 

w e i g h t e d  average t a r i f f  rate for gra i n  mill p r o d u c t s  is much 

lower than the unweighted average.

5.12 The aver a g e  t a r i f f  rates vary c o n s i d e r a b l y  acro s s

industries (and also for different items of the same industry). 

The industries for which duty rates are relatively high include 

(1) spinning, weaving and finishing of textiles, (2) beverages, 

spirits and wine, (3) bakery products, (4) manufacture of cocoa,

chocolate and sugar confectionery, (5) soft drinks and carbonated

water industries, (6) tobacco manufactures, (7) manufactures of 

f u r n i t u r e s  and fixture, (8) m a n u f a c t u r e  of leather p r o d u c t s  

e x c e p t  footwear, (9) m a n u f a c t u r e s  of paints, v a r n i s h e s  and 

lacquer, (10) iron and steel basic industries, and (11) 

manufacture of metal products, except machinery and transport 

equipment. Thus, for a number of items, which may be classified 

under "luxuries", the rate of tariff is relatively high. Also, 

tariff rates found to be high for iron and steel industry and the 

metal products industry. On the other hand, the duty rate is 

found to be low for (1) dairy products, (2) grain mil products 

( i m p o r t - w e i g h t e d ), (3) printing, p u b l i s h i n g  and all i e d
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industries, and (4) petroleum refineries. Other industries for 

which the duty rate is relatively low include (1) non-electrical 

machinery and (2) ship building and repairing.

Sector and Industry-wise Tariff Rates, 1986-87 to 1989-90

5.14 Frequency distribution of nominal tariff rates for the

manufacturing sector for the years 1986-87 to 1989-90 is shown in 

Table 5-6. T a r i f f  ra t e s  of most items are found to be 

concentrated in the range 75 to 150 per cent. In 1989-90, tariff 

rates for about 75 per cent of the items were in the range 100 to 

150 per cent and those for nearly 85 per cent of items were in

the range 75 to 150 per cent. A v e r a g e  rate of c u s t o m s  duty

(basic + auxiliary) for the manufacturing sector was about 118 

per cent in 1 9 8 6 - 8 7 and 1987-88 and about 158 per cent in 1988-89 

and 1989-90.

5.15 Table 5.7 s h o w s  for the years 1 9 8 6 - 8 7  to 1989-90,

simple and weighted averages of tariff rates for consumer goods, 

capital goods and intermediate goods and for nine major industry 

groups. Weighted averages have been computed using imports as

weights. It is seen from the table that the amo n g  the three

use-based classes the average tariff rate is relatively high for 

consumer goods and relatively low for capital goods. Weighted 

averages of tariff rates are lower than simple averages in the 

case of c o n s u m e r  and i n t e r m e d i a t e  goods, but the d i f f e r e n c e  

between weighted and simple average of tariff rates is marginal 

in the case of capital goods. Turning now to the tariff rates 

for industry groups, it is seen that the simple average of tariff 

rates is about 100 per cent or more for all the nine groups. It 

is relatively low for the group metal products and machinery and 

relatively high for the groups (1) food beverages and tobacco 

products, (2) t e x t i l e s  and leather products, (3) basic m e t a l  

industries, and (4) non-metallic mineral products. In a number
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of cases the import-weighted average tariff rate is found to be 

s i g n i f i c a n t l y  lower than the u n w e i g h t e d  average t a r i f f  rate. 

These are (1) wood, cork and products, (2) paper and printing, 

(3) chemicals, and petroleum and coal products, (4) non-matalic 

mineral products and (5) other manufacturing.

5.16 Simp l e  and w e i ghted a v e r a g e  of tariff rates for 28

manufacturing industries for 1 9 8 6 - 8 7 and 1989-90 are shown in 

Table 5 .8 . The table also shows a v e r a g e  tariff r a t e s  for 

agriculture, mining and manufacturing separately. It is seen 

from the table that c o m p a r e d  to the a v e r a g e  tariff ra t e s  for 

a g r i c u l t u r e  and mining, that for m a n u f a c t u r i n g  is higher, 

e s p e c i a l l y  when the t a r i f f  d u t i e s  are weighted by imports. 

E vidently, t a r i f f  p r o t e c t i o n  is r e l a t i v e l y  h i g h e r  for 

manufacturing activities than for primary activities. Turning 

now to the simple average tariff rates for the 28 industries, it 

is seen that for most industries the average rate lies in the 

range 120 to 200 per cent. In two industries, the average tariff 

rate is above this range. These are iron and steel basic

industries (213 per cent) and beverages, spirits and wine (300 

per cent). In three industries, the average duty rate is lower 

than this range. These are petroleum refineries (107 percent), 

non-electrical machinery (107 per cent) and transport equipment 

(133 per cent). The import-weighted average tariff rates exhibit 

much greater variation across industries than do simple average 

tariff rates. The weighted average tariff rates range from zero
O

for petroleum refineries to 444 per cent for beverages products. 

Considering both weighted and unweighted average tariff rates it 

is found that the tariff rate is relatively high for beverage, 

tobacco products, footwear, textiles, wearing apparel, iron and 

steel basic metal, and wooden f u r n i t u r e s  and f i x t u r e s  and

8. To conclude cn this basis that petroleum refining industry is unprotected would be vrcrg, 
because impcrt of most petroleum products is strictly regulated by the govemnent.
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relatively low for printing and publishing,petroleum refineries, 

pe t r o l e u m  and coal p r o d u c t s  and T r a n s p o r t  e q u i p m e n t  

non-electrical machinery.^

5.17 Weighted average rate's of tariff based on production^® 

are presented in Table 5*9. Average tariff rates are shown for 

1 9 8 9 - 9 0  for nine m a j o r  i n d u s t r y  g r o u p s  and a g g r e g a t e  

m a n u f a c t u r i n g .  It is seen from the table that sim p l e  and 

production-weighted tariff rate are margenally different at the 

a g g r e g a t e  m a n u f a c t u r i n g  level. For six of the nine i n d u s t r y  

groups, the weighted average rate of tariff duty is lower than 

the unweighted average. But, in the case of Taxtile and Leather 

industries, and metal products machinery the weighted average 

rate of tariff of 200.5 per cent is significantly higher than the 

simple average of 162.8 per cent. The pattern of tariff rates 

across indus t r y  g r o u p s  is by and large the same w h e t h e r  

unweighted or production-weighted average are considered.

Import Policy and Tariff

5.18 Since d i f f e r e n t  i m p o r t a b l e  items are s u b j e c t  to 

d i f f e r e n t  degree of q u a n t i t a t i v e  r e s t r i c t i o n s ,  the t a r i f f  

protection required for domestic producers would differ from item 

to item depending on the level of non-tariff barriers. It would 

be i n t e r e s t i n g  t h e r e f o r e  to c o m p a r e  t a r i f f  r a t e s  for s i m i l a r  

items subject to different degree of import restriction.

9. This drows cnly the relative position of toe namfecturirg industries in regard to the
average rate of duty. Thus, an industry fcr vhich the average duty is low may be
producing a arcber of items fcr vhich tariff duty is hî i.

10. Wsi^ted averages are based cn production data fcr 1985-86 fcr 81 industries.
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5.19 To study t a r i f f  rates in the c o n t e x t  of the import

licensing system, manufactured products have been classified into 

five categories (canalised, restricted, limited permissible, OGL, 

and OGL stock and sale) a c c ording to their import licensing 

status in 19889-90**''. The items which could not be classified 

under any of these five categories have been excluded from the 

analysis. Items under restricted list are subject to greater 

quantitative restriction on imports than items under OGL. The 

category "limited permissible" falls in-between. Again, items 

whose imports are canalised are subject to greater quantitative 

restriction than items under OGL. Since both the import licence 

system and the tari f f  system are d i r e c t e d  to c o n s e r v e  scarce 

foreign exchange and provide protection to domestic industry, 

high tariffs are not r e q uired for items whose imports are 

strictly regulated. One would therefore expect tariff rate for 

items under OGL to be higher in general than tariff rates for 

items "restricted" and "canalised" categories. Comparison of 

average tariff rates among the five categories (corresponding to 

the nature of import licensing) for the manufactured products and 

separately for consumer goods, intermediate goods and capital 

goods does not, however, reveal any such pattern, as may be seen 

from Table 5.10. Rather, the average duty rate is found to be a 

little lower for OGL items than items in more r e s t r i c t e d  

c a t e g o r i e s .  One may treat this as an e v i d e n c e  of i n a d e q u a t e  

harmonisation between import policy and tariff policy, the need 

for which has been widely recognised in the past. But, to leave 

it at that would miss two essential points. First, it should be 

realised that the near constancy of average tariff rate across 

pr o d u c t  c a t e g o r i e s  s u b j e c t  to v a r y i n g  deg r e e  of q u a l i t a t i v e  

r e s t r i c t i o n s  b a s i c a l l y  r e f l e c t s  the d o m i n a n c e  of the revenue 

o b j e c t i v e  of t a r iffs over other o b j e c t i v e s  such as foreign 

exchange conservation and protection. Secondly, most items under

11. For tiiis purose, we riake use of ckta ccnpiled for a World Bark study.

33



OGL are essential and not available domestically (in adequate 

quantity) , so that a lower duty on such items compared to the 

items whose imports are much restricted poses no great threat to 

the d o m e s t i c  industry. This is p o s s i b l y  the reas o n  why the 

average tariff duty rate of OGL is not higher than that for the 

items in the other lists.

Tariff Escalation

5.20. Studies on tariff structure for both developed and

d e v e l o p i n g  c o u n t r i e s  have shown that the level of t a r i f f  

escalates with the degree of processing. Analysing the tariff 

structure in developing countries Laird and Yeats (1987) have 

come to the conclusion that developing countries' tariffs are 

generally set at higher levels and incorporate a greater degree 

of e s c a l a t i o n  than do import d u t i e s  in d e v e l o p e d  m a r k e t  

ec o n o m i e s .  B a l a s s a  and others have m a i n t a i n e d  that t h e s e  

escalating tariffs in the developed market economies constitute a 

structural bias against exports of processed commodities from 

d e v e l o p i n g  c o u n t r i e s .  That d e v e l o p i n g  c o u n t r i e s '  t a r i f f  

s t r u c t u r e  is also c h a r a c t e r i s e d  by s i g n i f i c a n t  e s c a l a t i o n  

p r o b a b l y  r e f l e c t s  the desi r e  of the g o v e r n m e n t s  of these 

c o u n t r i e s  to e n c o u r a g e  d o m estic p r o c e s s i n g  a c t i v i t y  so as to 

generate more employment, achieve faster industrialisation and 

c h a n g e  the s t r u c t u r e  of e x p o r t s  in favour of p r o c e s s e d  

commodities which can offset the deteriorating terms of trade for 

p r i m a r y  c o m m o d i t i e s  and i n s t a b i l i t y  in the pri c e s  of p r i m a r y  

commodities in international markets.

5.21 For India, tariff escalation has been studied by

Panchamukhi (1986). His analysis of tariff structure in textiles 

(for 1977 and 1982) b r i n g s  out that t a r i f f  dut i e s  on raw 

materials (e.g. raw cotton, raw wool and raw jute) range from 30 

to 60 per cent, those on semi-processed goods range from 60 to
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100 per cent (with the exception of yarn and man-made fibres for 

which the duty rates go upto 200 per cent plus a specific duty), 

and those on finished good are 100 per cent and above. Thus, the 

tariff structure for textiles exhibits significant escalation 

with the degree of p r ocessing. Sim i l a r l y ,  for m e t a l s  and 

products, Panchamukhi finds that tariff duties on raw materials 

range from 40 to 60 per cent, those on semi-finished products 

from 40 to 100 per cent and those on finished products from 40 to 

100 per cent, with the exception of stainless steel products for 

which the duty rate is 300 per cent. Thus, for metal and metal 

products, some tariff escalation is found though not as marked as 

in the case of textiles. In a n o ther e x e rcise c a r r i e d  out to 

e x a m i n e  tariff e s c a l a t i o n ,  P a n c h a m u k h i  has d i v i d e d  d i f f e r e n t  

sectors the e c o n o m y  into three groups. Taking imports as

weights, the average rates of basic customs duty in 1982 have

been computed and these are found to be 56.6 per cent for primary 

products, 58.3 per cent for semi-processed products and 77-7 per 

cent for processed/finished products. Using supply (output plus

imports) weights, the average rates of basic duties for primary,

semi-processed and processed/finished products are found to be

41.7 per cent, 65-5 per cent and 86.4 per cent, respectively. 

These results indicate significant tariff escalation with the 

degree of processing.

5-22 Our a n a l y s i s  of the Indian tari f f  s t r u c t u r e  a l s o

reveals that in general tariff rates escalate with the degree of 

processing. Thus the average tariff rate for manufacturing is 

higher than that for agriculture and mining. Again, within the 

m a n u f a c t u r i n g  sector, tari f f  rates are g e n e r a l l y  found to 

escalate across industries and industry groups according to the 

degree of processing.
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5.23 Table 5-12 p r e s e n t s  a c o m p a r i s o n  of t a r i f f  rates

b e t w e e n  i n d u s t r i e s  and i n d u s t r y  g r o u p s  in v a r i o u s  p r o c e s s i n g  

chains. In most cases, the tariff rate is found to escalate with 

processing. However, one notable exception is the processing 

chain between metals, metal products and machinery. It is seen 

that the t a r i f f  rates b e c o m e s  lower at h i g h e r  level of 

processing.

5*24 Table 5-13 p r e s e n t s  a c o m p a r i s o n  of t a r i f f  ra t e s

s i m i l a r  to that in Table 5-12 except that in this case 

c o m p a r i s o n s  are m a d e  at d i s a g g r e g a t e d  level. In this case, 

again, it is found that t a r i f f  rates are g e n e r a l l y  h i g h e r  at 

higher level of processing, though there are some exceptions, 

such as tobacco products and petroleum refinery products.

5.25 Since the average tariff rate for machinery is found to

be s i g n i f i c a n t l y  lower than that for basic m e t a l s  and m e t a l  

products, it may be inferred that the incentive structure created 

by the tariff rates goes against the machinery industry. This 

has prompted us to carry out a more detailed analysis for the 

machinery industry. Table 5.13 presents a comparison of tariff 

rate on intermediate inputs (parts and components) and on final 

products for 40 items of non-electrical machinery and 21 items of 

electrical machinery classified separately under producer and 

consumer goods. From an examination of the table the following 

conclusions emerge:

(a) On an average, the tariff rate on consumers items of

machinery is higher than that on p r o ducers’ items of 

m a c h i n e r y .

(b) In a n u m b e r  of cases, the duty rate on parts and 

components is higher than that for the final products.
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(c) Between the m a n u f a c t u r e  of parts and c o m p o n e n t s  of 

machinery and the manufacture/assembly of the final 

product there is generally little tariff escalation,

except for consumer goods for which the average tariff 

rate for final products is significantly higher than

that for parts and components.

While an escalated tariff structure encourages processing, in the 

case of machinery there is an argument for not having a lower 

duty rate for parts and components in relation to the duty rate

for the complete machinery. This is so because in this case,

processing assembly starts first and the production of parts and 

components are taken up later in the country. A lower customs 

duty on parts and components would obviously discourage machinery 

manufacturers from substituting imported parts and components by 

the domestically produced ones.

Specific Duty Exemptions

5.26 While working out effective tariff rates for different

items (tariff h e a dings) for the a n a l y s i s  of t a r i f f  s t r u c t u r e  

presented above, we did not take into a c c o u n t  all e x e m p t i o n  

notifications. We excluded the notifications that give customs 

duty exemption to some but not all items under a tariff heading 

(at a disaggregated level), to specific use of commodities but 

not for other uses and to specific import-source (preferential 

area). It would be useful th e r e f o r e  to provide here some 

indication of the effect of such duty exemptions (hereafter 

referred to as specific exemptions) on the incidence of customs 

duties. It should be noted first that exporters can import a 

large number of items against advance licence duty free. This 

duty exemption is, however, very different qualitatively from the 

duty exemptions a v a i l a b l e  to domestic c o n s u m e r s  and d o m e s t i c  

producers. Indeed, it may not be wrong to argue that from the
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view-point of protection to domestic industries duty exemptions 

to exporters are of little significance. Therefore, in working 

out the incidence of customs duty we ignore the duty exemptions 

available to exporters.

5*27 When the specific duty exemptions are brought into the

analysis, we get for many tariff headings more than one effective 

duty rate. The m u l t i p l i c i t y  of duty rates arise b e c a u s e  of 

concessional duty rates for particular item(s) under a tariff 

heading, or a specific use of the items (or some of the items 

under that tariff heading), or specific country of supply. As a 

result, it becomes difficult to present some summary statistics 

that would adequately describe the structure of tariff rates. 

N e v e r t h e l e s s ,  an a t t e m p t  is made in Table 5*14 to give some 

indication of the effect of such exemptions on the incidence of 

customs duty (basic + auxiliary). Nine important chapters are 

covered for this analysis, and duty rates are shown for 1984-85. 

Considering the effective duty rates for all the items belonging 

to a chapter ( i n c l u d i n g  m u l t i p l e  rates for some items), the 

ranges of customs duty have been obtained. The minimum rate is 

zero in four c h a p t e r s  out of nine. The m a x i m u m  rate is 340 

percent for iron and steel and 190 percent for organic chemicals 

and plastic and articles of plastics. The average rate of duty

shown under (A) is based on the minimum rates applicable to each

item (tariff heading) of the respective chapter. Similarly, the 

av e r a g e  rate of duty shown und e r  (B) is based on the m a x i m u m  

rates a p p l i c a b l e .  It is seen that in a number of cases the 

av e r a g e  duty rate u n d e r  (A) is s i g n i f i c a n t l y  lower than that 

under (B). What is perhaps more interesting to note is that even

taking the m i n i m u m  r a t e s  a p p l i c a b l e  to d i f f e r e n t  i t e m s , the

average tariff rates are fairly high.
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Table 5.1

Standard (Scheduled) Rates and Effective Rates of Basic 
Customs Duty, 1984-85

Standard % of items Average of effective rates

40 20.2 32.57
60 23-6 49.02
100 39.7 78.75
150 3-4 95.53
200 1.6 126.67

Others 11.5 Not computed

Total 100

Note: The effective rates take into account only quantifiable exemptions.
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Table 5.2

Frequency Table for Import Duties 
(Basic -i- Auxiliary)

Class 1980-81 
distribution

1981-82 1982-83 1983-84 1984-85 1985-86

0-25 44 40 35 33 33 33
25-50 162 71 19 11 10 9
50-75 20 90 139 131 120 120

75-100 169 178 172 149 26 31
100-150 121 133 140 179 311 301
150-200 6 4 9 7 12 14
200-250 0 2 3 4 4 6

Above 250 7 11 12 15 13 15

Total 529 529 529 529 529 529
Mean 71 81 87 99 104 105
Standard deviation 45 49 52 56 55 57
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IAELE 5-3: AVERAGE RATES Or IMPORT DLTIY (BASIC + AUXILIARY) (INPUT BASED)

1980-81 1981-82 1982-83 1983-84 1934-85 1985-86

hEIOJIED UNWEICHIED VEICHIED INWEICHIED VEICHIED UtJWEICHTED VEICHIED UNWEIGHTED VEICHM) UNWEIGHTED lEICHIED UNlOQm,
AVERAGE AVERAGE AVERAGE AVERACE AVERACE AVERACE AVERACE AVERACE AVERACE AVERACE AVERACE AVERAGE

(1) ACKICULTUEE BA3D 36.66 80.43 40.36 87.22 71-63 96-36 78.10 104.15 81.75 108.65 80.95 107-86

(2) CHEMICAL EA3D 79-54 83-17 83-53 87.89 92.38 96.62 111-42 111.74 115-41 116.45 115-41 116.45

(3) t m  BtSED 61.22 65.63 75.94 78.90 89.88 85-34 101.04 99-20 98.20 103.70 108.67 106.33

(4) rcscmjttcaB 13-77 63-43 15.12 69-46 16.15 74.22 18.59 83-68 19-59 C
O 19-71 86.03

(5) ALL MANUFAOUIES 37-86 71.74 43-49 80.92 52.96 87.92 60.33 100.00 60.98 104.42 63-91 105.78

(6) ALL CQ-IDDITIES 38.05 71.40 43.68 80.50 53-11 87.45 60.50 99-48 61.19 103.90 63-99 105-16

TAELE 5.4: AVERACE RATES OF IMPORT HUY (EASIC + AUXILIARY) (LIE Ef£ED)

1980-81 1Q81-82 1982-33 1983-84 1934-85 1985-86

VEICHIED UMEICHIED VEICKIED LMEICHIED VEICHIED (1JVEICHIED VEICHIED UMEICHM) VEICHIED UMEKHM) VEICHIED HJWEICHIED 
AVERACE AVERACE AVERACE AVERAGE AVERAGE AVERACE AVERACE AVERACE AVERACE AVERACE AVERACE AVERACE

(1) EASIC Q30LS 60.32 68.30 71.05 77-48 90.23 85-34 103.92 98.19 96.85 99-80 109.76 104.50

(2) IMER'EDIATE CEODS 22.53 70.90 25.43 84.82 27-05 91.83 31.16 108.55 32.72 114.03 32.76 114.33

(3) CAPITAL QOOES 58.27 59-57 67.86 66.82 73.02 72.54 83-96 83.32 88.92 88.07 90.81 89-39

(4) CCNSOER NCN-EURAHE 31.17 86.54 34.72 93-92 69-58 102.33 75.42 110.65 78.77 115.18 79-21 115.62

(5) a m i C E  DURAELE 0Q0ES 88.78 88.75 93-58 93-39 99-16 99-29 106.74 107-50 112.09 114.82 110.96 113-04

(6) ALL MAI1FACIUES 37-86 71-74 43.49 80.92 52.96 87-92 60.33 100.00 60.98 104.42 63-91 103-73
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average BATES OF IMPORT DOIT (BASIC ♦ AMiLIABY), bt iidostrt groups

Table 5.5

T I A R S... — > 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86

D I S  C 1 I P T I 0 1
Heighted Omighted Heighted Onueigkted Heighted Onseighted Heighted OnReighted Heigkted Onueigkted Weighted Onueigkted 
Average Average Average Average Average Average Average Average Average Average Average Average

1 2 3 4 5 6 7 8 9 10 11 12 13 14

(1) Slaagkteriig, preparation and 
preserving of neat

120 115 125 120 130 125 135 135 140 140 140 140

(2) laaafactariag of dairy products 38 19 40 20 43 21 48 24 50 25 50 25

(3) Caiiiig 1 preservation of 
fruits 1 vegitable

120 115 125 120 130 125 135 135 140 140 140 140

(4) Caaning 1 preservation of fish 1 
otker sea foods

75 75 80 80 85 85 95 95 100 100 100 100

(5) laaafactare of grala lill products 2 35 2 57 2 62 2 72 3 77 3 77

(6) laaafactare of bahery prodacts 120 115 125 120 130 125 135 135 140 140 140 140

(7) Sugar 97 99 102 104 107 109 117 119 122 124 122 117

(8) laaafactare of cocoa, chocolate 1 
sugar coafactionary

120 115 125 120 130 125 135 135 140 140 140 140

(9) laaafactare of liscellaneoos food 
preparatioas

22 52 27 66 101 103 109 101 114 105 114 105

(10) Distilliaf rectifyiag 4 bleadlag of 
spirits, liae iadustries, Beverages

206 144 211 149 216 154 222 164 227 169 227 169

4 n*Buf»cturinf of ult

(11) Soft drinks 4 carbonated later 
iadustries

120 115 125 120 130 125 135 135 . 140 140 140 140

(12) Tobacco manufactures 120 115 125 120 130 125 135 135 140 140 140 140

(13) S|iaain|| leaviag 4 finishing 259 105 264 110 269 115 275 125 280 130 280 130

(14) bitting tills 120 115 125 120 130 125 135 135 140 140 140 140

(15) Cordage, rope 4 tiine industries 45 45 50 50 55 55 65 65 70 70 70 70

(16) laaafactare of textiles a.e.s 149 118 154 123 159 128 217 145 222 150 222 150
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1 2 3 4 5 8 7 8 9 10 11 12 13 14

35) luufacture of m - K U l l i c  literal 
products i.e.s

80 80 85 85 90 90 100 100 105 105 105 105

36) Iroa 1 steel basic Industries 71 77 85 95 121 112 134 125 112 120 145 138

37) lot-firons aetal industries 60 64 86 81 91 85 93 99 96 103 97 103

38) luufactare of >etal products 
except Mckiaary 1 transport 
equipments

56 72 122 104 128 109 136 137 144 144 144 145

39) luufacture of uckliarr except 
electrical ucklaary

56 55 67 63 73 68 83 79 88 84 91 87

40) luafactare of electrical uckinary 
apparatus, ipplluces aid supplies

86 84 92 93 97 102 n o 114 114 118 115 119

41) Skip baildltf u d  repalrUf 40 43 50 50 55 55 60 63 70 70 65 65

42) luafactare of railroad equipment 45 51 49 55 54 60 64 70 70 76 69 75

43) luafactare of lotor/fekicle 81 69 86 76 91 80 101 83 106 94 106 92

44) luufacture of bo tor cycle u d  
bicycle

98 98 92 92 108 108 122 122 127 127 123 123

45) laBBfactnre of air-craft 45 55 50 60 55 65 65 75 70 80 70 80

46) luufacture of trusport 
equipaeit a.e.s.

113 95 118 100 123 105 129 115 134 120 134 120

47) luafactare of professioul and 
scieitific leasarlBf aid 
coBtrolllBf lastruieats

70 58 75 64 78 68 88 77 91 81 91 80

48) luafactare of pkotoirapklc aid 
optical foods

71 74 79 84 84 89 94 105 99 n o 99 110

49) luafactare of latckes aad clocks 120 115 125 120 130 125 115 115 122 122 115 115

50) luafactare of jiellery aad related 
articles

42 64 46 69 50 73 58 81 62 86 62 86

51) luafactare of aasical iBStroieBts 120 115 125 120 130 125 135 135 140 140 140 140

52) luufactured products 111 98 116 103 121 108 127 118 132 123 179 129

53) All (roups 38 72 43 81 53 88 60 100 60 104 63 106
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TABLE 5.6:
REPORT ON NOMINAL TARIFF RATE (BASIC + AUXILIARY) 
MANUFACTURING SECTOR

NOMINAL PROTECTION 
RANGE

FREQUENCY DISTRIBUTION ( %)

e a r  s ------- > 1986-87 1987-88 1988-89 1989-90

.0 -25 1.41 1.43 1.46 1.69
25-1 -50 2.97 2.94 2.43 2.86
50.1 -75 9.14 9.47 2.67 3.14

75. 1 -10 0 23.00 22.67 12.94 12.82

100.1 -125 15.40 15.27 30.66 30.40

125-1 -150 44.59 44.71 44.39 43-50

150.1 -175 0.64 0.64 1.50 2 . 1 8
175.1 -200 2.57 2.57 2.76 2.40

200.1 -225 0.07 0.04 0.49 0.42

225-1 -250 0.24 0.26 0.71 0.59
»  -250 0.00 0.00 0.00 0.00

0-250.0 100.00 100.00 100.00 100.00
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m s  5.7 :
FEPQRT CN NCMINAL PFdECTICN - INDIA 
m  m SED CN BASIC + AUXILIARY IMPCRT DOTIES 
lEICHIED EY 1MPQRIS

(RATES APE EASED CM)

Y E A R S  > 1986-87 1987-88 1988-89 1989-90 !
1

D E S  C R I P  T I O N
VEICHIED
AVERACE

IJMSICHIED
AVERACE

VEIOflED
AVERACE

UJWEICHIED
AVERACE

VEICHIED
AVERACE

tM'EICHTED
AVERACE

IEICHIED
AVERAGE

UJWEICHIED !
AVERACE !

1

SECTORS IN PAKTHTCN 2
...  t

11
»

CENSUCR CEOES (MFC) 115.0 134.1 115.4 134.0 120.5 139.3 111.4 179.9 :
INIER'ED CDOE6 04FG) 94.5 117-8 94.6 118.0 107-3 129-5 130.3 161.1 !
CAPITAL CUES (MFG) 87.2 89.1 85.3 88.6 95.8 97.9 111.1 114.8 ! 

1

CVERALL AVERACE : 94.1 117.6 93.6 117.6 104.9 126.4 122.7 158.2 ! 
» 
1

arras m  partihcm 3
\
1
1
1
11

FOOD, EEVERAGES, TOBAGO) 119.2 128.8 119-2 128.9 123-8 136.0 125.0

1

176.9 !
TEXTILES & LEATHER 134.6 135-7 136.8 135.8 142.2 140.4 182.9 182.8 !
WOOD, CORK, & PRODUCES 63.1 107-5 63.1 107.5 68.1 112.5 88.1 144.3 !
PAPER & PRINTING 73.4 112.3 73-4 112-3 77-8 117-2 83-7 148.2 !
CHMICALS, PETR, COAL 87.3 120.4 87.5 120.4 88.4 124.9 114.4 158.2 !
ncneiallic mu erals 119-5 129.7 119.5 129.7 127.5 137.5 164.1 178.8 !
BASIC NEEAL INDUSTRIES 118.2 124.7 118.4 124.9 167.2 162.4 186.8 181.5 !
f - m  PRCCS, MACHQCRY 87-7 97-0 86.0 96.6 96.1 105-3 112.6 127.6 !
O M R  MANUFACTURING 79.3 130.3 79.3 130.4 84.2 135.3 102.3 176.4 ! 

1

yJvuHnLj-i nVLitniLâ . 94.1 117-6 S3-6 117.6 104.9 126.4 122.7 158.2 I
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TABLE 5.8:
REPORT ON NOMINAL TARIFF RATE (BASIC + AUXILIARY)
RATES ARE BASED ON 1989-90 & 1986-87 WEIGHTED BY IMPORTS

! Y E A R  S-------> 1989-90 1986-67 !

! DESCRIPTION & SECTORS WEIGHTED !UNWEIGHTED WEIGHTED UNWEIGHTE!
! IN PARTITION NO. AVERAGE !AVERAGE 

\
AVERAGE AVERAGE !

1(1) AGRICULTURE 53.4 ! 125-7 60.5 100.5 !
! MINING 17-1 ! 121.1 20.5 93.6 !
! MANUFACTURING 122.7 i 158.2 94 .1 117.6 !
! C/ERALL AVERAGE: 101.0 ! 155-5 

1
79-4 116.1 !

! (4) FOOD MANUFACTURING 124.2 I 169-5 118.9 12 6.4 !
j BEVERAGES 444.3 ! 300.7 249 .4 167.5 !
! TOBACCO 190.0 ! 190.0 140.0 140.3 !
! OVERALL AVERAGE: 125.0 ! 176.9 119-2 128.3 !

!(5) TEXTILES 188.4 ! 182.9 138.5 136.0 !
I WEARING APPAREL 190.0 ! 190.0 140 .0 140.0 !
! LEATHER PRODUCTS 1 0 9 . 3  I 156.5 82.1 1 1 6 . 5  !
! FOOT WEAR 190.0 I 190.0 140.0 ’40.0 !
! OVERALL A V E RAGE: 182-9 ! 182.8 134.6 135.7 |

I(6) WOOD, CORK, & PRODUCTS 80.9 I 132.3 57-7 98.9 !
! WOODEN FURN & FIXTRS 190.0 ! 190.0 140.0 140.0 !

PAPER PRODUCTS 95-5 ! 156.4 83.8 1 1 8 . 8  !
i PRINTING & PUBLISHING 14.3 ! 115.9 12.6 8 6 . 0 |
! OVERALL AVERAGE: 83-8 ! 146.9 73-0 1 1 0 . 7  !

!(7) INDUSTRIAL CHEMICALS 155-1 ! 152.8 * 1 *7 0 ■ » , • t~ 1'5«0 1
I OTHER CHEMICAL PRODS 154.7 ! 164.0 124.6 129-7 !
! PETROLEUM REFINERIES 0.0 ! 107-2 0.0 8 3.0 !
! PETROLEUM & COAL PRODS 49-2 ! 125.3 28.8 91-5 !
j RUBBER PRODUCTS 183-9 I 132.0 135.8 1 3 4 . 5  :
i PLASTIC PRODUCTS NEC 184.6 ! 185.3 143-5 138-7 I
! OVERALL AVERAGE: 114.4 ! 158.2 87-3 1A0.4 !
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i Y E A R  S-------> 1989-90 1986-87 !
1

! DESCRIPTION & SECTORS WEIGHTED UNWEIGHTED WEIGHTED UNWEIGHTE!
! IN PARTITION NO. AVERAGE AVERAGE AVERAGE AVERAGE !

1

1(8) CERAMIC PRODUCTS 133-3 182.3 108 .-5 135-7 !
! GLASS & GLASS PRODUCTS 178.5 182.3 132.0 134.7 I
! OTHER NONMET MIN PRODS 148.3 176 .0 104.2 125-5 I
! OVERALL AVERAGE: 164.1 178 .8 1 19-5 129-7 ! 

1

1(9) IRON & STEEL B-MET IND 217-7 212.9 1 24 .7 139-0 !
! NONFERROUS B-MET IND 137-5 143-2 107-7 107-2 !
! METAL PRODUCTS NEC 1 19-9 150.7 97-2 114-9 !
! NONELECTRIC MACHINERY 105.8 107-4 84.1 82.8 !
! ELECTRICAL MACHINERY 145 .6 142.3 103 • 1 102.8 !
! TRANSPORT EQUIPMENT 79-8 113-7 67 -5 89-3 !
! SCIENTIFIC EQUIPMENT 114.1 138.9 91-3 106.7 !
! OTHER MANUFACTURING 102.3 176 .4 79-3 130-3 !
! OVERALL AVERAGE: 125-7 142.3 92.2 105-3 !
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RATES ARE BASED ON 1989-9?
NRP EASED Oil CUSTOMS TARIFFS + OTHER IMPORT DU7 
WEIGHTED BY PRODUCTION IN DOMESTIC PRICES

Y E A  R------->

D E S C R I P T I O N 1

FOOD,BEVERAGES.TOBACCO 
TEXTILE & LEATHER 
WOOD,CORK,& PRODUCTS 
PAPER k PRINTING 
CHEMICAL PETROLEUM COAL 
NONME TALL IC MINERAL 
BASIC MET L INDUSTRIES 
MATAL PRC JCTS MACHINERY 
OTHER MAN-FACTURING

OVERALL AVERAGE:

1989-90 !

WEIGHTED UK WE IGH TEDi
AVERAGE AV rpp, L> AriGE !

131 .2 138 • 5 !
',4 2 -5 137 . 1 !
1 12 .8 1 10 . 5 ;
1 24 • i 1 1 6 n  )

• / t
98 .2 1 24 . 1 ;

1 17 .2 126 • 5 !
134 • 9 13? -8 !
1 10 .9 99 . 7 ;
118 .8 132 .4 !

1 17 1I26 I



lasie 5.10
fEPCRT CN NCMDML PRCHECTICN - 
RATES Em ) CN 1909 DAKWINaUIES CVD 
NFP BA2X) CM OUSTOB TARIFFS

PKEUCT
anmwEs

B A S I C  S T A T I S T I C S -- >
MANIFAOURIN3 a n a s

MMMM MAX3MM (EAN SIND
EEVN

CEETF 
CF VAFN

NO. CF 
QBSMB

VALUE CF ! 
MCFTS: !

CANALISD CENSU'ER (ECK (MFG) SCTOR (2011) 0 116 SB .7 37-9 42.7 16 277425 !
IMEftEDIATE (HX6 (MFCJ) STICK (2012) 0 345 104.7 56-5 53-9 279 38106962 I
OPKAL CDODS (MFCS SETCR (2013) 95 85 85.0 0.0 0.0 1 575242 !
MANUFACTURING (ECJB 0“IFXJ) O T F  (1003) 0 345 103.8 56.0 53-9 296 38959629 !

FESTKICiU) COHJER (DOES 0*0 SECTOR (2011) 0 1)00 139-8 29-7 21.2 1193 6559188 !
MEMDIATE (HXS (MFO 3XTCR (2012) 0 220 124.8 37-4 30.0 111 20716571 !
CAPITAL QH6 (MFO 2EICR (2013) 35 155 83-5 30.3 36.4 151 4614742 I
MANIFACIUKING Q3QDS 0*0 SCKH (1003) 0 ICO 132.8 34-9 26.3 1455 31890501 !

uMmc COSIER CEOEG 0*0 SCICR (2011) 0 195 119.6 31.6 26-5 126 1639743 !
PEFMISSIHi: INEHEEIATE GOODS 0*0 SEOOi (2012) 0 235 116.9 28.2 24.1 575 15454950 I

CSPHAL CD3ES (MFO SETOR (2013) 10 195 100.3 33-9 33.8 204 15946135 I
MANUFACIUKING OXES 0*0 SEd® (1003) 0 205 113.5 30.9 27.2 905 33040829 !

CEL COEU-ER SH E (WO) a)CICK (2011) 10 316 120.1 38.7 32.2 71 1748388 !
UJIEfrEDIATE CEOES (MFO SECTOR (2012) 0 195 119-2 32.3 27-1 290 12649575 !
cApm cdxb o*0 setor (2013) 35 195 84.4 27-7 32.9 251 17127002 !
MANUFACTURING (DOES (MFO SETCR (1003) 0 345 105.0 35.8 34.1 612 31524965 !

OGL STOCK CO-EUER CDOES (MFO 3ETOR (2011) 70 145 123-5 28.6 23-1 13 132567 !
& nnEMHAiE ooocs o*0  sehcr (2012) 33 155 110.5 35.8 32.4 10 779460 !

SALE fflPriAL ODDS (MFO SECTOR (2013) 10 105 72.5 32.5 44.8 4 24904 I
MANUFACIUKING 03X6 0*0 SCTOF (1003) 33 W 111.1 36-3 32.7 27 935931 !
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m E 5 . n
Qmperiacn of Tariff fttes : triff Eaaalatian

1905-86 Tariff fetes

1. A. 
E.

Sugar
Odcxh, Chocolate and 
Sigar Ctnftoticnery

117?

1405J

2. A. 

B.

Spiming, weaving and 
finding of textiles 
Wearing apparel 140%

13#

3- A. 
B.

Wood nanufecturirg 
Furnitures and Fixtures

100%
140?

4. A.
B.

Leather
Leather products

10055
140?

5. A. 
B.

Petroleum refining 
Products of petroleum and coal

2055
m

6. A.
B.
C.

Iren and Steel basic metal 
Metal products 
Ncn-electrical machinery

1909-90

m

1435
87?

1. A. 
B.

"textiles 
Wearirg apparel

14155
1436

2. A.
B.

Leather and products 
Footwear

121?
1435

3. A. 
B.

Wood, Cbrk aid products 
Wooden furnitures and fixtures 1435

104$

4. A. 
B.

Industrial Chemicals 
Chanical products

121?
1335

5- A.
B.
C.

Iren and Steel basic Metal 
Mstal products 
ffar-electrical machinery

20$
12055

89?

6. A. 
B.

Basic metals
Metal prodjcts, madiinery and 
transport equipment

16355

103?
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Table 5-12

Raw material/
Commodities Intermediate Final

1. Edible oils 105 45
2. Tobacco products 508 .95 145
3- Leather products 105 145
4. Wood products 85 145
5- Cyclic hydrocarbons 90 88
6. Dyestuff 115 115
7. Antib iotics 115 1 15
8. Nitrogenous fertilizers 0 0
9. Silk products 80 145
10. Wool products 100.8 145
11 . Cotton textiles 85 145
12. Flax 85 145
13. Jute products 85 145
14. Vegetable fibres 85 145
15. Fabrics of Synthetic Filament Yarn 173-92 145
16. Fabrics of Synthetic stable fibre 158.5 1 56 .6
17 • Tyres and tubes 100 145
18. Paper 83 109-4
19. Iron & non-alloy steel 101.8 115-9
20 . Stainless steel 345 265
21 . Copper and articles thereof 123-7 140.7
22. Aluminium and articles there of 83-3 105
23- Lead products 130 130
24 . Cement 117 105
25 • Synthetic Resins 117 195
26. Photo chemical materials 115 145
27 • Sulphuric acid 0 115
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Table 5-13

Tariff Rates For Intermediate and Final goods(1989-90)

Non-Electrical Machinery

Producer Goods

Intermediate Final
1. Nuclear Reactors 85 90
2. Boilers 80 80
3. Reciprocating piston engines 145 80
4. Turbines 80 80
5. Turbojets 85 80
6. Other engines and motors 80 82
7. Pumps fitted with a measuring devi 155 80
8. Air and vacuum pumps 80 80
9. Furnace Burners 35 53
10. Industrial or laboratory Furnaces 35 40
11.Medical Surgical or lab.fUrnaces 80 95
12.Calendering or other rolling mill 80 80
13•Centrifuges 89 108
14. Mechanical appliances for projecting,

dispensing or spraying liquids 80 90
15.Weighing machinery 80 113
16.Pulley tackle and hoists 80 80
17.Fork-lift Trucks 145 80
18.Other lifting,handling,loading or

unloading machinery 80 80
19.Self-propelled bulldozers, 80 80

angledozers
20.Agricultural, Forestry machinery 80 82
21.Presses,crushes and similar machinery

for mmanufacture of bearings 80 115
22.Other agricultural machinery 85 80
23*Machinery for cleaning,sorting

and grading 40 80
24.Machinery for Pulp-making or fibrous

cellulosic material 80 80
25 •Book-binding machinery 80 40
26.Machinery for making up paperpulp

paper or paperboard 80 83
27*Extruding,drawing,texturing or

cutting man-made textiles 30 80
28.Card-clothing machinery
29 • Convertters,ladles and ingot

moulds and casting machinery 35 45
30.Metal-rolling mills 80 77
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Consumer goods

1. Fans 80 135
2. Bakery ovens 35 40
3. Refrigerators househld type 80 80
4. Clothes-dryers 80 80
5. Dish-washing machines 80 155
6. Personal weighing machines 80 105
7 . Sewing-machines household type 80 155
8. Electronic calculators 105 105
9. Dry-cleaning machines 80 80
10.Drying machines 80 110

Electrical Machinery

Producer goods
============== Intermediate Final
1. Electrical,Static Converters

And Inductors 80 92.5
2. Electro magnets 80 96.3
3. Primary cells and batteries 145 145
4. Electric accumulators 145 145
5. Electro-mechanical tools 80 115
6. Electrical ignition,starting equpt 95 95
7. Electrical lighting or signalling 145 145
8. Indl,lab.electric furnace and oven 80 70
9. Electl app.for telephony or telegr 145 155
10.Electrical capacitors 145 145
11. Diodes 90 70
12.Electrical resistors 90 70
13.Electronic integrated circuits 105 145
14.Electrical machines and app.n.e.c 105 115

Consumer goods

1. Electro mechl domestic appliances 105 115
2. Portable electric lamps 145 145
3. Electro-Thermic domestic appliance 80 115
4. Micro-phones and stands therefor 145 145
5. Sound recording and reproducg appt 85 145
6. Cathode ray TV tubes 105 145
7. Eltric filament or discharge lamps 105 145
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Table 5-14

Incidence of Customs Duties for Selected Chapters, 1984-85

Chapter
No.'

Description Range of Duty Average Duty Rate

Minimum Maximum (A) (B)

28. Inorganic Chemicals 35 100 95 103
29 Organic Chemicals 50 190 102 114

39- Plastics and articles
thereof 40 190 87 137

40. Rubber and articles
thereof 0 140 68 115

73- Articles of Iron
and Steel 0 340 126 141

76. Aluminum and articles
made of aluminum 0 140 70 100

82 Tools, implements,
cutlery (etc.) 20 140 62 96

r̂co Non Electrical
Machinery 0 140 61 85

85- Electrical Machinery 45 140 107 116

Note: Averages (a) and (b) correspond to the minimum (effective) rates 
of duty and the maximum (effective) rates of duty for different 
items belonging to the respective Chapters.
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Realized Rates of Tariff

6.1 In the analysis presented in the previous section, we 

considered nominal tariff rates with quantifiable exemptions. 

Since there are many exemption notifications which provide custom 

duty exemptions in respect of particular item(s) under a tariff 

heading, specific use of commodities or specific source (country) 

of supply, the actual incidence of customs duty would be lower 

than those reported in the previous section. It is important 

therefore to study also the collection rates or realized rates of 

t a r i f f  duty d e f i n e d  as the ratio of act u a l  c u s t o m s  d u t y  

collection to the value of imports, which would incorporate all 

the exemptions.

6.2 One s e r i o u s  d i f f i c u l t y  in the a n a l y s i s  of r e a l i z e d  

t a r i f f  rate ari s e s  from the fact that prior to 1 9 8 7 —8 8 , the 

classifications used for import trade data and customs revenue 

data in the official data sources did not match. This introduces 

some error in the c o m p u t a t i o n  of the r e a l i z e d  t a r i f f  rates, 

except when these are computed at a highly aggregated level. For

1987-88, data on i m p o r t s  and c u s t o m s  r e v e n u e  are a v a i l a b l e  

according to the classification in the Harmonized System (HS). 

Such data for m o r e  rec e n t  yea r s  are not a v a i l a b l e  at the 

disaggregate level. We could obtain some provisional data on 

c u s t o m s  r e v e n u e  and i m p o r t s  for 1989-90. These have been 

utilized for the analysis.

6-3 Table 6.1 shows the composition of tax revenue obtained

from custom duties (including CVD) according to broad commodity 

groups. It is seen from the table that c u s t o m s  d u t i e s  on 

machinery and transport equipment constitute a little less than 

one-third of the total customs revenue. Nearly 75 per cent of 

the total c u s t o m s  r e v e n u e  is o b t a i n e d  from d u t i e s  imposed on
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imports of (1) m a c h i n e r y  and t r a n s p o r t  e q u i p m e n t  ( i n c l u d i n g  

project goods), (2) metals products, (3) petroleum, petroleum 

products and related materials, (4) chemical products, and (5) 

artificial resins, plastic materials and articles thereof. From 

the table, no m a j o r  s t r u c t u r a l  cha n g e  is o b s erved in the 

c o m m o d i t y - w i s e  c o m p o s i t i o n  of c u s toms d u t i e s  over the p e r i o d  

1975-76 to 1938 — 89. However, it is interesting to note that the 

relative share of petroleum and p e t r o l e u m  products in to t a l  

customs revenue has significantly increased over time, while the 

share of fertilizers has declined.

6.4 Table 6.2 shows r e a l i z e d  ra t e s  of c u s t o m s  d u t y  

(including CVD) for some major product grou p s  and at the 

aggregate level for the period 1975-76 to 1 9 8 8 -8 9 . It is seen 

from the table that the realized rate of import duty at the 

aggregate, all-commodities level was 28.54 per cent in 1975-76. 

In the period 1975-76 to 1980-81, it remained by and large at 

this level. But, during the 1980s, there was a s i g n i f i c a n t  

increase in the realized rate of customs duty at the aggregate 

level. It increased from 27-06 per cent in 19 80 —81 to 5 6 . 8 2  per 

cent in 1 9 8 8-8 9 . A rising trend in the realized rate of duty in 

the period since 1980 — 8 1 is o b s e r v e d  a l s o  for most p r o d u c t  

groups, for which realized duty rates are presented in the table. 

The increase is e s p e c i a l l y  m a r k e d  for petroleum, p e t r o l e u m  

products and related materials, for which the realized duty rate 

rose from 6.74 per cent in 1980 —81 to 65 *54 per cent in 1 9 8 8-8 9 . 

It may be m e n t i o n e d  here that most of the customs r e v e n u e  

obtained from this category arise from imports of crude oil.

6.5 A comparison of nominal and realized customs duty rate 

at the aggregate level is presented in Table 6.3 for the period 

1980-81 to 1989-90. The nominal duty rate does not include CVD. 

The realized duty rate has been shown both with and without CVD. 

Clearly, the latter is more r e l e v a n t  for c o m p a r i s o n .  It is
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interesting to note that import-weighted nominal duty are was 

only 10 p e r c e n t a g e  points h i g h e r  than the r e a l i z e d  duty rate 

(with CVD) in 1980-81. But this gap was about 50 p e r c e n t a g e  

points in 1 9 88-8 9 . Similarly, it is seen that the difference 

between the import-weighted nominal duty rate and the realized 

duty rate ( w i thout CVD) has i n c r e a s e d  b e t w e e n  19 8 0 -81 and 

1985-86. It a p p e a r s  t h e r e f o r e  that s p e c i f i c  c u s t o m s  duty 

exemptions have become more and more important during the 1980s.

6.6 It would be useful to examine next how the realized

duty rate varies across industries. Table 6.4 shows realized 

d u t y  rates. with and w i t h o u t  CVD, for 32 p r o d u c t  grou p s  

(chapters) for the year 1985-86. The duty rate is found to be 

relatively high for (1) organic chemicals, (2) tanning and dying 

extracts, (3) essential oils and resinoids, (4) soap, washing 

preparations, etc., (5) artificial resins, plastic materials and 

p r o d u c t s  (6) a l b u m i n o i d a l  s u b s t a n c e s  (7) p h o t o g r a p h i c  and 

c i n e m a t o g r a p h i c  goods, (8) t e x t i l e  and t e x t i l e  articles, (9) 

a r t i c l e s  of stone, plaster, cement, etc., (10) glass and 

glassware, and (11) copper, nickel, zinc and articles thereof. 

On the other hand, the duty rate is r e l a t i v e l y  low for (1) 

pharmaceutical products, (2) fertilizers and allied chemicals and 

products, and (5) magnesium, beryllium and products. In 27 out 

of the 32 product group the realized duty rate is higher than the 

duty rate at the aggregate, all-commodities level.

6-7 Realized rates of customs duty (including CVD) for 48

m a j o r  g r o u p s  of p r o d u c t s  for two recent years, 1987-88 and 

1 9 8 9 - 9 0 are presented in Table 6.5- It is seen from the table 

that for a large number of product groups the rate of duty is 

about or more than 100 per cent. These include (1) articles of 

stone, plaster, cement, mica, etc., (2) manmade staple fibres,

(3) m a n m a d e  filaments, (4) p h o t o g r a p h i c  and c i n e m a t o g r p a h i c  

goods, (5) p l a s t i c s  and products, (6) beve r a g e s ,  spirit and
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vinegar, and (7) ball and roller bearings. On the other hand,

the duty rate; are relatively low for (1) p h ar maceutical

products (2) air-craft and vessels, (3) pulp, paper, paperboard 

and articles thereof, (4) silk, (5) wool and other animal hair, 

(5) primary m aterials of iron and steel and (7) aluminium. 

Another product group, for which the realized rate of customs

duty io very low is fertilizer and related materials.

6.8 It is interesting to note that the realized duty rate

on project imports was about 99 per cent in 1987-88, while that 

on ion-electrical machinery, excluding machine tools and ball and 

roller bearings, was only about 40 per cent, which was low also 

in relation to the duty rates on basic metals and metal produc s 

(especially icon and stee.). However, in 1989-90, the realized 

duty rate r nor.-eleetrieal machinery (excluding machine tools 

and ball a roller bearing) was nearly the same as for project 

imports ana it was not much lower than the average duty rate for 

iron and steel products.

6.9 Another interesting point to be noted is that while the

nominal rates have gone up between 1987-88 and 1989-90 for all 

major product groups, the realized duty rates have g e n e r a l l y  

declined. At the aggregate level, the realized duty rate has 

declined by about 10 percentage points, from about 62 per cen: 

to about 52 per cent. For many groups, the decline in the 

realized duty rate has been by about 20 percentage points or 

more. This indicates that, in 1 989-90 compared to 1987-8'", 

specific customs duty exemptions were more important, which mi 

have been ce ised partly by a change in the import structure 

favour of items for which such exemptions are available ;.nd/or i 

favour of those category of importers (e.g., exporting units) v. > 

can import at concessional or nil duty. Interestingly, the
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r e a l i z e d  duty rate for n o n - e l e c t r i c a l  m a c h i n e r y  ( e x c l u d i n g  

m a c h i n e  tools, and ball and roller bearings) and e l e c t r i c a l  

machinery have both increased between 1 9 8 7 - 8 8 and 1989-90.

6.10 Realized duty rates presented in Tables 6.4 and 6.5

exhibit considerable variation across industries. Thus, in Table

6.4 the realized duty rate without CVD ranges from 0-38 per cent 

to 188.59 per cent cent and the duty rate with CVD ranges from 

0.38 per cent to 233 -84 per cent. Similarly, in Table 6.5 the 

realized duty rate (including CVD) ranges from 8.15 per cent to 

221.83 per cent for 1 9 8 7 - 8 8 and from 5.41 per cent to 246.27 per 

cent in 1989-90.

6.11 Table 6.6 presents a comparison between the frequency

distributions ( % )  of nominal and realized tariff rates. The data

relate to the year 1 9 8 5-8 6 . While the frequency distribution of

nominal duty is based on all items (tariff headings), that for

realized duty has been derived using data for 253 major items

(tariff headings) chosen on the basis of their importance in the
1 ?

total value of imports. The Table brings out that for most 

items the nominal duty rate lies in the range 50 percent to 150

percent. On the other hand, for nearly half of the items, the

realized duty rate is less than 50 percent. The average nominal 

duty rate is 105.9 percent, while the average realized duty rate 

is 63 percent. The standard deviations of nominal and realized 

duty rates are 57 p e r cent and 55 percent, r e s p e c t i v e l y .  

Evidently, the inter-industry variation is relatively more marked 

in the r e a l i z e d  duty rate than in the n o m i n a l  duty r a t e ( a s  

brought out by the coefficient of variation).

12. dearly, the realised duty rate is not available if tiie itan is not imported. There are 
many such items.
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Tdblia 6.1

dra.ojity Wise GLnpxitiai of CUlu.i Euties

E E E R r m u j 1975-76 1976—77 1977-78 1978-79 1979-80 1o.̂o._8i 1981-82 1-982-83 1983-84 1091-85 1985-86 1986-87 1987-83 1988-89

Friut
Ffcti olan, Pstrab m Products &

0.78 0.99 1.00 1.02 1.05 0.94 0-77 0.96 0.90 0.64 0.51 0.58 0.45 0.48

ft- : --ii J ftlLOI ̂  J-- ' 8.51 7 -74 7.75 8.66 7.66 10.44 6.70 5-00 3-89 7-19 11.12 9-82 16.05 15.43
luaikws Filjjrs 3-64 7.72 7.85 8.41 7-51I 8.19 7-93 8.01 4.60 3-iB 3-75 3-07 1.82 1.72
ttehinery & D-artiport Equipment 32- 0.2 3i-.ol 27.08 24.26 27.00 26.32 28.50 32.56 35-82 34 .or -’.90 35-53 30.77 27.91
[■■fe tiixS 18.02 20.76 18.90 22.34 20.98 20.5)0 22.53 19.11 17-23 18.UJ 1U.16 15-34 15.52 15-58
Aiiiiiala & Oils fUto & Vtoxeu 0.64 0.33 0.81 0.53 1.29 1 -- ’i 1-36 0.63 0.83 1.04 0.99 2.35 4.48 3-90
Qiariici.il Product St FerUliatr 22.45 13.77 14.53 14.99 15.98 10.27 10.43 9-53 10.87 12.34 12.86 9.48 9-97 11.20
(i) 0*T,iii"jal Pnxlujt 8-75 10.65 11.47 10.75 13-26 9-68 10.16 9-49 10.85 12.33 12.82 - - -
(ii) frbtilirser 13-70 3-12 3-06 4.24 2.72 0.59 0.27 0.09 0.02 0.01 0.04 - - -
rTi ; , & H i, i: ■ ^ 1 ..  ^
Artificial Fesins, Plastic Materials &

0-28 0.37 0.48 0-49 0.55 0.47 0.45 0.52 0740 0.40 0.47 0.38 0.33 0.41

Articles Hjavauf 2.64 3-42 5-47 4.11 3-88 4.18 4.15 4.42 4.12 4.33 5-09 5.19 5-08 5-42
Rjbber £c Articles Thereof 
Pulp, Rtf-er, Pajjer Dxjnd ci

0.51 0.76 0.89 0.74 1.20 1.00 1.36 1.45 1.41 1.47 1.28 1.43 1.08 1.09

Articles Hereof
Mineral Siistaices, Metallic Ores,

2.43 2.65 2.21 1.63 1.65 1-33 1.70 1.48 1.38 1.46 1.54 1-19 0 . 7 1 0.76

SL=C 4 Adi HA 0.92 1-39 0.92 0.87 0.96 0-73 1-33 1.66 1-35 1.01 1-27 1.22 1.21
Oti«rs *8.08 11.96 11.64 11.90 10.53 14.06 13-39 14.90 16.84 14.37 15-32 14.37 12.46 14.89

TOTAL 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

*Imludod Mirot’cJ SubGtanx3s,l4staLLio Qes,Sl£e <i Ash
Scarce:-

I- itoiepiuj tua^eL,f.jjvt. of India
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TSible 6.2

Itealisad Kites of Import Duties

IEXMFTICN 1975-76 1976-77 1977-78 1978-79 1979-80 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1985-87 1987-88 1988-89

R-iut 25.08 50.29 35.10 44.36 69.56 94.76 85.08 171.85 70.67 61.85 76.94 n.a n.a n.a
BatroLan, BstniLan Products & 
Jfeiatod Materials 9-40 7-96 8.21 11.36 6.50 6.74 5.54 4.55 4.51 9-39 20.83 40.21 54.37 56.54
Textiles Fibers 67.58 26.52 24.47 69.29 134.98 169.41 133.85 167.52 103.14 99.05 134.89 n.a n.a n.a
ffechinery & D~anspart Bquipnsnt 46.48 48.35 40.05 48.35 54.72 49.09 61.74 64.80 63.41 79-54 63-78 65.11 69.65 66.29
Metals 59.29 79-39 66.25 69.40 49.70 52.34 60.41 64.47 67.19 94.52 87-58 85.13 116.07 93-76
Animals & Vegtable Oils fets & Waxes 51.41 4.03 1.79 2.13 7-85 6.43 8.46 7-74 6.61 7-33 11-95 n.a n.a n.a
Oranical Product & Fertiliser 62.10 50.61 44.80 41.15 68.49 30.97 39-92 64.75 57.46 42.11 49-89 n.a n.a n.a
(i) Chemical Produjt 51.44 78.43 66.42 54.98 85-45 69-43 71.30 87.91 71.00 81.79 88.43 n.a n.a n.a
(ii) Ftetiliser 39.60 22.88 19-56 25.15 20.26 3.06 2.29 2.21 0.58 0.01 0.03 n.a n.a n.a
Glass & Qass-vere 90.23 146.15 117.60 118.83 141.32 87.64 103-18 136.21 84.23 104.62 129-96 n.a n.a n.a
Artificial Ffcsins, Plastic Materials & 
Articles Thereof 183-36 181.57 Co fe 129.07 113-19 117-09 142.26 164.06 116.34 137.29 147-51 137-50 128.21 107.2?
Pulp, Paper, Paper Baartl & 
Articles Thereof 44.81 31-20 35.29 24.41 24.71 22.09 25-45 38-43 30.84 27.79 30.54 32-09 24.95 22.04
All Qamodities 26.54 24.11 27.26 32.29 30.72 27.06 31-54 35-77 35.48 41.27 47.50 57-26 61.72 56.82

Source
1- Ftecepits Budget,Ctvt. of India
2- Statistical Abstract India
3- Bxnemic Survey,Cfcvt. of Mia
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Table 6.3

Campari son between Nominal Rate of Customs Duty (with Quantifiable 
Exemptions) and Realized Rate of Customs Duty at the Aggregate 

Level : 1)80-81 to 1989-90

(Per cent)

Year Nominal Rate 

Unweighted

(Basic + Auxiliary)

Weighted by 
imports

Realized Rate

With O/D Without
CVD

1980-81 71.4 38.1 27.1 19-7
1981-82 80.1 43-7 31-5 24,3
1982-83 87-5 53-1 35.8 23.3
1983-84 99-5 60.5 35.5 26.2
1984-85 103-9 6 1 . 2 41.5 26.2
1985-86 105-2 64.0 47-5 34.2
1986-87 1 1 6 . 1 79.4 57-3 39-9
1987-88 116.1 79-1 61.7
19 ;r 89 124.6 88.2 56.8
19 : -90 123-7 86.0 51.8(P)

P = Provisional.
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Realized Rates of Customs Duty ; Rate of Duty

Table 6.4

(Per cent)

Description Without CVD With CVD

1. Inorganic chemicals 22.67 26.57
2. Organic chemicals 111.88 126.41
3. Pharmaceutical products 4.42 4.74
4. Fertilizers & allied chemicals 0-38 0.38
5. Tanning & dying extracts 104.40 127-18
6. Essential oils & resinoids 77.68 94.14
7- Soap, washing preparations, artificial waxes, etc 86.51 111.61
8. Albuminoidal substance, glues, enzymes 188.59 233-84
9. Explosives, pyrotechnic products 41.98 51.80
10. Photographic & cinematographic goods 108.45 140.82
11. Artificial resins & plastic materials, articles

thereof 80.49 137-12
12. Rubber, synthetic rubber, factice Sc articles

thereof 65-18 81.66
13- Articles of leather 54.38 69-78
14. Wood & articles of wood 53-14 56.49
15. Paper & paper board & articles thereof 49-96 60.20
16. Textiles & textile articles 75-42 116.66
17- Footwear, gaiters & the like, part of such articlesi 69-58 71-72
18. Article of stone, plaster, cement etc. 122.59 157.57
19- Ceramic products 46.25 59-58
20. Glass and Glassware 85-71 106.05
21. Iron and steel and article thereof 48.93 54.99
22. Copper & article thereof 102.10 119.74
23. Nickel & article thereof 72.75 93-00
24. Aluminium & article thereof 21.31 35.33
25. Magnesium & beryllium & article thereof 19.03 26.13
26. Lead & articles thereof 87-40 102.98
27- Zinc & articles thereof 84.94 117-21
28. Tin & articles thereof 67-32 67.32
29- Tools, implements, cutlery, spoon & part thereof 57-32 76.81
30. Boilers machinery & mechanical appliances &

parts thereof 63.47 71-99
31. Electrical machinery & equipment : parts thereof 62.82 72.52
32. Transport equipment 44.26 53-13
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Table 6.5

Realised Rates of Import duty of India 
(1987-88 & 1989-90)

SI.No. Discription 1987-88 1989-90

1 Fruits,dried & fresh 48.96 46.34
2 Coffee,tea,mate & spices 104.95 83.09
O
•J Animal or vegatble fats & oils & their creavage 

product prepared edible fats,animal or veg. waxes 60.89 98.94
A Beverages,spirits & vinegar 203,72 99.29
r. Mineral substances 49.13 51.71
6 Ores, slag & ash 80.24 50.21
7 Potroleum & petrolem products 51.87 41.93
8 Inorganic chemicals 39.72 30.52
9 Organic chemicals 114.03 94.00

10 Fertiliser 1.99 n.a

11 Pharmaceutical products 8,15 5,41
12 Dyes,colours,prints & varnishes 102.30 89.95

13 Essentiol oils.resinoids * toilet preparations 75.83 64.30

14 Soap.ogranic surface active -agents .artifical waxes 142.37 125.56
15 Photographic & cinmatographic goods 152.63 113.56

16 Misc. chemical products 129.56 103.63
17 Plastic &  -articles thereof 123.81 98.41
18 Rubber & articles thereof 87.93 80.80

19 Pulp.paper.paperboard & articles thereof 21.13 26.04

20 Silk 28.21 Q  O O
V  . *JkJ

21 Wool & other animal hair 21.58 16.09

22 Manmade filaments 175.59 157.35
O O
<L.*J Manmade staple fibres 113.99 86.99

24
Articles of stone,plaster cement,asbestos, mica 

or similar materials 221 . 83 246.27
25 Ceramic products 91.95 96.25
26 Glass & glassware 70.40 62.88
27 Primary materials of iron & steel 31 . 21 44.71
OO Iron & non-alloy steel 104.58 78 . 78
29 Stainless stetl 106.31 77.80
30 Other alloy steel,hollow drill bars & rods .10.74 81 . 92
31 Articles of iron & steel 31.44 49.12
32 Copper 124.56 78.44
33 Nickel 93.23 58.53
34 Aluminium 31.38 32.36
35 Lead 84 85 69.50
36 Zinc 155.18 53.66
37 Tin 100.32 104.66
38 Other base metals 107.57 82.86

39
Tools,implement & other misc. articles of 
base metals 80.56 99.09
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40 or roller bearings 40.33 56.43
41 Machine tool,parts &  accessories 51.13 53.85
42 Ball or roller bearings 123.00 110.90
43 Electrical machinery 65.13 83.44
44 Railway locomotive & materials 39.51 79.00
45 Moter vehicles & parts thereof 90.02 78.53
46 Air-caraft & vessels

Optical,photographic,cinematographic measuring,
14.89 7.56

47 medical surgical instrument 37.90 66.59
48 Clocks & watches & parts thereof 79.72 87.67
49 Project import 99.10 60.74
50 Total 62.15 51.75

Sources:- (i) Monthly Statistics of the Foreign Trade of India,
Vol II Import, DGCIS, Ministry of Coronerce.Govt. of India 

(ii) Receipts Budget,Govt, of India
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frequency Distribution (?) of Nominal and Realised Duty 
(Basic + Auxiliary), 1985-86

Table 6.6

v * Ncninal Duty Realised Duty

0-2r 6.2 26.9
25-50 1.7 21.3
■f 0—75 C .C . .  1 18.2

75-ICO 5-9 13.4
100-125 32.5 7.0
125-'50 24. 4 4.1
150-200 2.7 2.8
Above 200 3-9 6.3

Total 100.0 100.0

Mean 105.0 O  •  O

O  •  ' i J  • 57.0 55.0

Coefficient of variation 0.5 0.9
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7. Political Economy of Tariff Protection

7.1 In t h e  n e o c l a s s i c a l  t r a d e  t h e o r y ,  p r o t e c t i o n  o f  

d o m e s t i c  i n d u s t r i e s  from i m p o r t  c o m p e t i t i o n  g e n e r a l l y  lowers 

income of that country, unless its trade volume is large enough 

to a f f e c t  i n t e r n a t i o n a l  price. Yet, we find that a l m o s t  all 

countries protect their industries from i m p o r t  c o m p e t i t i o n .  To 

explain the protection of industries in developed countries, many 

e m p i r i c a l  s t u d i e s  h a v e  b e e n  u n d e r t a k e n  based on the theory of 

Pubic choice. In these studies, the authors take the view that 

protection is demanded by the import-competing industries and the 

g o v e r n m e n t  is v i e w e d  as the supplier. T h e s e  i m p o r t - c o m p e t i n g  

industries demand p r o t e c t i o n  so as to i n c r e a s e  the p r o d u c e r s '  

surplus and they exert the pressure through the power to v o t e , 

The p e o p l e  who t e n d  to o p p o s e  i m p o r t  r e s t r i c t i o n s  a r e  t h e  

c o n s u m e r s  of the i n d u s t r y ' s  product, who s u f f e r  a loss in 

consumer surplus, or i n d u s t r i e s  who use it as an i n t e r m e d i a t e  

i n p u t  in t h e i r  p r o d u c t i o n  process, and exporters who suffer a 

p r i c e  d i s a d v a n t a g e  due to an i n c r e a s e  in c o s t s  b e c a u s e  of 

tariffs. The government with the desire to be in power balances 

the political pressures for and against protection.

7.2 A m o n g  the d e m a n d - s i d e  f a c t o r s ,  t h e  a b i l i t y  of an 

industry to organise its members and obtain funds for effective 

lobbying is an important d e t e r m i n a n t  of t a r i f f  rate. However, 

despite the fact that there would be additional benefits derived 

which would exceed costs if tariff rate was imposed on the import 

competing goods, these firms may not be able to raise sufficient 

funds due to the problem of free-rider. Olson (1965) pointed that 

because of the free-rider problem, the incentive for a firm to 

contribute for ef f e c t i v e  l o b b y i n g  w o u l d  be c o n s i d e r a b l y  less.
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This is so, because some of the firms would benefit whether they 

contributed or not. So, one would expect the industry's rate of 

protection to be greater, the smaller the number of firms.

. 3 Geographic concentration is another variable which may

b e a r  some r e l a t i o n s h i p  w i t h  the l e v e l s  of p r o tection. P i n c u s  

( 1 9 7 5 )  h a s  s h o w n  t h a t  g e o g r a p h i c  c o n c e n t r a t i o n  w o u l d  be 

p o s i t i v e l y  r e l a t e d  to p r o t e c t i o n  l e v e l s ,  s i n c e  g r e a t e r  

concentration improves the ability of an industry to co-ordinate 

and monitor lobbying efforts. Brock and Magee (1974) have on the 

o t h e r  h a n d  s n o w n  t h a t  g e o g r a p h i c  d i s p e r s i o n  would be m o r e  

effective politically because they can influence a large number 

of elected representatives.

7.4 A n d e r s o n  ( 1 9 8 0 )  h a s  s h o w n  t h a t  t h e  m o r e

labour-intensive the incustry and less important the industry's 

output in consumption basket of workers, the more benefits they 

w o u l d  d e r i v e  by l o b b y i n g  for p r o t e c t i o n .  F u r thermore, he has 

sho w n  that if the v a l u ^ - a d d e d  s h a r e  of o u t p u t  is low, the 

factory owners benefit would be greater (proportionately) from an 

increase in price. Because of these reasons, the workers would 

willingly con ribute to lobbying in their industry.

7.5 A n d e r s o n  and B a l d w i n  (1981) ar g u e  that the absolute

magnitude of benefits from protection to an industry which shows 

declining profitability are greater than that for a profit making 

industry. The reason is that because of declining profits they

might not attract more firms to the industry. The workers too,

w o u l d  b e n e f i t  by l o b b y i n g  for p r o t e c t i o n  since otherwise they 

v/ould loose their jobs. According to them, the expected negative 

relationship between change in employment in an industry and its 

rate of protection may not be true if the industry is able to 

obtain protection to maintain its status quo.

69



7.6 B a r - N a t h a n  a n d  B a r u h  ( 1 9 8 0 )  a r g u e  t h a t  

i m p o r t - s u b s t i t u t i n g  i n d u s t r i e s  in o r d e r  t o  o f f s e t  t h e  

i n e f f i c i e n c y  in t h e i r  p r o d u c t i o n  process seek protection. They 

show a negative relationship betw e e n  total f a c t o r  p r o d u c t i v i t y  

and protection.

7.7 The supply side is influenced by factors affecting the 

costs to the government of providing protection to an industry. 

As protection increases costs go up. This could result in a loss 

of support from consumers and from members of other industries 

who are adversely affected by the policy. The government would 

weigh the costs against the political b e n e f i t s  o b t a i n a b l e  from 

supplying protection. If the industry is allowed to decline, this 

c o u l d  r e s u l t  in a loss of c a m p a i g n  c o n t r i b u t i o n s  and v o t i n g  

support to the government. So, the government would assist those 

industries that are supporters of the party in power; portraying 

it as a s o c i a l  w e l f a r e  m e a s u r e .  So o n e  c o u l d  e x p e c t  m o r e  

a s s i s t a n c e  to a d e c l i n i n g  i n d ustry, the l a r g e r  the n u m b e r  of 

employees in the industry and the lower their average wage.

7.8 The differential effects of protecting products on the 

consumer is another set of factors affecting the nature of costs 

of protection. If the demand for a good is a 'necessity' , the 

p o l i t i c a l  co s t s  are l i k e l y  to rise more r a p i d l y  t h a n  if the 

c o n s u m e r s  can e a s i l y  s h i f t  to s u b s t i t u t e  pr o d u c t s ,  or if the 

burden of the price rise does not fall disproportionately on the 

low income e a r n e r s .

7.9 The p r e c e e d i n g  d i s c u s s i o n  s u g g e s t s  t h e  f o l l o w i n g  

hypothesis for structure of protection. An industry is likely to 

receive higher rate of protection

a. the more c o n c e n t r a t e d  the share of o u t p u t  a m o n g  the 

largest three/four enterprises,
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b. the more labour intensive the industry,

c. the less important the products of the industries are 

in the consumption basket of low income earners,

d. the more it shows declining profitability,

e. the more inefficient the firms of the industry are,

f. the less the ratio of value-added to output, and

g. the more rapid the in the import penetration level.

Empirical analysis using the h y p o t h e s e s  have b e e n  c a r r i e d  

out for developed economies and empirical support has been found 

for them.

7.10 An attempt is made here to examine some of the factors

t h a t  i n f l u e n c e  t h e  n o m i n a l  r a t e s  o f  p r o t e c t i o n .  T h e  two 

variables chosen for the analysis are i n d u s t r i a l  c o n c e n t r a t i o n  

and labour intensity.

7.11 To c o m p u t e  c o n c e n t r a t i o n  ratio, data on the m a r k e t

share of top 3 firms for 130 s e l e c t e d  i n d u s t r i a l  p r o d u c t s  for

1983-84 were drawn from a study on "Market and Market Shares" by

the Centre for Monitoring the Indian Economy. The tariff data for 

t h e s e  p r o d u c t s  were o b t a i n e d  f r o m  C u s t o m s  T a r i f f ,  W o r k i n g  

S c h e d u l e  (DGCI & S, GOI). P r o d u c t i o n  d a t a  were o b t a i n e d  f r o m  

DGTD, annual r e p orts. Since p r o d u c t i o n  d a t a  for some of the 

p r o d u c t s  were not a v a i l a b l e ,  we have u s e d  d a t a  on s a l e s  as a 

proxy for production. D a t a  on imports w e r e  d r a w n  f r o m  m o n t h l y  

s t a t i s t i c s  of F o r e i g n  Tra d e  of India (DGCI & S), M i n i s t r y  of 

C o m m e r c e .
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7.12 Regressing nominal tariff rate on concentration ratio,

we obtained the following equation (t - value in parentheses)

NTR = 91.89 + 1.32 C3

(2.46)

n = 130 r 2 = 0.05

where NTR is the nominal tariff rate and C3 is the concentration 

ra t i o  of top 3 firms. The c o - e f f i c i e n t s  of the c o n c e n t r a t i o n  

ratio variable is correctly signed and statistically significant 

at the 5 per cent level. The value of r 2 is low, which indicates 

that the estimated model leaves a large part of the variation in 

tariff rates unexplained. However, the e s t i m a t e d  e q u a t i o n  does 

i n d i c a t e  t h a t  i n d u s t r i a l  c o n c e n t r a t i o n  influences the nominal 

tariff rates.

7.13 To examine the hypothesis that m o r e  l a b o u r  i n t e n s i v e

i n d u s t r i e s  are a b l e  to get h i g h e r  rate of protection, data on 

l a b o u r  and c a p i t a l  d a t a  were c o l l e c t e d  f r o m  A n n u a l  S u r v e y  of 

Industries for the year 1985-86. The 3 digit ASI industries were 

classified into 52 groups, for which average tariff rates were 

p r e s e n t e d  in S e c t i o n  5 above. We r e g r e s s e d  w e i g h t e d  a v e r a g e  

tariff rates on the capital/labour (K/L) ratio. The results were 

as follows.

NTR 122.61 11.94) K/L

( 2 . 6 6 )

n 52 r 2 . 12
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T h e  n e g a t i v e  r e l a t i o n s h i p  b e t w e e n  c a p i t a l - l a b o u r  r a t i o  a n d  t h e  

t a r i f f  r a r e s  i m p l i e s  t h a t  t h e  h i g h e r  t h e  c a p i t a l  l a b o u r  r a t i o  t h e  

l e s s e r  i s  t h e  t a r i f f  r a t e  f o r  t h e  i n d u s t r y .  T h e  ' t' v a l u e  o f  2 . 6 6  

. ' h o w s  t h a t ,  t h i s  i s  s t a t i s t i c - '  II;/ s i g n i f i c a n t  a t  o n e  p e r  c e n t  

l e v s l . W h e n  t w o  o u t l i e r s  n a m e l y  t h d  g r a i n - m i l i  p r o d u c t s  i n d u s t r y  

a n i  p r i n t i n g  i . i c i u s t r /  w e r e  r e - ^ / e d ,  t h e  r e l a t i o n s h i p  *> t » a a n  

c a p i t a l / l a b o u r  r a t i o  a n d  t a r i  i.: c a z e s  i m p r o v e d  f u r t h e r . ia

N T R  = 1 2 3 . 3 4  -  1 3 . 2 0  K / L  

( - 3 . 3 5 )

n = 52 r2 = .19

The value of r 2 i m p r o v e s , which indicates that estimated model 

does give a better fit to the d a - a .

7.14 Ih:.;/ the evidence presented above lends some support

to the hyr j s s  that tariff rates tend to b- aic-her in m o r e  

concentra M  and ; .ore labour intensive industries 7h jse results 

are in 1 Lie with findings r e p o r t -2 i in m a n y  e a r l i e r  s t u d i e s  on 

political economy of tariff protection for other chantries.

7 -15 Political economy of protection is a very interesting

and i m p o r t a n t  a r e a  for r e s e a r c h . W h i l e  muc •. m o r e  r i g o u r o u s  

analysis is required than done here for an uncer . rand^ng of the 

political economy of p r o t e c t i o n  in India, we lave c a r r i e d  out 

sue a analysis for India perhaps for the fi./st time.

i d u s t r i e ;
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8• Inter-Country Comparison of Tariff Rates

8.1 T a b l e  8.1 p r e s e n t s  a c o m p a r i s o n  of t a r i f f  rat e s  in 

India with those in several other developing countries. It is 

seen from the table that tariff rates in China and Bangladesh are 

h i g h e r  t h a n  t h o s e  in A r g e n t i n a ,  H u n g a r y ,  Mexico, Morocco, 

Th a iland, T u r k e y  and Y u g o s l a v i a .  T a r i f f  ra t e s  in India are 

comparable to those in China and Bangladesh and even higher for 

c e r t a i n  p r o d u c t  c a t e g o r i e s .  A c o m p a r i s o n  of c o l l e c t i o n  or 

realised rates of duty also shows that the tariff rate is higher 

in India.

8.2 In Table 8.2, a comparison of tariff rates is made between 

Mexico, China, Brazil, Turkey and India in respect of 12 groups 

of manufactured products. It is seen that the tariff duty rates 

are low for Mexico, compared to which the tariff rates are higher 

in China, Brazil and Turkey. But, the tariff rates for India 

exceed those for all the four c o u n t r i e s  in all the 12 p r o d u c t  

groups. The difference is more marked in the case of plastics 

and articles thereof, while it is less marked in case of leather 

p r o d u c t s .

8.3 We h a v e  c a r r i e d  out a c o m p a r a t i v e  a n a l y s i s  of the 

a v e r a g e  t a r i f f  r a t e s  for 94 2 - d i g i t  HS co d e s  (Chapters) for 

Brazil, China, Turkey, M e x i c o  and India. We find that the 

structure of tariff rates are quite similar among Brazil, China, 

M e x i c o  and Turkey; the c o r r e l a t i o n  c o e f f i c i e n t s  b e t w e e n  the 

chapter-wise tariff rates of any pair of countries is about 0.7 

or higher (with the exception of the pair Mexico and Brazil for 

which the correlation coefficient is 0.5). The pattern of Indian 

t a r i f f  rates is s i m i l a r  to that of the o t h e r  four c o u n t r i e s  

(though to a lesser degree); the correlation coefficients between 

Indian tariff rates and that of the other countries range
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from 0.4 to 0.6. a graphic p r e s e ntation of the chapter-wise 

a v e r a g e  t a r i f f  r a t e s  of I n d i a  vis - a - v i s  the average rates 

computed taking the rates for Brazil, China and Turkey is made in 

Chart 1.

8.4 Comparison of nominal tariff rates between India and 

other d e v e l o p i n g  countries presented in Tables 8.1 and 8.2 

suffers from the limitation that the tariff rates for India has 

b e e n  d e r i v e d  t a k i n g  i n t o  a c c o u n t  o n l y  the q u a n t i f i a b l e  

exemptions. If all customs duty exemptions were included then 

the tariff rates for India would have been lower than those 

reported in the table. Even then, tariff rates in India would 

have been one of the highest among the developing countries.

8.5 In this context, it should be realised that the level 

of tariff pr e v a i l i n g  in a country would depend among other 

f a c t o r s ,  o n  t h e  d e v e l o p m e n t  s t r a t e g y  b e i n g  p u r s u e d ,  

inward-looking or outward-looking, the level of d e v e l o p m e n t  of 

its industries, and the availability of alternative sources of 

revenue. Thus, one may find some justification for India having 

relatively higher tariff rates compared to the general level of 

tariff rates among other developing countries on the grounds that 

(1) India is basically following an inward-looking development 

strategy, (2) India has a well-diversified industrial structure, 

and (3) the scope for raising revenue from direct taxes is 

limited. Yet, it is important to ask how some countries very 

similar to India are able to maintain their industries with 

significantly lower customs duties.
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Tible-8.1

IIDIA: Cross Country Coiparision of Tariffs on lanufactured Goods 
Oueigkted Heai aid Standard Deflation of Tariffs and Doty Collectioa Sates

(X adralorei)

Country
Interaedlate Goods Capital Goods Consuiers Goods luufictiring Sector Iiport Duty 

Collection 
latelean Std.Def leai Std.Def lean Std.Def Heu Std.Def

Argentina 21.20 IS. 30 25.00 12.60 21.90 8.00 22.90 14.30 13.80
Bangladesh 97.99 60.00 80.50 18.10 116.10 82.00 100.80 67.30 15.00
China (PIC) T8.90 55.79 62.00 47.80 130.70 66.90 91.29 63.40 a.a
lungarjr 14.20 27.30 14.00 51.40 22.60 17.50 20.90 15.00 7.00
lexico 23.50 16.30 23.00 17.30 32.20 26.40 24.70 19.00 6.80
lorocco 21.60 16.90 18.10 12.00 43.00 20.50 27.80 20.40 16.60
Thailand 27.80 20.40 24.80 16.20 48.50 38.70 33.50 28.60 12.50
Turkey 29.40 25.00 34.90 18.30 55.30 40.60 37.10 30.90 7.00
Tugolifii
Iadia

18.00 4.90 20.70 4.20 20.00 6.40 19.00 5.50 10.90

1986-8T 117.80 45.00 89.10 32.20 134.10 27.90 117.60 40.40 57.30
1989-98 129.70 62.90 94.10 31.80 138.80 29.00 125.50 49.80 51.80

Soirees aid lotes:- Iadia, in Iadustrialiiiig Iconoajr in Transition, The world Bank,(1989),pi3T.
Tariff lates for Iidia
The iiport duty collection rates include all iiport duties, including countervailing 
duties in tke case of India.
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Table 8.2

India : Comparison of Tariff Rates for Sone 
Selected Product Groups

Mex ico China Braz il Turkey Ind

Inorganic chemicals 7 33 32 O  ^ 
(- ( 1

Organic chemicals 10 29 32 26 1

Plastics and articles thereof 10 43 68 58 1

Rubber and articles thereof 1 1 46 75 42 1

Articles of Iron and steel 1 1 30 43 29 1

Aluminium & articles of aluminium 1 1 35 68 39 1

Tools, implements, cutlery, etc. 15 58 60 52 1

Non-electrical machinery 11 41 52 35

Electrical machinery 10 40 62 40 1

Man-made fibres 8 58 57 46 2

Paper & paper board 5 50 63 53 1

Leather products 17 88 91 90 1
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9. Concluding Remarks

9.1 The main findings of the study are as follows:

(a) Nominal tariff rate (with quantifiable exemptions) are 

mostly concentrated in the range 75 to 150 per cent. 

The average duty rate is a little over 100 per cent.

(b) The tariff rate for manufacturing sector is higher than 

those for a g r i c u l t u r e  and mining. Within the 

manufacturing sector, again, the tariff rate escalates 

with the degree of processing. Thus, the duty rate for 

c o n s u m e r  goods e x c e e d s  those for i n t e r m e d i a t e  and 

capital good. The tariff rates generally escalates 

among i n d u s t r i e s  with the level of processing. 

However, one notable exception is the non-electrical 

machinery industry the duty rate for which is lower 

than that for metals (especially iron and steel) and 

metal products. Also, for a number of non-electrical 

and electrical machinery, the duty rates for components 

and parts are found to be higher than those for the 

complete machines.

(c) The t a r i f f  rte does not vary much across broad 

industrial goods. But, when individual industries are 

c o n s i d e r e d ,  large v a r i a t i o n s  are found. Such high 

variation is tariff rates can seriously distort the 

incentive structure of the economy and lead a pattern 

of resource allocation not in the best interest of the 

c o u n t r y .
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(d) The average tariff rates are found to be almost the 

same when items are classified according to importing 

licensing status. This is indicative of the dominance 

of the revenue objective of customs tariff over other 

o b j e c t i v e s  such as c o n s e r v a t i o n  of scar c e  foreign 

exchange or protecting domestic industry.

(e) Both nominal rates and realised rates of tariff have 

been raised s u b s t a n t i a l l y  during the 1980s. Here 

again, the need for raising more and more revenue for 

the government might have been the main consideration. 

It should be noted further that during the 1980s the 

exchange rates has depreciated substantially. Between 

1980-81 and 1989-90, the Rupee-Dollar exchange rate has 

depreciated from Rs.7 . 9 8 per dollar to over Rs.16 per 

dollar. As a r e s u l t  of the hike in t a r i f f  rate 

compounded with exchange rate depreciation, costs of 

imported items have gone up enormously, adding to the 

p r o t e c t i o n  of d o m e s t i c  i n d u s t r i e s  p r o d u c i n g  import 

s u bstitutes.

(f) The s t r u c t u r e  of n o m i n a l  t a r i f f  ra t e s  shows a

significant positive relationship with labour intensity 

of i n d u s t r i e s .  Also, a s i g n i f i c a n t  p o s i t i v e

r e l a t i o n s h i p  is found b e t w e e n  t a r i f f  rate and 

concentration ratio. These findings are in agreement 

with the findings of e a r l i e r  s t u d i e s  on p o l i t i c a l  

e c o n o m y  of p r o t e c t i o n  for other c o u n t r i e s .  These 

r e s u l t s  seem to sugg e s t  that p o l i t i c a l  factors and 

lobbying exert an important influence in the fixation 

of tariff duties.
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(g) C o m p a r e d  to the level of tari f f  rates generally-

prevailing among developing countries, including those 

who follow a development strategy very similar to that 

of India, Indian tariff rates are high, if not very

h i g h .

9.2 There is an impression that in the process of trade

policy liberalisation since the late 1970s many items have been 

shifted from q u a n t i t a t i v e  c o n t r o l  to t a r i f f - b a s e d  i m p o r t  

r e g u l a t i o n  ( m a n i f e s t e d  in the e x p a n s i o n  of the OGL list for 

capital goods and intermediate inputs)* and one may be tempted to 

conclude on that basis that the hike in average tariff rate in 

the 1 980s is a t t r i b u t a b l e  to and a r e f l e c t i o n  of the 

liberalisation process. Our finding that the average tariff rate 

of OGL c a t e g o r y  is not h i g h e r  than "restricted", " l i m i t e d  

p e r m i s s i b l e "  and " c a n a l i s e d  items" c a t e g o r i e s  lends l i t t l e  

support to this. It may be added that most item added to the OGL 

list are essential and not available domestically. Thus, it did 

not result in any immediate, direct competition with domestic 

producers, making a hike in tariff rates for such items, after 

their placement in the OGL list, unnecessary.

9 . 3  The need for tariff reforms has been recognised in the

r e p o r t s  of several official c o m m i t t e e s .  The c o m m i t t e e s  h a v e  

noted the complexity of the Indian tariff systems. The general 

recommendations of these committees have been (1) to have fewer 

rates, (2) to have greater uniformity in tariff rates, (3) to 

reduce the general level of tariff rates prevailing in India, and

(4) to shift over time from a system of import control based on 

quantitative restriction to a system based on tariff. Alexander 

Committee, for example, recommended that tariff rates for capital 

goods should not exceed 40 per cent and that for other g o o d s  

should not exceed 100 per cent. In the Long Term Fiscal Policy 

(LTFP) document a five-tier duty structure is proposed in which
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essential consumer goods would attract zero or negligible duty, 

universal intermediates would be subject to a duty rate less than 

that for raw m a t e r i a l s ,  which in turn wo u l d  have a duty rate 

lower than that for capital goods, and the h i g h e s t  duty rate 

would apply to non-essential consumer goods, the imports of which 

is r e c o m m e n d e d  to remain banned. LTFP also r e c o m m e n d s  that 

i n t e r m e d i a t e  g o o d s  and c a p i t a l  g o o d s  for which q u a n t i t a t i v e  

control on imports have to be maintained should be subjected to 

lower duty than the g e n e r a l  rates a p p l i c a b l e  to these two

categories. the analysis of tariff presented here brings out

that these recommendations remain largely unimplemented. This, 

we feel, b a s i c a l l y  r e f l e c t s  the c o m p u l s i o n  under which the

g o v e r n m e n t  has to f u n c t i o n  in this matter, i n c luding its

ever-increasing need for revenue.

§.4 A major consequence of the prevailing tariff structure

is that high d u t i e s  lead to h i g h e r  cost of p r o d u c t i o n  of 

manufactured products in India. This does not pose much problem 

for the domestic producers from the viewpoint of international 

c o m p e t i t i o n ,  si n c e  they find a d e q u a t e  p r o t e c t i o n  in the 

quantitative restrictions on Imports and high tariff duties. But 

high cost and high prices of domestic manufactured products tend 

to limit the size of the domestic market and thereby constrain 

g r o w t h .
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