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Summary-India’s trade with the socialist countries increased most rapidly after 1960. This 
rapid growth occurred in a framework of bilateral trade agreements, the distinct feature of 
which was that payments for all transactions were made in rupees. The USSR was by far the 
most important trading partner. Bilateral rupee trade provided India with imports that were 
essential for its development programme and was also responsible for a little more than 40 per 
cent of the growth in India’s total exports between 1960/l and 1972/3. In view of the fact that 
a large proportion of it constituted a net increase in exports and was probably at better terms 
of trade, there is no doubt that India derived substantial benefits from its trade with the 
socialist countries. 

The last two decades have witnessed a 
phenomenal growth in trade between the less 
developed countries of the Third World and the 
socialist countries. India has been very much a 
part of this trend. In 1952/3, the value of 
India’s trade with the socialist bloc was a mere 
$9.2 million. By 1972/3, it had risen to $910.3 
million. As a result, the combined share of 
Bulgaria, Czechoslovakia, East Germany, Hun- 
gary, Poland, Romania, the USSR and Yugo- 
slavia in India’s total trade increased from less 
than 0.5 per cent to more than 18 per cent. 
This remarkable expansion occurred in a frame- 
work of bilateral trade agreementql the princi- 
pal feature of which was that payments for all 
transactions were made in rupees. 

The main object of this paper is to evaluate 
the benefits derived by India from its trade 
with the socialist countries of Eastern Europe. 
In a broader context, such an exercise would 
also shed some light on the possible contribu- 
tion of socialist countries to economic develop- 
ment in India. However, given the unusual 
framework in which the trade was carried out, 
it is necessary, as a preliminary step, to examine 
the working of the trade and payments arrange- 
ments. After that, we can move on to the crux 
of the paper. 

I. THE MECHANISM OF TRADE AND 
PAYMENTS AGREEMENTS 

Bilateral trade is an integral part of the 
over-all system of economic relations between 
the socialist countries and India. All trade is 
channelled through agreements which have 
three distinct features: (a) the mode of pay- 
ment; (b) a long-term contractual approach 
coupled with specific annual arrangements; and 

* For helpful comments on an earlier version of this 
paper, 1 would like to thank Angus Hone, Frances 
Stewa& and Paul Streeten. 

1. Trade agreements were not unique to the socialist 
countries. In the 196Os, India negotiated trade agree- 
ments with several other countries. However, most of 
them, such as those with France, Greece, Indonesia, 
Iran and Iraq, were no more than a gesture of political 
good-will and economic co-operation between the 
signatories. Although a list of tradable commodities 
was generally incorporated in the agreements, nothing 
was specified, and the pattern as well as volume of 
trade were determined by the usual considerations of 
international commerce. As we shall show later, 
bilateral trade agreements with the socialist countries 
of Eastern Europe, including the USSR, were substan- 
tially different. 
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(c) an automatic conversion of aid, as well as 
debt repayments, into trade flows. We shall 
discuss each of these characteristics in turq2 
and, in the process, highlight the mechanism 
and the working of the trade and payments 
arrangements. 

Consider first, the mode of payment. To 
begin with, in the early fifties, all payments 
were made in convertible currencies. Gradually, 
the emphasis of trade agreements shifted to 
bilateralism and, by 1956, the Eastern Euro- 
pean countries had adopted the rupee as the 
unit of account in their trade with India. In 
practice, however, trade did not balance each 
year and the surpluses or deficits which arose 
had to be settled in sterling. In 1959/60, there 
was a radical change in the payments mecha- 
nism. It was decided that payments for all 
transactions were to be made in inconvertible 
rupees. Balances outstanding each year were to 
be settled through exports or imports of mu- 
tually agreed products. The complete transition 
to rupee payments brought about a genuine 
shift to bilateralism in India’s trade with the 
socialist countries. For this reason, our empiri- 
cal analysis focuses attention on the period 
after 1960. Throughout the subsequent years, 
India’s exports to, and imports from, these 
countries were effected through the mechanism 
of bilateral rupee trade. However, in the agree- 
ments, the exchange value of the rupee was 
pegged to its gold equivalent, so that the 
Eastern European countries were protected 
from the devaluation of the rupee in June 
1 966.3 

The second distinct feature of the bilateral 
arrangements is their long-term contractual 
approach. Generally, the duration of trade and 
payments agreements was three to five years, 
although they were sometimes extended for 
longer periods.4 Originally, the main purpose of 
such agreements was to outline the long-term 
objectives of economic co-operation between 
the partner countries. But after 1960, more 
specific clauses were introduced. For example, 
in some cases, quantitative targets for the 
expansion of trade, the value of goods to be 
exchanged, or the intention of increasing the 
proportion of manufactures in India’s exports,5 
were written into the agreement as special 
provisions. All the same, even such clauses were 
quite genera1 and aggregative in their very 
nature. In actual fact, trade flows were deter- 
mined by the annual trade plan. At the begin- 
ning of each year, the contracting parties 
decided upon the aggregate total value of trade 
between them for that year. A list of possible 
importables and exportables were appended to 

this plan, but the commodity pattern of trade 
remained flexible. Therefore, it is clear that 
although the long-term agreement provides the 
framework, ‘. . . the annual trade plan con- 
tinues to be the specific operational docu- 
ment’.6 

The ex-ante determination of the annual 
value of trade is most interesting. The trade 
target is calculated in such a way that aftef 
taking the credit inflows from the socialist 
countries to India and the debt servicing out- 
flows from India to the socialist countries into 

2. This discussion is based on three main sources: (i) 
A study by the Indian Institute of Foreign Trade, 
India’s Trade with Eastern Europe (New Delhi, 1966) 
pp. 46-8; (ii) Dharm Narain. Aid throu,eh Zkade. 
UNCTAD document TD/B/C.3/5? (Geneva, December 
1968) pp. 20-4; (iii) Asha Datar, India’s Economic 
Relations with the USSR and Eastern Europe (Cam: 
bridge, 1972) pp. 87-90. It should be noted that none 
of these studies goes beyond 1965/6, and, since then, 
there have been significant developments in India’s 
trade with the socialist countries. 

3. India had to fulfil the unimplemented portions of 
its long-term export contracts in terms of the earlier 
value of the rupee. It follows that the sudden increase 
in the rupee value of India’s exports to the socialist 
countries after June 1966 does not reflect a genuine 
increase in trade. Therefore, in order to make post- 
devaluation trade figures comparable with the earlier 
ones, it is necessary to deflate them. We have tried to 
solve the problem by converting all statistics into US 
dollars at the official exchange rate. This might appear 
paradoxical as all trade was actually transacted in 
rupees, but the dollar should be looked upon only as a 
numeraire, which has been used for no reason other 
than its convenience. Its parity remained unchanged 
throughout most of the period under study. The US 
dollar was devalued by 8.5 per cent in December 
1971, and once again by 10 per cent in Februarv 
1973. However, the rupee too was devalued marginally 
in December 1971, and six months later it was Deaeed 
to the pound and floated. As such, even for the Gar 
1972/3, the dollar is the most suitable approximation 
as a numeraire. 

4. For a detailed description of India’s trade and 
payments agreements with the socialist countries, see a 
case study prepared by the UNCTAD Secretariat, 
12ade and Economic Rektions between India and the 
Socialist Countries of Eastern Europe, TD/B/129 
(Geneva, July 1967) pp. 20-30. 

5. To take an illustration, the 1966 agreement with 
the USSR stipulated that the proportion of manufac- 
tures in India’s exports to the Soviet Union would 
increase from less than one-third in 1964 to 40 per 
cent in 1970; c.f. ibid., p. 24. 

6. Dharm Narain, op. cit., p. 21. 
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Table 1. India ‘5 trade with the socialist countries 

Year 

Total value of trade: 
imports and exports 

(US $million) 
Value index Percentage share 

1960/l = 100 in India’s total trade 

1960/l 197.5 100 5.3 
196112 319.7 162 8.7 
196213 426.4 216 11.2 
196314 500.8 254 11.8 
196415 607.5 308 13.3 
196516 658.2 333 14.1 
196617 604.7 306 14.0 
196718 597.5 303 14.0 
196819 768.0 389 17.6 
1969170 788.3 399 19.7 
1970/l 785.8 398 18.7 
197112 727.0 368 15.9 
197213 910.3 461 18.3 

Source: Director General of Commercial Intelligence and Statistics 
(DGCIS), Monthly Statistics of the Foreign Trade oflndia (Calcutta: Covern- 
ment of India). 

Notes: (i) Statistics relate to Indian fiscal years beginning 1 April. 
(ii) The value of trade has been converted into US dollars @’ $l=Rs 4.76 

for the period up to 1965/6 and $l=Rs. 7.50 for the period 1966/7-1971/2, 
which were the official exchange rates. As explained earlier in the text, this 
has been done in order to facilitate comparison over the entire period under 
study. Thus, the dollar is used only as a numeraire. For the year 1972/3, we 
have used an exchange rate of $l=Rs 7.55, which is the conversion factor in 
the UN Yearbook of International Trade Statistics, I9 72/73. 

(iii) The value index and the percentage share of the socialist countries in 
India’s total trade have been computed. 

(iv) The group of socialist countries is constituted by Bulgaria, 
Czechoslavakia, East Germany, Hungary, Poland, Romania, USSR and 
Yugoslavia. 

account, the trade is bilaterally balanced each 
year. Hence, it is apparent how aid from the 
socialist countries and debt repayments by 
India are automatically converted into trade 
flows through the bilateral agreements.7 How- 
ever, this does not preclude the possibility of 
short-term imbalances that might arise during, 
and at the end of, each plan. Surpluses and 
deficits outstanding at the end of a year are 
usually adjusted for in the next annual trade 
plan. In the very short run, imbalances are met 
through an extension of temporary swing credit 
facilities by the partner in surplus. 

So much for the principles underlying rupee 
trade. It is also quite crucial to understand how 
the trade transactions actually take place in this 
framework. The procedure is indeed quite 
complex. Each Eastern European country main- 
tains four accounts with banks in India: (i) a 
central clearing account with the Reserve Bank 
of India; (ii) another special account with the 
Reserve Bank in which it deposits any credits 
extended to India as aid; (iii) a similar corres- 
ponding account, again with the Reserve Bank, 
in which debt repayments by India are deposi- 

ted; and finally (iv) a current account with one 
or more commercial banks. In this system, 
India pays for its imports from the socialist 
countries by depositing inconvertible rupees 
into the first central account or by withdrawals 
from the second account. On the other hand, 
socialist countries finance their imports from 
India by incurring expenditure through their 
current account with commercial banks. If they 
want to spend their credit in the third account, 
it must be transferred to their account with a 
commercial bank through the central clearing 
account. Despite the complexity in accounting, 
the equilibrating mechanism is fairly simple. If 
a particular socialist country exhausts its rupee 
balances, India extends temporary swing credit 
facilities, and the repayment is made as soon as 
possible. In the opposite situation, when a 

7. In other words, aid and trade cannot be treated as 
separate issues. Thus the value of development credits 
extended by the socialist countries would depend on 
the terms of trade obtained under the bilateral 
payments agreements, and not on the prices of 
aid-financed imports alone. 
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socialist country accumulates a large rupee 
surplus, India uses import licensing to restore 
the balance. Whatever happens, in the long run, 
the accounts are bilaterally balanced. 

The central accounts of the socialist coun- 
tries are protected against any alterations in the 
exchange value of the rupee, and these coun- 
tries are free to transfer the rupee balances 
from any of their other accounts into it. For 
this reason, accounts in the commercial banks 
hold just what is necessary for current trans- 
actions. 

In this section, we have been concerned with 
the operational aspects of bilateral trade and 
payments arrangements. It would now be in 
order to outline the growth in trade that 
occurred, and to specify the criteria on which 
an evaluation of India’s economic ties with the 
socialist countries ought to be based. 

II. AN OUTLINE OF THE APPROACH 

Table 1 shows that, since the transition to 
rupee payments in 1960, India’s trade with the 
socialist bloc increased very rapidly indeed. In 
fact, taken together, the value of exports to, 
and imports from, the rupee trade countries in 
1972/3 was 360 per cent higher than in 1960/ 1. 
At the same time, the share of these countries 
in India’s foreign trade more than trebled. 
While rupee trade increased at an average rate 
of 15 per cent per annum, it is apparent that 
the growth was not quite continuous. The 
particularly rapid expansion in the first half of 
the sixties was interrupted by a slight drop in 
the level of trade during 1966/7 and 1967/S. 
This was followed by another phase of expan- 
sion in trade, which was certainly slower than 
before and was also interrupted by a reduction 
in the value of trade, for two years, at the 
beginning of the 1970s. There were several 
factors underlying the somewhat uneven nature 
of the trend, and we shall go into these a little 
later. 

From India’s viewpoint, the benefits of 
bilateral rupee trade seem fairly obvious. First, 
trade with the socialist countries could not have 
grown as rapidly as it did, except through the 
media. of bilateral agreements. Second, in the 
absence of this trade, economic assistance in 
the form of development credits may not have 
been extended by the centrally planned econo- 
mies of Eastern Europe. Third, given the 
extreme shortage of foreign exchange in the 
Indian economy, the introduction of rupee 
trade added to India’s import capacity, at the 
same time underwriting an expansion in ex- 

ports. This is particularly significant in view of 
the stagnation in exports during the fifties. 
What is more, the existence of the payments 
arrangement described above reduced the 
burden of debt servicing, in so far as repay- 
ments could be made in exports or domestic 
currency, instead of scarce convertible foreign 
currencies. 

Although the benefits appear to be quite 
straightforward, any measurement or quantifi- 
cation poses a problem. It is clear that an 
expansion of bilateral trade per se is no index 
of the gain to India. After all, it is perfectly 
possible that a part of the increase in exports to 
the new bilateral agreement markets is illusory, 
in as much as it represents a diversion of 
exportable commodities away from the other 
traditional markets. Alternatively, the prices 
received for exports may not be favourable. 
Even if they are, the real benefit of rupee trade 
would also depend upon the choice of imports 
offered by the socialist countries and the 
import prices charged. In principle, therefore, 
an analysis of the costs and benefits of the 
bilateral trade and payments agreements, for 
India, must be based on some assessment of: (i) 
the net increase in exports, (ii) the composition 
of imports, and (iii) the terms of trade ob- 
tained. 

There are two reasons why the net growth in 
exports may have been less than the apparent 
increase. In the first place, it is possible that 
India met a part of its commitments under the 
bilateral agreements by diverting exports away 
from the convertible currency markets to the 
new trading partners. Secondly, socialist coun- 
tries may have re-exported Indian products to 
the rest of the world. This kind of practice is 
easily distinguishable if shipments from India 
are directly reconsigned to other ports without 
being actually unloaded in any socialist coun- 
try, or if distinctly Indian’ products are re- 
exported after import. However, when we 
consider commodities which were produced 
and exported by the socialist countries even 
before they began trading with India, several 
complications arise. It is no longer possible to 
identify the Indian origin of such exports. But 
to the extent that imports of these commodi- 
ties from India enhance the exportable surplus 
in socialist countries, there is an implicit re- 
export. As far as India is concerned, al1 such 
re-exports are the equivalent of exports diver- 
ted away from her traditional markets to her 
bilateral trading partners, and do not constitute 
a net increase in exports. On their part, the 
socialist countries might re-export Indian goods 
for the following reason. Many of them suffer 
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Table 2. India’s balance of trade with the 
socialist countries 

(In $ million) 

Year Exports Imports Balance 

1960/l 104.4 93.1 +11.3 

196112 135.6 184.1 -48.5 
196213 195.1 231.3 -36.2 

196314 229.2 271.6 -42.4 

196415 302.9 304.6 -1.7 

196516 329.0 329.2 -0.2 
196617 301.0 303.7 -2.7 

1967/S 301.2 296.3 +4.9 

196819 355.2 412.8 -57.6 

1969170 410.1 378.2 +31.9 

1970/l 482.3 303.5 +178.8 

197112 458.0 269.0 +189.0 

191213 621.8 288.5 +333.3 

Source: Statistics published by DGCIS, Calcutta. 
Note: Figures relate to Indian fiscal years begin- 

ning 1 April, and have been converted into us dollars. 

from foreign exchange shortages, and the resale 
of products imported from India (under rupee 
agreements) might be one way of obtaining 
convertible currencies. Alternatively, it is pos- 
sible that under the bilateral arrangement they 
have to import some Indian products for which 
there is little demand; these products might 
then be dumped on the world market, again for 
the purpose of obtaining foreign exchange. 
Apart from diversion, such dumping would 
probably reduce world prices thereby worsen- 
ing India’s terms of trade with the rest of the 
world. 

Given that export earnings from rupee trade 
could only be utilized to finance imports of 
goods and services from the socialist countries, 
the composition of imports is clearly of con- 
siderable importance. The question is whether 
India’s imports under the bilateral agreements 
were high-priority items necessary for its deve- 
lopment programme, or were they low-priority 
goods which it was forced to buy in order to 
exhaust available rupee balances? Of course, the 
price and quality competitiveness of these 
imports is equally important. 

Under bilateral agreements, the terms of 
trade are directly dependent on prices received 
for exports and prices paid for imports. There- 
fore, in order to compare the terms of trade 
obtained from the socialist countries with those 
obtained from the rest of the world it is 
necessary to compare: (i) prices fetched by 
exports under rupee trade and in the world 
market; and (ii) prices paid for imports under 
rupee trade and in the world market. 

The above discussion makes it clear that if 

the terms of trade obtained from the bilateral 
partner countries are no worse than those 
obtained from other countries, and imports are 
constituted by high priority items, any net 
increase in exports as a result of rupee trade 
constitutes a real benefit to 1ndia.l Having thus 
set out a clarification of the theoretical issues 
involved, it is now possible to attempt an 
evaluation of India’s trade with the rupee 
payment countries. 

The issues outlined above are discussed as 
follows. The next section reviews the pattern 
and composition of India’s exports to, and 
imports from, the socialist countries. This is 
followed, in section IV, by an assessment of the 
net increase in exports. Section V is devoted to 
an analysis of the terms of trade obtained. The 
final section of the paper attempts to draw 
together the threads of the argument and to 
provide an over-all evaluation of India’s trade 
with Eastern Europe and the USSR. 

III. PATTERN OF TRADE 

We have shown that bilateral arrangements 
led to a rapid growth in the aggregate value of 
India’s trade with the socialist bloc. Clearly, it 
is necessary to go beyond such aggregative data 
and analyse the pattern and composition of 
rupee trade in some detail. Three important 
questions arise in this context. First, what were 
the trends in exports, imports and the balance 
of trade? Second, how was the total trade 
distributed as between the different Eastern 
European countries? And third, what were the 
changes, if any, in the commodity composition 
of exports and imports? 

A. Balance of trade 
The trends in India’s exports to, and imports 

from, the rupee trade countries, during the 
period 1960/l-1972/3, are outlined in Table 2. 

8. Diverted exports are obviously not a gain, but 
they do not necessarily constitute a loss. That would 
happen only if the terms of trade actually worsen on 
account of bilateral trade. However, some economists 
argue that a premium attaches to convertible foreign 
exchange earned, so that even at equivalent terms of 
trade any diversion of exports constitutes a ‘cost’ 
imposed by rupee trade. On the other hand, it might 
be said that the uncertainty and risk of convertible 
currency markets are largely eliminated in bilateral 
trade markets owing to the contractual nature of 
long-term agreements, thereby yielding a ‘benefit’, 
Although these types of arguments have some element 
of truth, such costs and benefits are extremely 
difficult to quantify. 
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The growth in exports is indeed striking, and 
their value in 1972/3 was six times that in 
1960/l, rising at a compound rate of 18.7 per 
cent per annum. In fact, between 1960/1- 
1962/3 and 1970/l-1972/3, the average 
annual share of the socialist countries in India’s 
export earnings rose from 10.4 per cent to 23.6 
per cent; what is more, over the same period, 
increased exports to these countries accounted 
for 43.2 per cent of the total increment in 
India’s exports.9 Except for the slight decline 
in 1966/7, 1967/8 and 1971/2, the expansion 
in exports was continuous. This break in trend 
can be explained in terms of the following 
factors. First, 1965/6 was a very poor agricul- 
tural year which affected exports to all markets 
adversely. Second, the devaluation of the rupee 
in June 1966 had a dislocating effect, particu- 
larly on trade with the socialist countries, 
because the agreements had to be adjusted for 
the exchange rate alteration and this took some 
time.l o Presumably the uncertainties surround- 
ing exchange rate policy in late 197 1, as well as 
the subsequent changes in it, were responsible 
for the lower value of exports in 197 l/2. 

Imports under the bilateral agreements in- 
creased as rapidly as, if not faster than, exports 
in the first half of the 1960s. There were three 
factors underlying this trend in imports: (i) the 
transition to payment in inconvertible ru- 
pees;* 1 (ii) the increase in exports, to which 
imports were tied under the new payments 
arrangement; and (iii) the aid offered by socia- 
list countries in the form of development 
credits.12 However, the growth in imports did 
not continue beyond 1965/6. The figures in 
Table 2 do indicate a higher level of imports in 
1968/9 and 1969/70, but this was followed by 
a decline and imports appear to have stabilized 
at a lower level, close to that which prevailed in 
the mid-sixties. To some extent, of course, the 
trend described here was inevitable, if the 
import surplus of past years had to be compen- 
sated for by an excess of exports over imports. 
This point becomes very clear if we consider 
changes in the balance of trade during the 
period under study. 

From our point of view, the balance of trade 
between India and the socialist countries in the 
fifties is not so important, because, until 
1959/60, the surpluses or deficits which arose 
had to be settled in convertible currencies, such 
as sterling. Trade was still largely governed by 
the usual considerations of international com- 
merce. On the other hand, the period since 
1960 has been characterized by a radically 
different payments mechanism, which gave rise 
to bilateral rupee trade. We are, in fact, interes- 

ted in an evaluation of this arrangement. 
A glance at the data in Table 2 reveals three 

distinct phases in India’s balance of trade with 
the socialist countries. In the early sixties, India 
ran a trade deficit which was obviously fi- 
nanced from development loans extended by 
the partner countries. This was followed by a 
period of four years, when trade was bilaterally 
balanced. Finally, starting in 1969/70, India 
maintained a trade surplus, the magnitude of 
which increased markedly in the early seventies. 
Given that loans had to be repaid through 
exports, the last phase of the trend was 
unavoidable, and, if India wanted to reduce its 
dependence on aid, it was also necessary. In 
other words, debt servicing could only be 
sustained through a net export surplus. An 
over-all view of these interdependent economic 
transactions would clearly be useful. Unfortu- 
nately, the Indian government does not publish 
any statement of the country’s balance of 
payments with the socialist bloc. This may be 
so for reasons of security, because imports of 
military equipment are an important consti- 
tuent of trade with Eastern Europe. However, it 
is possible to construct a summary statement of 
the balance of payments on the basis of indirect 
evidence available from different sources. Such 
an exercise has been done elsewhere for the 
period up to 1965/6.13 Therefore, in the 
following analysis, we shall concern ourselves 
with the subsequent years as that was also the 
period in which the trade surplus became very 
significant. 

9. The average annual value of India’s total exports 
increased from $1392 million in 1960/l-1962/3 to 
$2262 million in 1970/l-1972/3, an increase of $870 
million. (Calculated from statistics published by 
DGCIS, Calcutta.) 

10. For an enumeration of the short-run administra- 
tive problems encountered in rupee trade following 
the devaluation, see Economic and Political Weekly 
(22 October 1966) pp. 396-7. 

11. In the period 1956/7-1959/60, before this transi- 
tion, India’s imports from Eastern Europe were 
stagnant around a level of $70 million. 

12. During the Third Five-year Plan, i.e., 
1961/2-1965/6, aid financed 38.3 per cent of imports 
from the socialist countries. Over the entire period, 
1952/3-1972/3, aid financed only 29.2 per cent of 
total imports from this group of countries. (Calculated 
from statistics published by (a) DCCIS on trade, and 
(b) Ministry of Finance on external assistance.) 

13. See Dharm Narain, op. cit., p. 23 and Asha Datar, 
op. cit., p. 97. 
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Table 3. Statement of’ India’s economic transactions with the 
socialist countries, 196617 197213 

(in $ million) 

Credits Debits 

Exports, fob 2,929.6 
Credits utilized 488.3 

Imports, cif 2.252.0 
Debt servicing 578.7 

Sources: (i) For exports and imports: Table 2. 
(ii) For credits utilized: Government of India, Economic Surqv, 

1973-74 (New Delhi) p. 105. The figures have been converted into US 
dollars at the official exchange rate. 

(iii) For debt servicing: Government of India, Ministry of Finance, 
Department of Economic Affairs, External Assistance, 1971/Z and I97213 
(New Delhi, 1974). This gives data on tofu1 repayments, including 
amortization and interest up to 31 March 1973. From this we have 
deducted the repayments made in the Second and Third Plan periods 
(figures in Dharm Narain, op.cit., p. 2S), in order to obtain the figure for 
debt servicing in the period 1966!7 --1972/3. Once again, the statistics have 
been converted into US dollars. 

Table 3 sets out the broad aggregates of 
economic transactions between India and its 
bilateral trade partners in the seven years from 
196617 to 197213. We find that, taken to- 
gether, export earnings and gross credits uti- 
lized exceeded the import and debt servicing 
payments by a sum of $587.2 million. Clearly, 
this substantial net surplus of credits over 
debits needs some explanation. Logically speak- 
ing, the answer must be found in unrecorded 
imports, payments for invisibles, errors or an 
actual surplus in India’s favour. 

In pursuit of an explanation, we compared 
India’s imports from the socialist countries as 
recorded by trade statistics in India with 
exports to India from the socialist countries as 
reported in their statistics. During the period 
1967 to 1972, the cif value of India’s imports 
from these countries added up to $1,891 .l 
million, whereas the fob value of exports from 
the socialist countries to India worked out at 
$2,161.2 million.14 It is obviously not appro- 
priate to compare a cif figure with an fob 
figure. To make them comparable, the costs of 
insurance and freight must be added to the 
latter. Assuming that a margin of 10 per cent is 
a reasonable approximation, the value of 
Eastern European exports to India can be 
estimated at $2,377.3 million. Therefore, it 
would seem that India’s imports under bilateral 
trade, between 1967 and 1972, were recorded 
as $486.2 million lower than exports to it as 
recorded by its partners. This still leaves a net 
surplus of $101 million in India’s favour which 
needs to be accounted for. We know that 
import data in the official trade statistics of 
India do not include payment for invisible 
items such as technical assistance, shipping and 

insurance facilities. It is quite likely that these 
payments amounted to 15 per cent of the gross 
development credits utiIized,l s which works 
out at $73.2 million. The remaining surplus of 
$27.8 million is probably attributable to errors, 
omissions and time lags involved in the record- 
ing of statistics.l 6 
. The obvious question that arises is why was 
the underrecording of imports, on the part of 
India, so large? In our view, the gap of $486 
million can be explained largely in terms of 
imports of defence and military equipment. For 
political reasons, the Indian government 
probably did not want to reveal the magnitude 
of these imports, which were consequently left 
out of the trade statistics.l 7 Admittedly, this is 
pure conjecture, but available evidence suggests 
that our estimate of defence imports is quite 
plausible. Firstly, the USSR, Czechoslovakia 
and Yugoslavia, which were the principal sup- 

14. Calculated from the UN, Yearbooks of Inter- 
national Trade Statistics, I970- 1971 and I972- 1973 
(New York), including both 1967 and 1972. 

15. Evidence available from the early sixties confirms 
this assumption; cf. Asha Datar, op. cit., appendix 3. 

16. Our estimate of unrecorded imports is based on 
calendar year figures, and as such does not include the 
last nine months of 1966 or the first three months of 
1973 both of which are included in the financial year 
figures. 

17. Under the note pass system, government depart- 
ments can clear import shipments without going 
through Customs. 
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Table 4. Market distribution of lndia’s trade with the socialist countries 
(Average annual relative shares: In percentages) 

Country 1960/l-1962/3 1963/4-196516 1967/g-1969170 1970&1972/3 

Bulgaria 1.5 2.2 2.4 4.5 
Czechoslovakia 15.8 12.6 10.9 8.3 
East Germany 7.4 8.2 7.8 6.3 
Hungary 5.1 5.0 4.7 4.4 
Poland 9.3 8.3 8.5 10.9 
Romania 4.3 1.9 2.5 4.6 
USSR 47.6 54.0 57.0 55.8 
Yugoslavia 9.0 7.8 6.2 5.2 

Total 100.0 100.0 100.0 100.0 

Source: Statistics published by DGCIS, Calcutta. 
Note: Figures relate to an avemge of three-fiscal-year periods. 

pliers of military equipment, accounted for 75 
per cent of the unrecorded imports.18 Second- 
ly, defence imports in the Third Plan period are 
estimated in the range $158-210 million,lg so 
that a figure of $486 million is not unreason- 
able for a seven-year period that witnessed two 
wars. 

B. Market distribution 
Consider now the distribution of total trade 

as between the different bilateral arrangement 
partners. Table 4 outlines the market distribu- 
tion of India’s rupee trade and brings out ‘the 
changes in relative shares of different countries. 
The main trends emerging from these figures 
can be summed up as follows. 

(i) Among the socialist countries, the USSR 
was by far the most important market for 
exports and source of imports. Its share in 
India’s total trade with the Eastern Bloc coun- 
tries averaged at more than 50 per cent for 
most of the period under study. In absolute 
terms also its trade with India grew very 
rapidly, rising from an annual average of $150 
million in the three year period 1960/1- 
1962/3 to $452 million during 1970/1- 
1 972/3.20 

(ii) Although trade with Bulgaria, Hungary 
and Romania increased substantially in the 
196Os, they remained relatively unimportant 
trading partners, on the average, accounting for 
less than 11 per cent of India’s bilateral rupee 
trade. 

(iii) Apart from the Soviet Union, India’s 
main trading partners in Eastern Europe were 
Czechoslovakia, East Germany, Poland and 
Yugoslavia. In general, trade with East Ger- 
many and Poland kept pace with the over-all 
expansion in India’s trade with the socialist 
countries. However, the share of Czechoslo- 

vakia and Yugoslavia in India’s bilateral rupee 
trade declined steadily over the period 1960/ l- 
197213. In this context, it is worth noting that, 
with effect from January 1973, India’s trade 
with Yugoslavia ceased to be on a bilateral 
basis, and payments for all transactions are now 
made in convertible currency.21 

C. Trends in exports 
From market distribution, let us turn to the 

question of changes in the composition of 
trade. The trends in India’s principal exports to 
the rupee payment countries, since 1960, are 
outlined in Table 5. These twenty commodity 
groups accounted for most of India’s rupee 
trade exports, which is hardly surprising, as 
they also constituted her major exports to the 
rest of the world.22 An examination of the 
data reveals the following trends. 

(i) Exports of some products like cashew’ 
kernels, coffee, mica and leather increased 
rapidly throughout the period under study, 
although the growth tapered off in the late 
1960s or early 1970s. 

18. Calculated from the UN, Yearbooks of Inter- 
national Trade Statistics, op. cit. 

19. See Asha Datar, op. cit., p. 95. 

20. Calculated from DGCIS statistics. 

21. Cf. Reserve Bank of India, Report on Currency 
and Finance, 1972- 73 (Bombay) p. 232. 

22. They constituted 89.5 per cent of India’s total 
exports to the socialist countries in 1960/l-1962/3 
and 84.4 per cent in 1970/l-1972/3; see Table 6 
below. 
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Table 6. Commodity composition of India's exports to the socialist countries 

Annual average Annual average Annual average 
1960/l 1962/3 1965!6 1967/8 1970/l 197213 

%m % $m % Sm % 

1. Kau and crude materials 43.5 30.0 46.7 15.0 40.1 7.7 
2. Food, beverages, tobacco, etc. 64.5 44.5 126.2 40.7 187.9 36.1 
3. Manufactured goods 21.7 15.0 108.2 34.9 211.5 40.6 

Total ofahove 129.7 89.5 281.1 90.6 439.5 84.4 I 
Total trade exports rupee 145.0 310.4 .520. 7 

Source: Table 5. 
Notes: (i) Group 1 included iron ore, mica, hides and skins, raw wool, manganese and lac; 

Croup 2 includes tea, cashew kernels, oilcakes, coffee, pepper, tobacco and vegetable oils; Croup 3 
includes jute manufactures, engineering goods, chemicals and related products, footwear, cotton 
piecegoods, leather and clothing. 

(ii) The three groups together do not add up to the total exports because our data are not 
exhaustive, i.e., there are items other than the twenty principal exports on which this table is 
based. 

(ii) There were other products such as jute 
manufactures, tea, oilcakes and unmanufac- 
tured tobacco, exports of which also registered 
a substantial increase between 1960/l and 
1972/3, but a significant proportion of the 
growth occurred before 1965/6. In fact, in the 
latter half of the sixties, jute and tobacco 
exports fell markedly, whereas exports of oil- 
cakes and tea were quite stagnant. However, 
1972/3 witnessed a recovery in the earnings 
derived from all these export commodities. 

(iii) Exports of hides and skins, vegetable 
oils, raw wool, manganese ore and lac fluctua- 
ted widely, but the general picture is one of 
decline or stagnation. The value of iron ore, 
pepper and footwear exports also fluctuated, 
but on balance showed a slight increase over the 
entire period. 

(iv) In the late sixties, some new products 
acquired importance in the export basket; these 
were engineering goods, clothing, cotton piece- 
goods and chemicals and related products. 
Export earnings from these commodity groups 
increased rapidly but remained only a small 
proportion of the tota1.23 

Although the above trends identify the 
commodities which were responsible for the 
rapid export growth, they provide no index of 
the changes in commodity composition. In 
order to see if there was any diversification in 
India’s exports to the socialist countries, it is 
necessary to group products according to the 
degree of processing involved in the output 
finally exported. Table 6 does just that by 
classifying India’s rupee trade exports into raw 
materials, food, beverages, tobacco, etc., and 
manufactured goods. It shows that, between 
1960/l and 1972/3, exports of manufactured 

goods grew very rapidly; exports of food, 
beverages, tobacco, etc. (a group constituted 
mostly by primary and semi-processed agricul- 
tural products) also increased substantially, but 
raw material exports were quite stagnant. How- 
ever, it is the changes in relative shares that are 
more important. We find that, in the early 
sixties, the bulk of India’s exp0rt.s to the 
socialist countries consisted of primary and 
semi-processed agricultural products and raw 
materials. In the period 1960/l-1962/3, un- 
processed raw materials, food, beverages and 
tobacco accounted for nearly three-fourths of 
the total rupee trade exports. Since then the 
situation has changed considerably. Manufac- 
tured goods, which were only 15 per cent of 
the total in 1960/l-1962/3, increased their 
share to 40 per cent during 1970/l -1972/3. At 
the same time, the share of raw materials fell 
sharply from 30 per cent to a little less than 8 
per cent. This diversification was largely the 
result of specific clauses about increased ex- 
ports of manufactures from India in the trade 
and payments agreements. Despite this change, 
however, the socialist countries absorbed a 
relatively lower proportion of manufactures as 
compared to the rest of the world. 

23. For example, during the three-year period 
1970/l-1972/3, they constituted only 16.4 per cent 
of the exports to rupee payment countries. 
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Table 7. India’s principal imports from the socialist countries 
(Annual averages: In $ million) 
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Commodity group 1960/l-1962/3 1963/4-196516 1966/l-1968/9 1969/10--1911/2 

Base metals 36.5 44.1 36.7 38.9 
Metal manufactures 6.1 5.4 3.8 1.8 
Machinery 75.5 168.6 145.4 146.0 
Transport equipment 4.0 1.6 8.5 10.0 
Chemicals 7.5 12.1 15.2 23.7 
Paper and Paper manufactures 4.1 5.0 8.0 8.9 
Medicinal and pharmaceutical products 1.5 2.5 4.4 8.4 
Fertilizers 5.7 5.7 20.5 21.5 
Petroleum products 6.0 18.9 10.3 13.2 
Scientific instruments 4.6 6.2 6.1 7.3 
Dyeing and Tanning Materials 1.2 1.1 1.1 0.5 

Total including others 169.5 301.8 337.6 316.9 

Source: Statistics published by DGCIS, Calcutta. 
Note: All figures relate to Indian fiscal years and have been converted into US dollars. The annual averages 

have been computed. 

D. Composition of imports 
To complete the discussion on the pattern of 

trade between India and the socialist countries 
of Eastern Europe, it now remains for us to 
consider the commodity composition of im- 
ports and the changes in it. Table 7 shows the 
trends in India’s principal imports under the 
bilateral trade agreements. Over the twelve-year 
period, these eleven commodity groups ac- 
counted for more than 85 per cent of total 
imports. A glance at the table also confirms 
that rupee trade provided India with high- 
priority imports. Machinery and transport 
equipment constituted 50 per cent of the total 
import bill, while intermediate goods such as 
base metals, chemicals, fertilizers and petro- 
leum products made up another 28 per cent.24 
There is no doubt that these capital goods and 
intermediates were essential to India’s develop 
ment programme, and were by no stretch of the 
imagination low priority goods which India was 
forced to import in order to use up its rupee 
balances with the Eastern Bloc countries. Of 
course, it is possible to argue that such imports 
could, alternatively, have been obtained in the 
world market. Indeed they could, but not with 
the same ease, because India suffered from 
acute shortages of convertible foreign exchange, 
which, in turn, made payment in inconvertible 
rupees a welcome facility. 

It was established earlier that if the imports 
purchased under rupee trade were constituted 
by high-priority items, the benefits derived by 
India from its bilateral agreements with the 
socialist countries would depend on the net 
increase in exports and the over-all terms of 

trade obtained. We now turn to an analysis of 
these aspects. 

IV. NET EXPORT GROWTH: AN 
ASSESSMENT 

In section II, we have shown that any 
attempt at a quantification of net export 
growth must determine two things: first, the 
extent to which India diverted export supplies 
from convertible currency areas to the socialist 
countries; and second, the proportion of Indian 
products re-exported by the latter. Once such 
diversion has been estimated, it is fairly simple 
to discern the net impact of bilateral rupee 
trade on export growth. 

A. Export supplies diverted by India 
As long as there is no constraint on increas- 

ing the domestic production of an exportable 
product, the question of diversion does not 
arise. However, supply conditions might be 
such that domestic production cannot be step- 

ped up adequately to meet all increases in 
demand. If the supply of Indian exportables 

24. In this context, it is worth noting that although 
the Eastern European countries provided a relatively 
small proportion of India’s total imports, they were 
important suppliers in these commodity groups. For 
instance, in the period 1969/70-1971/2, the socialist 
countries accounted for only 14 per cent of India’s 
total import bill, but supplied 34 per cent of the 
machinery and transport equipment, and 18 per cent 
of the said intermediate goods, bought by India. 
(Calculated from statistics published by DGCIS, Cal- 
cutta.) 
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was less than infinitely elastic during the period 
under study, it is quite possible that India 
diverted export supplies away from her tradi- 
tional markets to meet her export commit- 
ments under the bilateral agreements. An exact 
measure of this diversion would be the dif- 
ference between the actual exports to convert- 
ible currency areas, and what these exports 
would have been in the absence of rupee trade 
with the socialist countries. Such a hypothetical 
question raises immense problems of measure- 
ment, and can only be answered by extrapolat- 
ing past trends. However, the extrapolation 
methodology suffers from the limitation that 
the factors underlying the trends might well 
change over time, and there may be no past 
trends in the case of non-traditional exports. In 
view of this conceptual problem and the conse- 
quent statistical difficulties involved, it would 
be extremely difficult to estimate what India’s 
exports to the rest of the world would have 
been in the absence of trade with the Eastern 
Bloc countries. 

A less exact, but more pragmatic, approach 
would be to measure the visible reduction in 
India’s exports to the rest of the world as a 
result of increased exports to the socialist 
countries.25 For this purpose, it is necessary to 
distinguish between India’s exports to the rupee 
payment countries from her exports to convert- 
ible currency areas, and then compare the 
trends over the period under study. For each 
commodity, statistically, there are four possible 
combinations: an increase in India’s exports 
both to the socialist countries and to the rest of 
the world; an increase in exports to the rest of 
the world accompanied by a fall in exports to 
the socialist countries; an increase in exports to 
the socialist countries accompanied by a reduc- 
tion in exports to the rest; and finally, a falling 
trend in exports to both groups of countries. 
Let us consider the possibility of diversion in 
each case. 

(i) An increase in exports to both sets of 
countries means that, as a result of bilateral 
trade, there is no visible reduction in exports to 
convertible currency areas, but it does not 
eliminate the possibility of implicit diversion. It 
might be argued that were it not for trade with 
the socialist countries, exports to the rest of the 
world may have increased even more. However, 
such a proposition rests on the assumption that 
there would have been sufficient import 
demand in the convertible currency areas. This 
might be difficult to establish one way or 
another, because one does not know what the 
world demand would really have been,in the 
absence of socialist countries. All the same, on 

the basis of evidence available about trends in 
world demand, we shall try to assess the 
possibility of implicit diversion. It would be 
worth remembering that such an exercise may 
yield somewhat uncertain results. 

(ii) If an increase in exports to the convert- 
ible currency areas is accompanied by a reduc- 
tion in exports to the socialist countries, it 
would be perfectly reasonable to assume that 
there is no diversion. 

(iii) A reduction in exports to the rest of 
the world accompanied by an increase in 
exports to the socialist countries suggests a 
strong possibility of diversion, but may not 
always mean that India diverted export supplies 
from the former to the latter. Firstly, it is 
possible that there was a falling trend in exports 
(of a particular commodity) even before the 
socialist countries emerged as important 
markets, in which case, the decline may be 
independent of increased exports to rupee 
payment areas. Secondly, there may be exo- 
genous changes in factors such as world demand 
and India’s relative competitiveness. These may 
be quite independent of the expansion in rupee 
trade and might yet lead to a fall in India’s 
exports to the rest of the world. But if there are 
no such factors, and the decline in exports to 
convertible currency areas began only after the 
socialist countries became important markets, it 
is most likely that India diverted export sup- 
plies. 

(iv) By itself, a falling trend in exports to 
both groups of countries does not establish or 
refute the possibility of diversion. However, if 
exports to the socialist countries fall faster, or 
even at the same rate as exports to the rest of 
the world it would be reasonable to assume that 
there is little likelihood of diversion. On the 
other hand, if exports to convertible currency 
areas fall relatively more than those to rupee 
payment countries, it is likely that India diver- 
ted export supplies from the former to the 
latter. 

So much for a general methodology. Let us 
now consider the trends in each of India’s 
principal exports to the Eastern Bloc countries 
in order to determine the extent to which 
limited exportable supplies were diverted away 
from convertible currency areas. The method 
outlined above provides us with a broad frame- 
work which is supplemented with other avail- 
able and relevant evidence for particular 
exports. 

25. A similar approach is adopted by Dharm Narain, 
op. cit., p. 6. 
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(1) Jute manufactures. Table 5 shows that 
India’s exports of jute goods to the socialist 
countries increased most rapidly between 
1960/l and 1965/6; they rose from an average 
annual value of $18 million during 1960/l - 
196213 to $52.4 million in 1963/4- 196516. At 
the same time, exports to the rest of the world 
increased from $287 million to $303.8 mil- 
lion.26 This was roughly in the same propor- 
tion as the increase in import demand in the 
two sets of countries.27 Moreover, throughout 
the first half of the 1960s India maintained her 
share of the world market at a little over 70 per 
cent.28 Clearly, in this period, increased ex- 
ports to the socialist countries did not reduce 
India’s exports to the rest of the world. 

In the following years, the trend was com- 
pletely different. After 1965, India rapidly lost 
her share of the world market to Pakistan and 
there was a marked decline in her exports of 
jute manufactures. I have shown elsewhere that 
this was largely because of the poor competitive 
position of the Indian jute industry.2g Exports 
to convertible currency areas fell sharply from 
the peak level of $312.6 million in 1965/6 to 
an average annual value of $247 million during 
the period 1966/7- 197 l/2: a decline of 2 1 per 
cent. But over the same period of time, exports 
to the socialist countries fell by 21.5 per cent, 
declining from a peak level of $71.5 million to 
$56.1 million. Thus it seems extremely unlikely 
that India diverted any export supplies even 
after 1965/6. 

It is, however, possible that the year 1972/3 
was an exception. In that year exports of jute 
manufactures to the socialist countries were 
distinctly higher than the average of previous 
years, at $89.1 million, whereas those to 
convertible currency areas were slightly lower 
at $238.3 million. The demand conditions in 
the world market were such that extra exports 
under rupee trade are not likely to have been at 
the expense of Western markets. This is because 
the bulk of India’s jute exports to the Eastern 
Bloc countries were constituted by sacking 
cloth and jute bags,30 which were increasingly 
difficult for India to sell in the rest of the world 
on account of the development of substitute 
materials and handling techniques in the 
Western countries.31 To the extent that this 
was true, bilateral agreements offered India 
additional markets for her jute goods, not only 
in 1972/3, but also in earlier years. 

(2) Tea. India’s exports of tea to the socia- 
list countries grew rapidly in the early sixties, 
stagnated thereafter and registered an increase 
once again in the seventies. The average annual 
value of tea exports to the rupee payment 

countries rose from $26.7 million in the period 
1960/l-1965/6 to $38.5 million during 
1966/7-1972/3, but at the same time exports 
to the rest of the world fell from $225.6 
million to $164.2 million. Given the fact that 
the increasing pressure of domestic demand 
reduced the supplies available for export,32 it is 
likely that India might have diverted some 
export supplies away from convertible currency 
areas. However, it is interesting that although 
exports to the socialist countries increased by 
only $11.8 million per annum, exports to the 
rest of the world fell by $61.4 million. Clearly, 
most of the fall in India’s tea exports to 
convertible currency areas cannot be explained 
in terms of supplies diverted to the rupee 
payment countries. In fact, it has been shown 
that the main reasons for India’s poor export 
performance were increased competition from 
East African teas in the UK market, and the 
relative attractiveness of the domestic mar- 
ket.33 Both these developments were quite 
independent of bilateral rupee trade. 

26. Exports to the rest of the world have been 
calculated as the difference between India’s total 
exports and the exports to socialist countries. The 
figures for the former have been taken from statistics 
published by DGCIS, and for the latter, from Table 5. 
Unless specified otherwise, the same sources have been 
used to calculate exports to convertible currency areas 
in the following analysis. 

27. Between 1961-3 and 196446, imports of jute 
goods by the centrally planned economies increased 
from 56 thousand tons to 162 thousand tons, whereas 
imports by the rest of the world increased from 1,170 
thousand tons to 1,291 thousand tons; cf. FAO, 
Monthly Bulletin of Agricultural Economics and Stati- 
stics (Rome, February 1971). 

28. See Deepak Nayyar, India’s Exports and Export 
Policies,, in the Sixties, unpublished D. Phil. thesis, 
University of Oxford, 1974, chapter 3. 

29. ibid. 

30. In the period 1968/g-1972/3, jute bags alone 
accounted for 56 per cent of the value of the jute 
manufactures exported by India to the rupee payment 
countries. A large proportion of the remainder was 
constituted by sacking and hessian cloth. (Calculated 
from statistics published by DGCIS, Calcutta.) For 
evidence on the overwhelming importance of sacking 
in the early sixties, see Datar, op. cit., p. 146. 

31. For a detailed discussion, see Deepak Nayyar, op. 
cit.,chapter 3. 

32. ibid., chapter 5. 

33. ibid. 
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In view of the above factors, it is difficult to 
say how much of the increase in exports of tea 
under rupee trade was diversionary. To the 
extent that the traditional markets were satura- 
ted and the world demand for tea was quite 
stagnant, the Eastern European countries did 
provide a new source of demand for Indian tea. 
All the same, if India could have surmounted 
competition from the East African countries, at 
least a part of the tea sold to the socialist bloc 
could have been sold for convertible currency. 

(3) Cashew kernels. Exports of cashew ker- 
nels from India increased substantially during 
the period under study. The annual average 
value of cashew exports to the socialist coun- 
tries increased from $11.3 million in 1960/1- 
1965/6 to $27 million during 1966/7-1972/3. 
At the same time, exports to the rest of the 
world also increased from $35.8 million to 
$47.2 million. The expansion in rupee trade did 
not reduce exports elsewhere. On the other 
hand, it is very likely that the additional 
demand created by the socialist countries 
pushed up the world cashew prices thereby 
improving India’s terms of trade.34 However, 
given the rising trend in world demand, it might 
be argued that a portion of the cashew kernels 
sold under bilateral agreements could have been 
sold in the western markets. This sounds 
plausible, but, given the increasing competition 
from Brazil, Tanzania and Mozambique, it 
would have been difficult. 

(4) Unmanufactured tobacco. India’s ex- 
ports of tobacco to the socialist countries 
increased at a fast pace in the early sixties, 
rising from an annual average value of $2.3 
million in 1960/l-1961/2 to $17 million 
during 1962/3-1964/5. Over the same period, 
exports to the rest of the world were virtually 
unchanged, falling very slightly from $27.8 
million to $27.4 million. However, between 
1960/l and 1964/5, India’s total tobacco ex- 
ports increased faster than world exports,35 as 
a result of which her share in the world market 
also increased. Therefore, it would seem that 
bilateral trade provided India with additional 
markets for her tobacco at the cost of a very 
minimal diversion of export supplies. 

After 1964/5, however, the trends were 
completely reversed. Exports to the socialist 
countries dropped sharply, falling from the 
peak level of $21 million in 1964/5 to an 
average of $8.3 million during 1965/6-1970/l, 
whereas exports to the rest of the world 
increased from $30.2 million to $32.7 million. 
The contrast in export volume trends is even 
more pronounced. Exports to the rupee pay- 
ment countries fell from 42.2 million kgs in 

1964/5 to an annual average of 10.4 million kgs 
during 1965/6-1970/l, while exports to con- 
vertible currency areas increased from 35.2 to 
38.8 million kgs.36 It appears that tobacco 
exports were actually diverted away from socia- 
list countries to convertible currency markets. 

In recent years tobacco exports under rupee 
trade have recovered somewhat and, during 
1971/2-1972/3, averaged 29.8 million kgs, 
fetching a sum of $31.5 million. However, this 
has not been at the cost of diverting supplies 
away from Western markets, exports to which 
also increased in these two years, attaining a 
level of 47.2 million kgs, and earning $37.7 
million in foreign exchange. 

(5) Iron ore. Although India’s total exports 
of iron ore grew at a phenomenal pace, her 
exports to the socialist countries were quite 
stagnant. The average annual value of iron ore 
exported to the rupee payment countries hard- 
ly changed from $17.2 million during 1960/ l- 
1965/6 to $18.4 million in 1966/7-1972/3, 
whereas exports to the rest of the world more 
than doubled rising from $41.5 million to 
$107.1 million. Thus it seems most unlikely 
that export supplies were actually diverted 
away from convertible currency areas to meet 
commitments under bilateral agreements. 

(6) Mangunese ore. There was a distinct 
falling trend in India’s exports of manganese 
ore during the period under study. Her exports 
to the convertible currency areas fell from an 
average annual value of $19.3 million in the 
period 1960/l-1965/6 to $14.2 million during 
1966/7-1972/3: a decline of about 26 per 
cent. But, at the same time, exports to the 
rupee payment countries fell by 50 per cent 
from $3.4 million to $1.7 million. Obviously, 
there was no diversion of export supplies. In 
fact, given the deteriorating quality of the ore, 
and the restricted nature of the world mar- 
ket,37 India was having problems in selling its 
manganese. Any sales through bilateral agree- 
ments were therefore a welcome addition. 

(7) Mica. Since 1960, India’s total mica 
exports have been virtually stagnant. However, 
exports to the socialist countries increased from 

34. For evidence, and a more detailed discussion of 
this point, see ibid., chapter 6. 

35. Cf. FAO, Trade Yearbook, 1966 (Rome) p. 241. 

36. Calculated from statistics published by DGCIS, 
Calcutta. 

37. For details, see Deepak Nayyar, op. cit., chapter 
7; the section on manganese ore. 
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an annual average of $5.8 million in 1960/1- 
1965/6 to $10.5 million during 1966/7- 
1972/3, while exports to the rest of the world 
fell from $15.4 million to $9.6 million. Thus, 
prima facie, it would appear that exportable 
supplies were diverted away from convertible 
currency areas in order to meet commitments 
under bilateral agreements. However, it should 
be pointed out that, owing to the importance 
of the US market, the changes in American 
demand for mica were an extremely important 
factor underlying these export trends. The 
following facts provide further confirmation.3 * 
Between 1960/l and 1964/S, when American 
demand for mica registered a slight increase, 
India’s exports to the Eastern Bloc countries 
were quite stagnant. In the subsequent years, 
American import demand fell sharply, because 
of the decision to run down the stockpile and 
the new technological developments in the 
electronics industry.3g Both these factors were 
completely independent of rupee trade and 
would have led to a much greater fall in India’s 
mica exports, had it not been for the additional 
demand created by the socialist countries. 

(8) Oilcakes. These emerged as an important 
commodity in India’s export basket during the 
sixties. Between 1960/l and 1964/5 total oil- 
cake exports nearly trebled, rising from $30 
million to $83.5 million. In this period, exports 
to the socialist countries jumped from $4.9 
million to $49.8 million, and exports to the rest 
of the world increased only moderately. In view 
of the fact that world import demand for 
oilcakes, particularly in Western Europe, rose 
sharply in these years,4O it is quite likely that a 
significant proportion of the oilcakes exported 
by India under bilateral trade agreements could 
have been sold in convertible currency areas. 

However, the growth in exports of oilcakes 
came to an abrupt end after 1964/5 and there 
was a marked change in the trends. Exports to 
the Eastern Bloc countries fell from their peak 
level of $49.8 million to an average annual 
value of $40.9 million during the period 
1965/6- 1971/2, but in proportional terms 
exports to the rest of the world registered a 
greater decline from $33.7 million to $23.3 
million. The difference is even more pro- 
nounced if we compare the trends in export 
volume. The quantity of oilcakes exported to 
the convertible currency countries dropped 
sharply from 609 million kgs in 1964/S to an 
annual average of 311 million kgs during 
1965/6- 197 l/2, whereas the quantity expor- 
ted to the rupee payment countries declined 
only from 654 million kgs to 482 million 
kgs41 It is worth noting that there was a 

recovery in the level of exports during 197213, 
when India sold 565 million kgs of oilcakes to 
the socialist countries for $59.9 million and 
436 million kgs to the convertible currency 
countries for $39.1 million. 

What must have happened is quite apparent. 
In the latter half of the 1960s there was a 
shortfall in India’s production of oilcakes which 
was met by a cut in exports. Perhaps because of 
the commitment under bilateral agreements, 
the reduction in exports to the socialist coun- 
tries was far less than exports to the rest of the 
world. Available evidence suggests that, owing 
to the growth of livestock and dairy farming, 
the rapid expansion in West European demand 
for oilcakes continued during this period.42 
Therefore, it is most likely that India implicitly 
diverted scarce supplies of oilcakes to rupee 
trade countries, when they could have been 
sold in convertible currency areas. There were 
two main reasons for this diversion: (i) some 
West European countries restricted imports of 
groundnut oilcakes, which constituted the bulk 
of Indian oilcake exports;43 (ii) the landed cif 
prices of Indian oilcakes in Western Europe 
were not competitive.44 In other words, India 
may not have been able to sell all its oilcakes in 
Western markets. 

(9) Coffee. India’s exports of coffee to the 
socialist countries increased substantially over 
the period under study, rising from an average 
annual value of $10.8 million in 1960/1- 
1965/6 to $17.8 million during 1966/7- 
1972/3. There is little point in comparing the 
trend in exports to the rest of the world 
because all of India’s coffee trade with the 
convertible currency areas between 1962 and 
1972 was regulated by an International Coffee 

38. ibid. 

39. The replacement of electronic tubes and valves, 
which used mica, by transistors, reduced the demand 
for it. 

40. See FAO, Trade Yearbook, 1965, p. 212. 

41. Calculated from statistics published by DGCIS, 
Calcutta. 

42. For an analysis of the growth in demand, see a 
study by the UNCTAD-GATT International Trade 
Centre, The Major Import Markets for Oilcake 
(Geneva, 1972). 

43. ibid., pp. 10-11. 

44. Cf. Asha Datar, op. cit., p. 153. 
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Agreement. Except for two years, India filled 
her export quota throughout this period.45 In 
1965/6 and 1969/70 her exports fell short by 
6.1 and 8.8 million kgs respectively.46 Valued 
at prices prevailing in the world market at that 
time, these two shortfalls amount to a foreign 
exchange loss of $11 million. We know that 
none of the Eastern Bloc countries were signa- 
tories to the Agreement.47 Therefore, it is clear 
that all of India’s coffee exports to the rupee 
trade countries, except for the diversion worth 
$11 million in 1965/6 and 1969/70, were a net 
addition to her exports. 

(10) Pepper. It is difficult to extract a 
general trend from statistics on pepper exports 
owing to sharp fluctuations, which in turn are 
attributable to erratic supplies and consequent 
variations in world pepper prices.48 To some 
extent, the fluctuations can be eliminated by 
averaging the data. Table 5 shows that the 
average annual value of pepper exports to the 
socialist countries increased from $7.5 million 
in the period 1960/l-1965/6 to $12.2 million 
during 1966/7-1972/3. However, exports to 
the rest of the world declined from $8.9 million 
to $6.5 million. On the surface it appears that 
$2.4 million worth of pepper exports were 
diverted from convertible currency areas to 
bilateral trade markets each year. But, in fact, it 
is quite possible that India’s poor export 
performance in the convertible currency mar- 
kets was because of the competitiveness factor. 
Throughout the sixties, Indian pepper prices 
were consistently higher than the prices of her 
main competitors, Indonesia and Malaysia.4g 
As such, in years when Indonesia and Malaysia 
had a normal crop, it would have been difficult 
for India to sell more of its pepper in convert- 
ible currency markets, and it is unlikely that 
there was any diversion of export supplies by 
India. On the other hand, in years when exports 
of the two main competitors dropped sharply, 
as they did in 1962, 1965 and 1970 because of 
poor crops,50 India could have sold more 
pepper than she did to the convertible currency 
countries. If we assume that all the pepper 
exported to the socialist bloc during these three 
years could have been sold in western markets, 
the diversion amounts to $26.8 million. 

(11) Leather. India’s exports of leather and 
leather manufactures were virtually stagnant in 
the early 1960s but grew rapidly thereafter. A 
considerable proportion of this growth was 
attributable to bilateral rupee trade. The 
average annual value of India’s leather exports 
to the socialist countries rose from $3.1 million 
in the period 1960/l-1965/6 to $38.1 million 
during 1966/7-1972/3. At the same time, 

exports to the convertible currency areas in- 
creased from $50.8 million to $77.3 million. To 
the extent that India’s principal market for 
leather, viz., the UK, was relatively stagnant, 
the shift in markets probably helped exports.5 1 
What is more, increased exports to the Eastern 
European countries did not reduce exports 
elsewhere. 

In the sixties, however, there was a substan- 
tial expansion in the import demand for leather 
in many of the Western European countries 
such as Italy, France, Spain and West Ger- 
many.52 Thus, it is quite possible that India 

could have sold more leather in these convert- 

ible currency markets. In fact, Pakistan, which 
exported roughly the same type of leather, did 
achieve a remarkable growth in exports, and 
most of its markets were in the West.53 Hence 
it seems likely that there was some ‘implicit’ 
diversion of exportable supplies under the 
bilateral trade agreements, in the absence of 
which India’s exports of leather to convertible 
currency areas might have increased faster than 
they actually did. 

45. See documents EB11189/72 and EB/1296/74 of 
the International Coffee Organization, London. 

46. ibid. I’ 

47. Cf. International Coffee Agreement, 1962, p. 230, 
and 1968, p. 39, published by HMSO, London. 

48. Pepper crops in the main producing countries, 
India, Indonesia and Malaysia, are constantly vulner- 
able to diseases that can destroy the entire crop. 
Therefore, a good crop gluts the market and a poor 
crop sends prices shooting up. For a detailed discus- 
sion, see Factors Affecting the World Pepper Econo- 
my, FAO document CCP 71/9/l (Rome, July 1971). 

49. ibid., p. 14. 

50. ibid., and FAO Commodity Review, 1973-74 
(Rome, 1974) p. 137. 

5 1. For a detailed discussion, see Deepak Nayyar, op. 
cit., chapter 8. 

52. See The World Hides, Skins, Leather and Foot- 
wear Economy, FAO Commodity Bulletin Series No. 
48 (Rome, 1970) and Hides, Skins & Leather, 
UNCTAD-GATT International Trade Centre (Geneva, 
1968). 

53. In the period 1967/8-1969/70, only 14 per cent 
of Pakistan’s leather exports went to the Eastern Bloc 
countries, and the rest were sold in convertible 
currency markets; cf. M. Kidron, Pakistan’s Trade with 
Eastern Bloc Countries (New York, 1972) p. 78. 
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(12) Other exports. So far we have con- 
sidered the important traditional exports to the 
socialist countries. Apart from jute manufac- 
tures and leather, these consisted entirely of 
raw materials and primary or semi-processed 
agricultural products. However, in the late 
1960s there was a change in the commodity 
composition of exports and some non- 
traditional products were also sold to the rupee 
payment countries. In this category, the most 
important groups were clothing, engineering 
goods and chemicals and related products. 
Between 1965/6 and 197213, exports of engi- 
neering goods to the Eastern Bloc countries 
increased from $3 million to $26.3 million, and 
of chemical and related products from $7.4 
million to $17.9 million. Over the same period, 
exports to the rest of the world increased from 
$36.7 million to $173 million in the case of 
engineering goods and from $15.9 million to 
$35.6 million in the case of chemicals. The 
story was much the same in clothing, exports of 
which to the socialist countries increased from 
$5.9 million to $28.9 million, while exports to 
the rest of the world rose from $6.1 million to 
$45.3 million. It is patently clear that the 
growth of these non-traditional exports under 
bilateral rupee trade did not displace exports to 
the convertible currency areas. In fact, the 
socialist countries provided additional markets 
for these products without the uncertainty, the 
sales efforts and the advertising expenses which 
would have been unavoidable in the convertible 
currency markets.54 

The commodities discussed above accounted 
for the bulk of India’s exports to the socialist 
countries during the period under study. Our 
analysis has shown that except in the case of 
oilcakes and to some extent in leather, tea, 
pepper and coffee, India did not divert scarce 
export supplies away from convertible currency 
areas in order to meet her bilateral trade 
commitments. We have made some estimates of 
diversion in coffee and pepper. If we assume 
that in addition two-thirds of the oilcakes, half 
the leather and one-fourth of the tea sold to the 
socialist bloc could have been sold in Western 
markets, then 14.1 per cent of India’s total 
exports to the rupee payment countries consti- 
tuted a diversion on her part.55 These assump- 
tions are necessarily arbitrary, but have been 
selected so as to provide some index of the 
maximum diversion possible. To some extent, 
they are based on our knowledge of the world 
market for Indian exports.56 While oilcakes 
could have been sold most easily, Indian leather 
had some quality problems, and Indian tea 
faced intense competition from East African 

countries. It should, of course, be kept in mind 
that any attempt at a quantification of diver- 
sion is bound to be conjectural and, therefore, 
the above figure should be treated as a rough 
approximation. 

B. Re-exports by the socialist countries 
There are two methods by which the Eastern 

European countries could have resold the pro- 
ducts obtained from India under bilateral agree- 
ments in convertible currency markets. In the 
first place, shipments from India could have 
been directly reconsigned to ports in the 
Western countries without ever actually arriving 
in a socialist country. Alternatively, Indian 
products could have been re-exported after 
import. Let us explore each of these possibili- 
ties in turn. 

(1) Reconsignment in transit. Cargoes 
loaded in transit may be diverted from their 
stated destinations in Eastern Europe, either by 
reconsignment at an intermediate port or by 
unloading in transit at a West European port. In 
both cases, such shipments do not constitute a 
net addition to India’s exports and amount to 
‘switch trading’ on the part of her bilateral 
partners. Clearly, it is almost impossible to 
measure the extent of this diversion separately 
for every commodity. Even if all the necessary 
data on shipping were available, which is 
inconceivable, it would be a stupendous task to 
estimate the extent of switch trading in each of 
India’s exports to the socialist countries during 
the period under study. 

It would be far more practical to resort to an 
aggregative test. If there is switch trading, and 
some of the purchases made in India do not 
actually reach the socialist countries, it is only 
reasonable to infer that these products do not 
enter their import statistics. Therefore, a com- 
parison of: (i) India’s total exports to the 
socialist countries as reported in Indian trade 
statistics with (ii) total imports from India by 
the socialist countries as reported in their 
statistics, should provide us with some idea of 
the extent of switch trading. Such comparisons 

54. Bilateral trade agreements do away with the risk 
and uncertainty of convertible currency Western mar- 
kets. This indirect benefit is particularly crucial in the 
case of non-traditional exports wherein product dif- 
ferentiation, brand names and selling costs are an 
all-important part of any successful export effort. 

55. Calculated from Table 5 for the period 
1960/l-1972/3. 

56. Cf. the study on Indian exports by the present 
author, op. cit. 
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Table 8. A comparison oj‘lndia~ and Eastern European trade statistics. 1960 to I9 72 
(In US $ million) 

Country 

(1) (2) 
Imports from India Exports from India 
as recorded by the as recorded by 
socialist countries Indian trade statistics 

(3) 
Percentage 
difference 

USSR 
Bulgaria 
Czcchoslavakia 
East Germany 
Ilungary 
Poland 
Romania 
Yugoslavia 

23352.9 2.399.1 
112.7 111.4 
456.7 458.8 
314.4 294.0 
210.6 183.5 
319.8 328.4 
120.2 125.5 
338.0 323.5 

1.93 
-1.17 

0.46 
-6.94 

-41.41 
2.62 
4.22 

-4.48 

Tolal 4,285.3 4,224.2 -1.45 

Source: For Column (1): United Nations, Yearbooks of International Trade Statistics. 1964, 
1969, 1972Z3 (New York). For Column (2): Statistics published by DGCIS, Calcutta. 

Note: From 1960 to 1969, all figures have been converted into US dollars at the official rates 
of exchange. The exact conversion factors used for one US dollar are: 1.17 Bulgarian leva, 7.2 Czech 
korunas, 4.2 East German marks, 11.737 Hungariap forints, 4 Polish zlotys, 6 Romanian lei, 0.90 
USSR roubles and 12.50 Yugoslav dinars. However, for the period 1960-4, the exchange rate in 
Yugoslavia was $1 = 300 dinars, and this has been used for those years. For the years 1970-2, the 
UN data are published in terms of US dollars. 

of trade figures, however, are not free from 
limitations. Firstly, it is possible that the basis 
of recording import and export statistics varies 
from country to country. As it turns out, this is 
not a serious problem because all Indian ex- 
ports are recorded fob and, fortunately, most 
Eastern Bloc countries also record their imports 
on an fob basis. But import data in the case of 
Hungary and Yugoslavia is on a cif basis, for 
which some adjustment might be necessary. 
Secondly, the time lag inevitable in shipping, 
i.e., the ocean journey for the cargo, might lead 
to discrepancies in annual trade statistics bet- 
ween countries. We have tried to overcome this 
problem by aggregating the data for the entire 
period 1960-72. 

The results of the exercise are outlined in 
Table 8, which shows a very close correspon- 
dence between the statistics of partner coun- 
tries involved in bilateral rupee trade. In fact, 
the percentage difference between the total 
value of Indian exports to the rupee payment 
countries in the sixties as reported in India’s 
trade statistics and as recorded by the socialist 
countries works out at less than 5 er cent for 
each Eastern European country, 55; with the 
exception of Hungary and East Germany. There 
seems to be no feasible explanation for the 47 
per cent difference between the Hungarian and 
Indian trade figures.58 The fact that Hungary 
records its imports on a cif basis can account 

only for a part of this gap, but certainly not all 
of it. However, it is sufficient to know that the 
Hungarian figure substantially exceeds the 
Indian one and that eliminates the possibility of 
Indian shipments being diverted away from 
their original destination. Similarly, the East 
German figure exceeds the Indian one by about 
7 per cent, and it can be inferred that the 
German Democratic Republic did not re-export 
Indian goods. 

Thus, inasmuch as any sanctity can be 
attached to trade statistics, it seems that there 
was no significant or apparent switch trading of 
Indian products by the socialist countries. 

57. Even these small differences can be explained in 
terms of the time lag for exports effected at the end of 
the period; particularly as-Indian data relate to fiscal 
years so that exports during January-March 1973 are 
also included in the 1972 figure, whereas statistics 
from the Eastern European countries relate to calen- 
dar years. In any case, the Bulgarian and Yugoslav 
figures are higher than the Indian ones, thereby ruling 
out a direct reconsignment of shipments from India. 

58. It is possible that the Hungarian trade statistics 
are based on an exchange rate different from the 
official one, or, alternatively, the discrepancy may be 
the result of price reforms carried out in the Hunga- 
rian economy. 
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(2) Re-export after import. Consider now, 
the possibility of actual re-exports of Indian 
products by the socialist countries of Eastern 
Europe. It is most unlikely that they could have 
resold any of India’s non-traditional exports 
like clothing, engineering goods, footwear, 
chemicals and other related products in con- 
vertible currency areas, for the simple reason 
that, in such goods, product differentiation and 
brand names are rather important and export- 
ing involves marketing expenses like advertising, 
etc. 

Among the traditional exports of manufac- 
tures, exports of cotton textiles to the bilateral 
trade markets were quite insignificant through- 
out the period under study.5g On the other 
hand, exports of jute manufactures under the 
bilateral agreements were indeed substantial. 
The bulk of these exports were constituted by 
jute bags and sacking. As such, it is quite 
unlikely that these could have been re-exported 
to the convertible currency areas because com- 
petition from substitutes had reduced the 
demand for jute bags and sacks in the Western 
countries to a minimum leveL60 Although 
there was a substantial import demand for 
leather in Western Europe, it is highly unlikely 
that Indian manufactured leather was re- 
exported because exports of leather from the 
socialist countries of Eastern Europe were 
negligible the 
study.61 

throughout period under 

We are now left only with raw materials and 
primary or semi-processed agricultural products 
that could have been re-exported by India’s 
bilateral rupee trade partners. These commodi- 
ties can be classified into two groups: those 
which were not produced domestically in the 
socialist countries, and those which were pro- 
duced domestically. 

In the first group, the three main Indian 
exports were pepper, coffee and cashew ker- 
nels. In the absence of domestic production, 
any exports of these products by the socialist 
countries would certainly suggest re-export. An 

examination of official international trade sta- 
tistics shows that none of the Eastern Bloc 
countries exported black pepper throughout 
the period 1960 to 1973.62 Exactly the same is 
true for coffee.63 In fact, with the inception of 
the International Coffee Agreement in 1962, 
the socialist countries, which were non-quota 
countries, could not have legally exported 
coffee to convertible currency areas which were 
quota countries under the Agreement.64 
Cashew kernels are generally included in the 
broader category of ‘edible nuts’ in most trade 
statistics, so that it is virtually impossible to 

identify the extent of cashew exports, if any, 
from the socialist countries. However, there 
have been reports of Indian cashew nuts being 
resold by the socialist countries; in fact, some 
are reported to have been sold at a price 
discount in New York.65 But, owing to the 
lack of necessary data, it is not possible to 
quantify the extent of re-export. 

An analysis of re-exports in the second 
group of commodities is far more difficult, 
because most of these products were produced 
and exported by the socialist countries even 
before they began trading with India. We shall 
restrict our analysis to three commodities, viz., 
tea, tobacco and oilcakes, the choice of which 
was determined entirely by the statistical infor- 
mation available. 

(a) Tea. The bulk of India’s tea exports 
under bilateral rupee trade were absorbed by 
the USSR, which was also the only socialist 

59. It should be pointed out that cotton textile 
exports to the socialist countries were rather high in 
1972/3, but this was Part of a sDecia1 deal with the 
USSR which supplied India with raw cotton to process 
and re-export. At the same time, exports to the rest of 
the world were more than maintained. 

60. Cf. Deepak Nayyar, op. cit., chapter 3. Of course, 
re-exports in small quantities were always possible but 
these could not have been significant. For the period 
1961-5, Dharm Narain has shown that even if all the 
jute goods exported by the socialist countries were 
Indian in origin (and if this figure was larger than 
actual Indian exports, he took the latter as the 
maximum possible re-export), such reexports could 
not have been more than 8.6 per cent of India’s 
exports of jute goods to the East European countries 
(op. cit., appendix B, pp. 18-19). 

61. Cf. The World Hides, Skins, Leather and Foot- 
wear Economy, op. cit., pp. 76-7. 

62. See FAO, Trade Yearbooks, 1965, p. 201, 1971, 
p. 262 and 1973, p. 313, except for Romania, which 
exported 0.03 million kgs in 1966. 

63. ibid., 1965, pp. 185-6, 1971, pp. 243-4, and 
1973, pp. 289-90, except for the USSR which 
exported small amounts of coffee in 1960 and 1961. 

64. There were, however, some illicit inflows of 
‘tourist’ coffee from the non-quota countries into 
Western Europe; see Paul Streeten and Diane Elson, 
Diversification and Development: The Case of Coffee 
(New York, 1971) p. 20. But no quantitative estimates 
are available, and it is extremely difficult to pinpoint 
how much of this coffee was Indian. 

65. See M. Goldman, 
1967) pp. 1 10-11. 

Soviet Foreign Aid (New York, 
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country that exported tea in the period 1960- 
72.66 During this period, however, there was a 
marked increase in its exports which rose from 
an annual average of 8.7 million kgs in the 
period 1961-6 to 11.6 million kgs during 
1967-72.67 At the same time, the annual 
average imports of tea from India increased 
from 17.5 million kgs to 29.7 million kgs.68 On 
the surface, this seems to suggest that Indian 
tea must have been re-exported, but we find 
that the annual average domestic production of 
tea in the USSR also increased from 47.6 
million kgs to 62.4 million kgs.6g Therefore, it 
is extremely difficult to say what proportion of 
the growth in the Soviet Union’s tea exports in 
the sixties was due to re-exports of Indian tea, 
although some element of re-export is implicit. 
But this may not have been any loss to India in 
the convertible currency markets, because avail- 
able evidence suggests that almost all Soviet tea 
exports went to other Eastern Bloc countries 
and Mongolia.7 o 

(b) Tobacco. After a careful and detailed 
examination of statistics relating to exports of 
unmanufactured tobacco by the Eastern Bloc 
countries and their imports from India, Dharm 
Narain has shown that in the period 1961/2- 
1965/6 there were no significant re-exports of 
Indian tobacco by the socialist countries.71 
The possibility of such re-exports after 1965/6 
is even more remote because of the very rapid 
decline in exports of tobacco from India under 
bilateral rupee trade. 

(c) Oilcakes. Among the socialist countries, 
Poland was by far the most important buyer of 
oilcakes from India,7 2 and official international 
trade statistics show that Poland did not export 
any oilcakes in the period 1960 to 1973.73 
Except for very small quantities in the early 
sixties, there were no exports of oilcakes from 
Bul aria, East Germany, Hungary and Roma- 
ma. $4 The Soviet Union was always a large 
exporter of oilcakes and exported substantial 
quantities of oilcakes even before it started 
importing them from India.75 Therefore, it is 
impossible to say how much of its imports from 
India were re-exported. In the case of Czecho- 
slovakia and Yugoslavia, the evidence is more 
definite in as much as exports of oilcakes from 
these countries showed a marked increase after 
1960.76 This suggests that Indian oilcakes were 
probably re-exported, but once again it is 
extremely difficult to quantify the extent of it, 
owing to the lack of data on domestic produc- 
tion and consumption of oilcakes in these 
countries. 

The above discussion on the re-export of 
Indian goods by the socialist countries is 

certainly not exhaustive, but it does cover most 
of India’s exports to these countries under 
bilateral agreements.7 7 On the basis of limited 
statistical evidence, our analysis has shown 
that: (i) there was no switch trading on a 
significant scale; (ii) it seems extremely unlikely 
that manufactured goods imported from India 
could have been re-exported by the socialist 
countries; and (iii) as for primary or semi- 
processed agricultural products, some of them 
were definitely not re-exported (at least 
legally), whereas others were, but it is not 
possible to estimate the extent of such re- 
exports. However, these findings should not be 
taken to mean that the socialist countries did 
not indulge in any switch trade or re-export of 
Indian products. In fact, during the sixties, 
there were several instances of such practices, 
and a parliamentary committee specifically 
pointed to the resale of Indian cashew nuts, 

66. None of the other East European countries 
exported any tea except for minute quantities in one 
or two stray years; cf. FAO, Trade Yearbooks, 1965, 
pp. 192-3,1971, pp. 252-3, and 1973, p. 306. 

67. Calculated from FAO, Trade Yearbooks; ibid. 

68. International Tea Committee, Annual Bulletin of 
Statistics (London, 1973). 

69. See FAO, Production Yearbook, 1971, p. 270, 
and 1972, p. 169. 

70. Dharm Narain, op. cit., Table A-7. 

71. ibid., appendix B, pp. 20-21. 

72. In terms of volume, exports to Poland accounted 
for 25 per cent of India’s oilcakes exports to the 
socialist countries during the period 1960/l- 1965/6. 
(Calculated from ibid., Table A-10.) This proportion 
was 29 per cent in 1970/l-1972/3. (Calculated from 
statistics published by DGCIS.) 

73. Cf. FAO, Trade Yearbooks, 1965, pp. 210-11, 
1971, pp. 274-5, and 1973, p.- 327. 

74. ibid. 

75. ibid. For example, in 1960, the USSR exported 
496.4 million kgs of oilcakes. 

76. ibid. It is worth noting that, in the 197Os, exports 
of oilcakes from Yugoslavia, Czechoslovakia and 
USSR fell sharply to very low levels; cf. FAO, Trade 
Yearbook, 1973, p. 327. Thus, in these years, the 
possibility of re-export was very little. 

77. It is not possible to comment on the remaining 
exports owing to the lack of necessary data. 
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oilcakes, hides and skins, coffee, tea and spices, 
by the socialist countries in convertible cur- 
rency markets.7 8 The Indian government was 
quite aware of some of these instances,7g but 
in the absence of definite proof, it was unable 
to do anything about it.80 

All the same, in so far as any reliance can be 
placed on available statistical evidence, it seems 
that only a very small proportion of Indian 
exports under bilateral rupee trade were resold 
by the socialist countries through reconsign- 
ment or re-export. Given the limitations of the 
data examined, any attempt at a quantification 
of such resale must necessarily be based on 
guesswork. Dharm Narain estimated it at 3.5 
per cent of India’s total exports to the socialist 
countries,8 1 and ‘official circles’ evidently put 
it at around 5 to 10 per cent.82 

V. THE TERMS OF TRADE 

Thus far, we have been concerned with an 
analysis of the extent to which bilateral rupee 
trade led to a net increase in India’s exports. 
However, in order to evaluate the benefits of 
this export growth, in particular, and of trade 
with the socialist countries, in general, it is 
necessary to examine the terms of trade ob- 
tained from the socialist countries under bi- 
lateral agreements. 

We have shown that the terms of trade are 
directly dependent on the prices paid for 
imports and the prices received for exports. A 
detailed investigation of the prices paid by 
India for the commodities imported from the 
Eastern Bloc countries would be quite complex, 
and is beyond the scope of the present essay. 
Hence, we shall rely on available evidence on 
this point. Information on import prices is 
scarce, but all the studies so far have shown 
that the prices of goods imported from the 
socialist countries have generally been lower 
and very rarely higher than the prices of similar 
goods imported from the rest of the world.83 
According to Dave, ‘. . . a study of about 100 
unit values of imports of chemicals, fertilisers, 
newsprint and iron and steel products from 
these countries for three years 1957-9 suggests 
that no higher prices were charged . . . [and] 
. . . the findings indicate that except for some 
dyes, chemicals and high grade steel, prices 
charged by these countries were less than the 
multilateral prices.‘84 For the period 1961/2- 
1965/6, Dharm Narain also computed average 
unit values of selected imports viz., base metals, 
paper, petroleum and petroleum products, or- 
ganic and inorganic chemicals and iron and steel 

products, and found that, except in one year, 
the prices charged by the socialist countries 
were significantly lower than the prices India 
paid to convertible currency countries.85 How- 
ever, these selected imports constituted only 35 
per cent of India’s total imports from the East 
European countries in the first half of the 
sixties. 

In a more recent study, relating to the 
period 1958/9- 1969/70, Sebastian compared 
the average unit value of twenty-four items, 
which accounted for 60 per cent of India’s 
imports from the USSR, with the unit value of 

78. Eleventh Report of the Fourth Lok Sabha’s 
Estimates Committee, Utilisation of External Assis- 
tance (New Delhi; Lok Sabha Secretariat, August 
1967) pp. 228-9. 

79. Personal discussions with the people concerned at 
UNCTAD in Geneva, and with the officers of the 
Foreign Trade and Shipping Ministries in New Delhi, 
confirmed this awareness. It was felt that there were 
very few complaints about reconsignment and re 
export against the USSR, but evidently all the other 
Eastern European countries had indulged in these 
practices. In his study on Pakistan’s Trade with 
Eastern Bloc Countries, op. cit., Michael Kidron also 
found (p. 26) that the USSR absorbed all its imports, 
whereas the others indulged in switch trade. 

80. This was the testimony of the Ministry of Foreign 
Trade Representative to the Lok Sabha Committee, 
op. cit. 

81. op. cit., p. 13. 

82. Reported in Asha Datar, op. cit., p. 161. 

83. See Dharm Narain, op. cit., pp. 16-19; Asha 
Datar, op. cit., pp. 175-6; and IndiaS Trade with 
Eastern Europe, op. cit., pp. 26-8 and 69-76. 

84. S. Dave, ‘India’s trade with East European coun- 
tries-rejoinder’, Indian Economic Journal (April 
1962) p. 482. 

85. The unit value comparisons were made for nar- 
rowly defined ‘homogeneous’ products within each of 
the broad commodity groups. A weighted average of 
the unit import prices yeilded the following interesting 
result: 

Ratios of unit values of imports of selected 
industrial materials and intermediate products from 
socialist countries and rest of the world: 196112 92.4; 
196213 92.1; 196314 88.7; 196415 93.2; 196516 
101.1. (Source: Dharm Narain, op. cit., p. 18. The 
prices paid to socialist countries are expressed as a 
percentage of those paid to the rest of the world.) 
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the same imports from Western countries.86 He 
concludes that, except in a few cases, the prices 
charged by the Soviet Union were definite1 
lower than those charged by other countries. ST 

Nevertheless, a sizeable proportion of total 
imports is constituted by machinery and trans- 
port equipment, for which it is quite impossible 
to obtain comprehensive price data, and unit 
value comparisons are meaningless because of 
the wide quality variations.88 Asha Datar sug- 
gests that ‘. . . a significant proportion of the 
imports of machinery and equipment from the 
East European countries has been financed by 
tied credits.‘8g Therefore, even if price com- 
parisons were possible, it would not be appro- 
priate to compare these rices with the prices 
from the cheapest source. BO 

There is a widely held view that the machi- 
nery and capital equipment imported from the 
socialist countries was of relatively inferior 
quality, and, what is more, India may have paid 
excessively high prices for it. Evidence in 
support of such a view is extremely hard to 
find, and wherever statements of this kind are 
made, they are rarely documented. As we have 
stressed before, price and quality comparisons 
for machinery, over a large range, are well-nigh 
impossible. However, it is worth pointing out 
that in any market for manufactured goods, 
low prices are often a substitute for adequate 
quality. Thus it is unlikely that bilateral agree- 
ments lumbered India with poor quality im- 
ports that were also overpriced. Clearly, 
importers in the private sector would not have 
entered into such transactions. Available evi- 
dence suggests that the overnment, too, was 
careful on this account.gf And if capital goods 
bought from the socialist countries did not have 
the same quality as the equivalent from Western 
countries, it may well have been the result of a 
conscious decision to buy lower-price equip- 
ment. Of course, the decision not to purchase 
the latest, most sophisticated, equipment from 
the West may also have been a wise one, and 
the machinery supplied by the socialist bloc 
may have been more ‘appropriate’ for India’s 
needs.9 2 

Although the evidence adduced above is not 
exhaustive, and it is not possible to say any- 
thing definite about the prices or quality of 
machinery imports, to a limited extent it does 
indicate that imports under bilateral agreements 
were sometimes cheaper and usually not any 
dearer than in the world market. As such, it 
would be reasonable to assume that the pur- 
chasing power of Indian exports under rupee 
trade varied directly with the prices received for 
them. 

Data on export prices is extremely hard to 
come by. Thus we have to resort to a compari- 
son of the average unit value of exports to the 
socialist countries and the average unit value of 
the same exports to the rest of the world. The 
major drawback of this method is that it does 
not take any account of quality differences. 
However, it is the only way by which one can 
get some idea of the terms of trade. 

For a comparison of unit values we have 
selected ten commodity groups which constitu- 
ted about two-thirds of India’s exports to the 
Eastern Bloc countries during the period under 
study. These are: jute manufactures, tea, 
cashew kernels, oilcakes, iron ore, coffee, pep- 
per, manganese ore, lac and unmanufactured 
tobacco. Admittedly, there are quality differen- 
ces within each of our selected commodity 

86. See M. Sebastian, ‘Does India buy dear from and 
sell cheap to the Soviet Union?‘, Economic and 
Political Weekly (1 December 1973) pp. 2141-50. 
Some of the selected imports were: fertilizers, news- 
print, iron and steel, copper alloys, refractory bricks, 
tractor ploughs, drilling machines, bulldozers, etc. 

87. ibid., p. 2146. 

88. Dharm Narain compared the unit values of ten 
specific items of machinery (ibid., Table A-28) and 
found that import prices under bilateral trade were 
lower than world prices for seven of these items. In 
the remaining three items the prices charged by the 
socialist countries were slightly higher. However, this 
sample is much too small for any general conclusions 
to be drawn from it. 

89. op. cit., p. 176. 

90. There have been reports that credit-financed 
imports from Eastern Europe were priced higher than 
world prices. But, in this, the socialist countries were 
not unique. It has been shown that aid-tied imports 
from the Western countries were also overpriced 
significantly: cf. Michael Kidron, Foreign Investments 
in India (London, 1965) pp, 122-3 and Jagdish 
Bhagwati, ‘The tying of aid’, in J. Bhagwati and R. 
Eckans (ed.1, Foreign Aid (Penauin, 1970) DD. 267-8. 
According to Asha Datar (op. cit., .p. 257); ‘. . . there 
is no evidence that the prices charged by East 
European credits are higher than in the case of tied 
credits from other sources.’ 

91. Estimates Committee Report, Utilisation of Ex- 
ternal Assistance, op. cit., pp. 229-30. 

92. For a detailed discussion on the question of 
‘appropriate’ technology in less developed countries, 
see Frances Stewart, ‘Trade and Technology’, in Paul 
Streeten ted.), Trade Strategies for Development 
(London, 1974). 
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Table 10. A compariJot1 oj’utlit values it1 some .speci/lc export item 
(In rupees per kg) 

1970/l 197112 

Product 
Socialist Rest of the Socralist Rest of the 

countries world countries world 

1. Black leaf tea 8.22 7.37 8.06 7.31 
2. Coffee: Arabica Plantation ‘A’ 8.28 7.84 6.66 6.35 
3. Jute hessian bags 3.55 3.39 4.12 4.04 
4. Jute sacking bags 2.12 2.51 2.98 2.80 
5. Varnishes 6.45 2.66 6.19 3.69 
6. Synthetic enamels 5.72 3.52 5.76 3.15 
7. Potassium permanganate 4.65 4.03 4.80 4.17 

Source: Statistics published by DGCIS, C’alcutta. 
Note: Calculated from data on the quantity and value of exports. 

groups, but they are much less than would be in 
the case of non-traditional manufactured ex- 
ports. 

Table 9 outlines the trend in the average unit 
value of the selected exports and brings out the 
differences between the prices received from 
the socialist countries and the prices received 
from the rest of the world. It shows that except 
for jute manufactures, cashew kernels and 
tobacco, the Eastern Bloc countries paid consis- 
tently higher prices than the convertible curren- 
cy countries. In the case of tobacco and jute 
manufactures the price difference is almost 
certainly attributable to the quality composi- 
tion. It is generally accepted that as compared 
to the rest of the world, the Eastern Bloc 
countries bought relatively low quality Virginia 
tobacco from India;93 this fact was bound to 
be reflected in the average unit value. As for 
jute manufactures, the bulk of the socialist 
countries’ imports consisted of jute bags and 
sacking, whereas a large proportion of India’s 
exports to the Western countries consisted of 
carpet backing. We know that gunny bags fetch 
a much lower price per unit of weight as 
compared to carpet backing.94 Thus it is not 
surprising that the average unit value works out 
slightly lower for the socialist countries, even 
though they paid higher rices than the rest of 
the world for jute bags.9QIn the case of cashew 
kernels, however, the rupee payment countries 
did pay lower prices than the convertible 
currency countries. 

In view of the fact that differences in the 
quality composition of exports can significantly 
affect the average unit values, it might be useful 
to compare the unit prices of more specifically 
defined qualities in some of these products. 
Table 10 does just that, and also compares the 
unit values obtained in selected exports of 

chemicals during the years 1970/l and 1971/2. 
In all the selected qualities and products, the 
socialist countries were important buyers. Al- 
though these figures relate to only a few 
products in two particular years, they do 
suggest that the socialist countries paid better 
prices than the rest of the world even in some 
comparable-quality products. 

One might ask if it is at all possible to make 
an over-all comparison of export prices ob- 
tained in the world market. A weighted average 
of the price differentials provides one obvious 
solution. Starting from the data on the quantity 
and value of exports, from which Table 9 is 
derived, we computed an index of the unit 
value obtained from socialist countries expres- 
sed as a percentage of the unit value obtained 
from the rest of the world, for each commodity 
in each year. These indices were then weighted 
by the corresponding share of each commodity 
in the total exports to socialist countries in that 
particular year, and finally averaged for each 
year. This weighting method eliminates the 
importance of large price differentials in indivi- 
dual commodities which might have constituted 
only a small proportion of total rupee trade 
exports. It also provides us with one over-all 
relative price index for each year. The results of 
the statistical exercise are outlined in Table 11, 
which reveals that except for 1968/9, when the 

93. National Council of Applied Economic Research, 
Export Prospects of Tobacco (New Delhi, 1966) pp. 
111 and 116. 

94. Carpet backing fetched more than Rs 4 per kg in 
1970/l, whereas jute hessian bags and jute sacking 
bags fetched only Rs 3.39 and 2.51, respectively. 

95. See Table 10. 
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Table 1 1. An aggregate index of prices paid by socialist countries 
expressed as a percentage of prices paid by other countries 

for selected Indian exports 

Year 

Selected exports as a percentage 
Relative price of total Indian exports to 

index the sociahst bloc 

1960/l 118.5 67 
196112 136.6 66 
196213 123.0 70 
196314 101.9 69 
196415 108.4 74 
196516 108.3 71 
196718 103.2 66 
196819 99.3 59 
1969170 114.6 52 
1970/l 105.3 50 
197112 109.1 56 
197213 108.0 53 

Source: Statistics published by DGCIS, Calcutta. The method of 
computation is explained in the text. 

prices received from socialist countries were 
marginally lower than those obtained from 
other countries, India obtained higher prices for 
her exports under bilateral rupee trade than she 
did in the world market, throughout the period 
under study. It must be noted that the rupee 
payment countries offered much higher prices 
in the early sixties, but once trade flows 
through the bilateral agreements became regu- 
lar, the price differential registered a marked 
decline. 

Although price data are not available for 
about one-third of India’s exports to the East 
European countries, the evidence that we have 
examined does show that, in general, they paid 
higher prices than the rest of the world.g6 A 
comparison of import prices is even more 
difficult, because machinery and equipment 
accounted for more than half of India’s imports 
under rupee trade. However, available evidence 
does suggest that the prices paid for imports to 
the socialist countries were no higher than 
those paid to the rest of the world. Hence, it is 
quite reasonable to infer that India obtained 
somewhat better, and at any rate no worse, 
terms of trade from the socialist countries. 

VI. AN OVER-ALL EVALUATION 

The main conclusions emerging from the 
above analysis can be summed up as follows: 
India’s trade with the socialist countries in- 
creased most rapidly after 1960. This rapid 
growth occurred in a framework of bilateral 
trade agreements, the distinct feature of which 

was that payments for all transactions were 
made in rupees. The USSR was by far the 
largest market for Indian goods, as well as the 
principal source of imports, although Czecho- 
slovakia, East Germany, Poland and Yugoslavia 
were also important trading partners. 

The growth in exports was quite remarkable, 
and Continued throughout the period under 
study. To begin with, the bulk of India’s 
exports to the Eastern Bloc countries consisted 
of raw materials and primary or semi-processed 
agricultural products. Gradually, however, the 
commodity composition shifted towards manu- 
factured goods. Imports under the bilateral 
agreements increased a little faster than exports 
until the mid-sixties. Among other things, this 
was attributable to the development credits 
extended by the socialist countries. The expan- 
sion of imports did not continue at the same 
pace there:after. To some extent, of course, 
official statistics understate the value of im- 
ports because they exclude defence imports, 
which were indeed significant in the period 
1965/6-197213. Besides, it was inevitable that 
India should generate an export surplus to 
compensate for the balance of trade deficits in 
past years. In this context, it should be stressed 
that imports from the socialist countries were 
predominantly constituted by capital goods and 
intermediate products that were essential to 
India’s development programme. 

96. A recent World Bank Report also found that 
India’s exports to the socialist countries fetched prices 
that compared favourably with world prices; quoted in 
The Financial Times, London (5 April 1974). 
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An analysis of bilateralism showed that if 
the imports purchased under rupee trade were 
high priority items, the benefits derived by 
India from its trade relations with the socialist 
countries would depend upon the net increase 
in exports and the terms of trade obtained. 

The estimation of net export growth raised 
several conceptual and statistical difficulties. 
However, a detailed examination of available 
evidence showed that, except in the case of 
oilcakes and to some extent leather, tea, coffee 
and pepper, India did not divert any scarce 
exportable supplies away from convertible cur- 
rency areas in order to meet her export 
commitments under the bilateral agreements. In 
fact, in the case of traditional exports like 
manganese ore and mica and non-traditional 
exports such as clothing, engineering goods and 
chemicals, the socialist countries provided wel- 
come new markets. As for the resale of Indian 
products by the Eastern Bloc countries in 
convertible currency markets, the problems of 
measurement were even more acute. Although 
there were some instances of switch-trading and 
reexports by the socialist countries, it was not 
on any significant scale. A comparison of 
Indian and Eastern European trade statistics 
revealed almost no evidence of switch trading. 
We also found that there was little possibility of 
the socialist countries having re-exported Indian 
manufactured goods. The lack of necessary data 
prevented a complete commodity-wise analysis 
of the remaining primary product and raw 
material exports. However, we did examine 
some commodities on the basis of available 
statistical information and found that the 
Eastern Bloc countries did not re-export any 
pepper, coffee, tobacco or tea to the convert- 
ible currency markets. On the other hand, it is 
quite possible that they re-exported some of 
the cashew nuts and oilcakes imported from 

India to the Western countries, but no quantifi- 
cation was possible. 

On the whole it is clear that the diversion of 
export supplies by India and the re-export of 
Indian products by the socialist countries con- 
stituted a relatively small proportion of India’s 
exports under bilateral rupee trade. It is evident 
that precise estimates of net export growth are 
extremely difficult, and putting a figure on it 
would be conjectural. Nevertheless, on the basis 
of evidence examined, it appears that about 80 
per cent of the increase in India’s exports to the 
socialist countries was a real one. 

The terms of trade under bilateral agree- 
ments were, on balance, probably favourable to 
India and, at any rate, no worse than those 
obtained from other countries. Existing work 
on the subject suggests that the prices of a 
significant proportion of goods imported from 
the socialist countries were not higher than 
prices of similar goods imported from the rest 
of the world. On the other hand, the evidence 
that we examined clearly showed that socialist 
countries paid higher prices for Indian exports 
as compared to the rest of the world. 

Bilateral rupee trade provided India with 
imports that were essential for its development 
programme and was also responsible for a little 
more than 40 per cent of the growth in India’s 
total exports over the period under study. In 
view of the fact that a large proportion of it 
constituted a net increase in exports and was 
probably at better terms of trade, the benefit 
derived by India so far is unquestionable. In the 
coming years, gains from this trade would, of 
course, still depend upon the pattern, the 
composition and the terms of trade. However, 
it is difficult to predict the future of India’s 
economic relations with the socialist countries 
as it is likely to be influenced by a variety of 
economic and political factors. 


