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Link Arrangements and Import Prices 
K R Gupta 

Link arrangements have become a prominent instrument of export promotion. Such agreements have been concluded 
particularly with countries with whom India has an unfavourable balance of payments. 

One of the criticisms levelled against link arrangements is that imports made under them are priced too high. 
Is this in fact so? 

THE State Trading Corporation of 
India has so far concluded 20 

Jink deals for an aggregate value of Rs 
27.66 crores with seven different parties 
covering 10 West European countries. 
The rest having expired, at the mo
ment, eight deals are in operation. The 
object of such deals is to make use of 
the services and experience of interna
tional firms in those countries. Through 
these arrangements some of the imports 
of essential items from a country upto 
a determined value and within a fixed 
period are linked up with exports of 
non-traditional items and additional 
traditional items of equivalent value. 
During the year 1962-63, the total busi
ness concluded under link deals was of 
the order of Rs 15 crores, of which 
exports accounted for Rs 10.5 crores. 

The rupee payment agreements en
tered into by India with the East Euro
pean countries have enabled us to sub
stantially expand our trade with these 
countries and to overcome the problem 
of a disequilibrium in the balance of 
payments. Such agreements, covering 
the entire trade between the contract
ing parties, are not practical in the case 
of the non-socialist countries. In view 
of this, after considerable thought and 
consideration, is was decided to experi
ment with agreements of a limited na
ture, linking certain exports with 
certain imports. 

Why Link Arrangements? 
A number of considerations have Jed 

the Government to adopt link arrange
ments. For attaining our plan targets, 
it is very essential to expand exports of 
traditional as well as non-traditional 
goods and to find new markets. We 
have been finding it difficult to main
tain the existing level of some of our 
traditional exports because of certain 
developments, eg, disparities between 
domestic and international prices, in
vention of substitutes, emergence of 
new sources of supply, etc. Efforts, 
therefore, have to be made as much to 
expand the exports of such commodities 
as to maintain the existing levels. Be
cause of the availability of attractive 
markets at home, the manufacturers 
have no incentive to find foreign 
markets which have recently become 

highly competitive. They also hesitate 
to incur expenditure on promotional 
activities abroad which may or may 
not yield results. Because of the foreign 
exchange difficulties very few offices 
have been set up abroad for undertak
ing export promotion work. 

In view of the above considerations, 
it was felt that for an effective promo
tion of exports, it would be necessary 
to establish agencies abroad who 
would undertake promotion of our ex
ports. This could be done in three 
ways: 

(1) the State Trading Corporation 
could undertake this responsibility; 
this would mean its opening a large 
number of offices abroad, the creation 
of an organisation which would under
take the sending of samples, the esta
blishment of warehousing facilities both 
in India and abroad etc; 

(2) private Indian organisations could 
set up offices abroad on these very 
lines; and, 

(3) foreign agents or agencies could 
be appointed. 

The second method would be uneco
nomical because no Indian business or
ganisation would be capable of such 
an exhaustive promotional effort. To 
be effective a large number of organi
sations would have to be permitted to 
establish offices abroad. Under the 
prevailing circumstances, the third me
thod was considered to be the most 
feasible one. Instead of the State Trad
ing Corporation opening offices abroad, 
it was felt that it would be better to 
avail of the services of established 
organisations abroad who had wide con
tacts and long experience in the field 
of export promotion. 

Paying the Foreign Collaborator 
In adopting this course, it was reco

gnised that our foreign partners would 
have to incur expenditure not only on 
administration but also on promotional 
activities like advertising, procurement 
of samples, travelling, etc., and at times 
on subsidizing our exports in cases 
where they felt that our prices were in-
competitive or as a method of giving 
an incentive to the foreign importer to 
buy from India instead of other coun

tries and that our foreign partner wil l 
have to be compensated for this expen
diture. The compensation can be given 
in two ways, viz, (1) a commission in 
foreign exchange for promotional work 
in respect of commodities of which our 
prices and quality are competitive and 
a fair compensation if our goods need 
subsidization, and (2) payment by a 
general method, taking an overall view 
of export obligations to our foreign 
partner without having to go into details 
of the total expenditure he would in
cur and remuneration he would expect. 

The first alternative can work satis
factorily if most of the items are co
mpetitive in respect of price and qua
lity and need only promotional efforts. 
Actually, however, most of the goods 
need subsidisation. It would be diffi
cult to precisely assess the quantum 
of required subsidy and if our foreign 
partner considers the determined sub
sidy inadequate, he wil l not make se
rious efforts to promote the exports 
of such items and concentrate on com
modities which move easily. If first 
alternative is adopted, therefore, it wi l l 
not be possible to take full advantage 
of the services which the foreign part
ner is capable of rendering. 

In view of the above consideration, 
it was decided to adopt the second al
ternative. The foreign partner is com
pensated for his efforts and expenses 
by our agreeing to import normal es
sential requirements through him. 

Traditional Exports Also 
Under link arrangements, the exports 

are limited only to such items as have 
so far not been exported to the country 
concerned or exported only in negligi
ble quantities. Sometimes, however, in 
order to make the export packet more 
palatable, a certain percentage of the 
total exports has been deliberately per
mitted to consist of traditional items 
or of items which already have a 
market in West Europe. With a view 
to ensure that goods are not re-export
ed to third countries, a stipulation is 
incorporated in the agreement that 
landing custom certificates, invoices, 
bills of lading are to be furnished by 
our link partners. Once the goods have 
been landed in a particular country and 
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customs duty paid, it becomes uneco
nomical in practically all cases for the 
importers to re-export the commodity 
to another country. The exports nor
mally precede our imports. 

Imports, under link arrangements, 
are restricted to essential raw materials 
and machinery and equipment, which 
would in any case be imported whether 
or not the link arrangements exist. By 
and large, the items imported have 
been fertilisers, art silk yarn, fokker 
aircraft, steel, dye intermediates, phar
maceuticals, chemicals and machine 
tools. Link arrangements, thus, enable 
us to obtain essential imports against 
additional exports without involving 
any foreign exchange expenditure. 

One of the criticisms against link ar
rangements has been that import prices 
are invariably loaded because our link 
partner has to get his commission. In 
fact, there is not much truth in this 
criticism. Even when an import licence 
is granted and foreign exchange releas
ed, purchases are normally made 
through middle men and the import 
price includes their commission. The 
commission of our link partner, there
fore, normally docs not lead to loading 
of import prices. 

Another criticism against the link 
arrangements is that the imports under 
these arrangements are obtained at 
higher prices. There is not much truth 
in this criticism because every possible 
effort is made to ensure that the im
ports are at internationally prevailing 
prices. In view of the fact that the 
goods which are imported under link 
arrangements have been imported in 
the past and even now free foreign ex
change is being released to actual us
ers for the import of these goods, we 
have sufficient information regarding 
internationally prevailing prices to 
check that excessive prices are not 
paid. In case of a number of products, 
such as iron and steel and textile ma
chinery, benefit is taken of the expert 
advice of the Iron and Steel Control
ler and the Textile Commissioner. For 
other products, the services of the 
Director General of Technical Deve
lopment are availed of. In addition to 
the above methods of verification, che
cking is also made with actual users to 
whom the imports are allocated to find 
out as to whether or not the prices 
quoted are in conformity with the 
prices paid by them against free foreign 
exchange. Whenever felt necessary, the 
advice of our missions abroad is obtain
ed and other suppliers are asked to 
submit quotations. A further safeguard 

is the provision in our link agreements 
to the effect that the prices quoted can 
be rejected if these are not found com
petitive. 

There might have been a few cases in 
which some loading has taken place, 
but these are exceptions rather than 
the rule. Even if there have been some 
such cases, these indicate the need for 
more care and vigilance rather than the 

weakness of the arrangements. The risk 
of loading can be further decreased by 

(1) having competition among differ
ent link partners by having some com
mon items under different link deals; 
and, 

(2) giving, in the case of import of 
machinery and equipment, preference 
to items for which catalogue prices or 
world prices are available. 

Business Notes 

India Steamship 

I N D I A Steamship has emerged out 
of its difficulties and entered into 

an era of profit-earning, state the Direc
tors. Profit for the year ended March 
31, 1964, including miscellaneous in
comes, after setting aside Rs 128.64 
lakhs (Rs 120,96 lakhs) for deprecia
tion, amounted to Rs 9.57 lakhs com
pared with a loss of Rs 30.02 lakhs in 
1962-63. This profit has, however, 
been insufficient to pay a reasonable 
dividend on equity shares. 

Freight earned during the year show
ed a rise of Rs 28 lakhs to Rs 8.28 
crores; this is, however, below that of 
1961-62. Despite increased cost of ope
rations, reflected mostly in port charges 
and stevedoring rates, the policy of 
rationalisation and control over expen
diture led to favourable results. The 
Directors state that expenses for Spe
cial Survey and Drydocking of ships 
have gone up and affected seriously the 
profits. The Company is compelled to 
carry out the works in Indian ports 
and particularly in Calcutta where due 
to inadequate facilities it takes a long
er time than in the U K or in Con
tinental ports. 

The benefits of the freight increase 
by about 10 per cent in the west-bound 
cargo, which came into force from Oct
ober 24, 1963, were only partially re
flected in the accounts. Out of the pro
fits, the Directors propose to meet the 
Preference dividend requiring Rs 1.14 
lakhs and to transfer the balance of 
Rs 7.95 lakhs to General Reserve. The 
Managing Agents have foregone their 
remuneration for the second year in 
succession. 

The hardships facing the shipoing 
industry are still to be mitigated. The 
delay in major ports for loading and 
unloading which is often enhanced by 
bad weather conditions is an invaria

ble source of loss to steamship com
panies in general. It is stated that the 
ships of the Company spent in ports 
nearly 60 per cent of their days in the 
liner trade and 77 per cent in the 
coastal trade. Labour strikes and go-
slow tactics also affected earnings. The 
anxiety of Government to step up ex
ports has led to a clamour in many 
cases for a reduction in freight rates. 
These handicaps apart, facilities for 
dry-docking and repairs are not ade
quate in Indian ports. Sir A Ramaswa
rm Mudaliar, Chairman of the Com
pany, while drawing attention to the 
above adverse features in the shipping 
industry, particularly affecting the 
Company, suggests that either the frei
ght rates should be increased or the 
amenities and conveniences at Indian 
ports should be radically improved. He 
further suggests that the Committee in 
charge of national harbours be recons
tituted with defined aims and objec
tives consistent with the needs of the 
times and that its recommendations be 
promptly considered and implemented. 
While Sir Ramaswami appreciates the 
need for expansion of Indian shipping, 
particularly in the context of earning 
additional foreign exchange, he empha
sizes that the new entrepreneurs and 
established companies should concent
rate more on tramp shipping, tankers 
and bulk carriers which would help 
the country while being profitable to 
themselves rather than enter the liner 
trade and compete with the existing 
Companies on routes in which they 
have established themselves after great 
difficulty and considerable initial loss. 
This will be to the detriment of both. 
In this context, the guidance of the 
Ministry of Transport in regard to ex
pansion of Indian shipping tonnage and 
its proper utilization wi l l , therefore, be 
of immense value, states Sir Rama
swami. 
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