FOREIGN TRADE POLICY

Trade: it is a means of economic growth and national development, the primary purpose is not merely to earn Forex (it is one of the main purpose). The main purpose is the stimulation of economic activities of the country. Due to this the country goes for foreign trade. For this purpose forex is earned. Without the forex, the country cannot go on. In order to earn this forex, a great deal of stimulation is required in the economic activity within the country. From the time of independence, we thought that we don’t have the capability to go for foreign trade. First five year plan came out in 1951. The imports were considered bad because we had limited forex. Towards the end of 1950s we realized that there is a need to earn forex. Our mindset continued on the mercantilist policy – import less, export more in spite of the increase in the forex during 80s and 90s. During 1990s the forex was less then $1 billion, barely enough for 3 months. In order to avail the loan from World Bank, we had to adhere to certain terms and conditions. In 1991, we formed the policy required us to open up our trade barriers; we reduced customs duties, so that we are able to import. All the other countries which had opened up their policies were prospering. Therefore, the economic advisors, thought that the economy to open up. The customs duties which were around 300% were gradually brought down. The last budget of 2005, these duties have been brought down to 20%, in a span of 14 years. The aim is to bring in line the duties that being levied by the ASEAN countries, which is in the region of 1-2%. To achieve this, it was necessary that the govt. also formulates a FTP which would allow our trade people to be able to export more, be not bogged down by the procedures and systems, be not bogged down by limitations, band list and restricted list and the banned list, etc. therefore, from 1991 onwards there have been tremendous dilution into these measures. The last Exim policy 2002-07 was a big in this direction. The rules were diluted substantially. When the UPA govt. came, in 2004 they terminated this Exim policy and came out with Foreign Trade Policy 2004-09. So now, the guiding policy for foreign trade is the FTP 2004-09.

FOREIGN 
The basic objectives of this FTP:
· To double India’s percentage share of Global Merchandize trade by 2009. (Current share is 0.82). They want to make it 2% by 2009.

· To act as an effective instrument of economic growth by giving a thrust to employment generation, especially in semi-urban and rural areas. 

To achieve these objectives, the key strategies outlined are:

1. Unshackling of controls

2. Creating an atmosphere of trust and transparency

3. Simplifying procedures and bringing down the transaction costs.

4. Adopting the fundamental principle that duties and levies should not be exported

5. Identifying and nurturing different special focus areas to facilitate development of India as a global hub for manufacturing trading and services.

The difference between Exim policy and the FTP is very subtle. It is the same policy under the same law. The only difference is that they have been able to crystallize clearly ideas and their strategies to implement them. And in the process, they had a brain storming sessions before the policies were laid down. They have been able to clearly outline the changes in the procedures that exist. And the benefit that they wanted to give to the trading community and the benefits that the trading community can get by following. They have been able to show the rewards that the trading community would incur by getting more into exports.
There was special focus and initiative in this policy. Identified the significant sectors that have more potential in exports. Some relate more to the rural areas, some that can generate more employment. The two major types of sectors identified

· Significant export prospects

· Potential for employment generation in semi-urban and rural areas.

Having identified the sectors, specific sectoral strategies have been prepared.

The special focus initiatives have been prepared for Agriculture, Handicraft, Handlooms, Gems and Jewelleries, and Leather and footwear sectors. 

AGRICULTURE:
This includes a special scheme called “Vishesh Krishi Upaj Yojna”. This has been introduced to boost the exports of fruits, vegetables, flowers, minor forest products and their value added products. The capital goods imported under the EPCG (Export Promotion Capital Goods) scheme for agriculture. Import of seeds, bulbs, tubers, and planting materials has been liberalized. The export of plant portions, derivatives and extracts has been liberalized with a view to promoting export of medicinal plants and herbal products. 

GEMS AND JEWELLERIES:
· The duty free imports of consumables for metals other than gold and platinum, allowed upto 2% of FOB value of exports. 
· Duty free import of commercial samples of jewellery allowed upto Rs.100,000. 
· Import of Gold of 18K and above shall be allowed under the Replenishment Scheme.
HANDICRAFTS AND HANDLOOMS
· Duty free imports of trimmings and embellishment for handloom and handicraft sectors allowed upto 5% of FOB value of exports. The handicraft export promotion council authorizes to import trimmings, embellishments and samples for small manufacturers. 

LEATHER AND FOOTWEAR
· Duty free entitlements of import trimmings, embellishments and footwear components for leather industry allowed upto 3% of FOB value of exports.

· Machinery and equipment for affluent treatment plants for leather industry shall be exempt from customs duty.

EXPORT PROMOTION SCHEMES
A new scheme to accelerate the growth of exports called TARGET PLUS, has been introduced. Under this scheme exporters who have achieved a quantum growth would be entitled to duty free credit on incremental exports, substantially higher than the actual export target fixed. This was 16% in 2004-05. If an exporter achieved a minimum of 20%, he would get duty free entitlement. 

· If it was 20% growth, the duty free credit would be 5%, 

· for 25% incremental growth credit would be 10%, 

· If it is 100% credit would be 15%.

VISHESH KRISHI UPAJ YOJNA
This has been introduced to boost the exports of fruits, vegetables, flowers, minor forest products and their value added products. The export of these products will be entitled to duty free credit of 5% of FOB value of exports. This entitlement of 5% would be freely transferable and can be used for import of a variety of goods and inputs.

SERVED FROM INDIA
To accelerate growth in export of services, to create a powerful and unique brand “Served From India” scheme has been launched. The individual service providers who earn foreign exchange foreign exchange of a minimum of Rs. 500,000 and other service providers, who earn foreign exchange of a minimum of at least Rs. 1,000,000 would be entitled for a duty free entitlement of 10% of the total forex earned by them. In case of stand alone restaurants duty free entitlement will be 20% and in case of hotels it will be 5%. Hotels and restaurants can use their duty free entitlement for import of food items and alcoholic beverages.
EXPORT PROMOTION CAPITAL GOODS
It requires certain export obligations. Additional flexibility for fulfillment of export obligation under EPCG scheme in order to reduce difficulties of exporters of goods and services. The export obligation for specified projects shall be calculated based on concessional duty permitted to them. This would increase the viability of these projects.

A new rationalized scheme of categorization of status holders as Star Export Houses has been introduced. This is based on the total performance over three years. 

· One star trading house: Rs. 15 crore
· Two Star Trading House:  Rs. 100 crore
· Three Star Trading House: Rs. 500 crore

· Four star Trading House: Rs. 1500 crore

· Five star trading House: Rs. 5000 Crore and above

They get facilities like fast track, clearance procedures, license, certificate, permissions, and customs clearances for both imports and exports on self declaration basis. Fixation of input-output norms on priority. Exemption from compulsory negotiations of documents through banks. The remittance would continue to be received through banking channels. 100% retention of forex in the EEFC (Export Earners’ Foreign Currency) account. 

Enhancement of Normal Repatriation Period from 180 days to 360 days. 

EXPORT ORIENTED UNITS
EOUs are exempt from service tax in proportion to their exported goods and services that they export. They are also permitted to retain 100% of their export earnings in the EEFC account. The income tax benefits on plant and machinery is extended to the DTA (Domestic Tariff Area) units. But this IT benefit is also extended to DTA for production that goes out for export. Minimum investment criteria (Rs. 5 Crore) does not apply to brass, hardware and handmade jewellery EOUs. This (brass, hardware, and handmade jewellery) has been added along with handicraft, agriculture, floriculture, aquaculture, animal husbandry, IT and Services. Another benefit given is FTWZ (Free trade and warehousing Zone), a scheme to create trade related infrastructure, to facilitate the import and export of goods and services with freedom to carry out trade transactions in free currency. The aim is to make India into a global trading hub. This concept has been borrowed from other countries already following it. Any unit would be free to import anything and convert it into some other exported material. In FTWZs, the idea is to permit upto 100% FDI. Each zone would have a minimum of Rs.100Crore outlay and 5 lakh Sq.meter of built up area. Another export promotion 
IMPORT OF SECOND HAND CAPITAL GOODS: to be permitted without any age restrictions. Earlier the age was set to 5 years, later it was 10 years. The minimum depreciated of plant and machinery to be relocated to India has been reduced from Rs.50cr to Rs.25cr. 

SERVICE EXPORT PROMOTION COUNCIL:
This SEPC has been set up in order to serve the key services in key markets. Currently the services that SEPC is looking after are entertainment, health, tourism, education, hospital, legal, and accounting services. the aim is to include all 160 services that have been notified by WTO. 

All exporters with minimum exports of 5cr and good track record shall be exempt from furnishing bank guarantees in any of the export promotion schemes, so as to reduce their transactional costs. All goods and services exported including those from DTA units shall be exempt from service tax. Validity of all licenses and entitlements issued under various schemes, has been increased to a uniform 24 months. The number of returns and forms to be filed has been reduced. On the recommendation of the relevant EPC, a provision has been made for providing financial assistance to the deserving exporters for meeting the costs of legal expenses connected with trade related matters. The board of trade constituted by Ministry of Commerce has been revamped, and given a clear and dynamic role. It was decided that it would be headed by a eminent business person. Kumarmangalam Birla heads it right now. 
