EXTERNAL SECTOR

1. The balance of payments situation in 1995-96
reflected a renewal of economic growth with an
increase in the current account deficit, as a
proportion of GDP, to 1.7 per cent from 0.9 per cent
in the previous year. However, the increased deficit
was easily financed by a higher level of capital inflows
and a reduction in foreign exchange reserves of
US $2.9 billion (excluding reserve valuation changes).
Despite the reserve drawdown, the level of foreign
currency assets at the end of 1995-96 was US $17.0
billion, which was quite comfortable. Developments
so far in 1996-97 in the balance of payments point
to an easing of pressure on the current account and
to an increased buoyancy in capital inflows resulting
in an increase in reserves. Foreign currency assets
of the RBI rose from US $17.0 billion at end-March
1996 to over US $19.8 billion at end-January 1997.

2. The current account deficit is expected to decline
to about 1.4 per cent of GDP in the current year,
despite a slow-down in export growth and a decline
in net invisible receipts, mainly because of a sharp
deceleration in the growth of non-oil imports. This
improvemnent in the current account is reinforced by
a marked rise in net capital inflows, brought about
by an upsurge in non-resident deposits and a revival
of funds raised abroad through Euro-equities. These
developments in the current and capital accounts
have allowed the RB! to reconstitute its foreign
currency assets during the first ten months of the
current year to about 5.5 months of estimated
imports in 1996-97.

3. The foreign exchange market for the rupee has
been more or less stable so far during the current
year. The exchange rate of the rupee against the
US dollar, which had been driven down by
speculation to the monthly average of Rs. 36.6 in
February 1996, recovered to Rs. 34.2 in April 1996.
In the subsequent months, the rate moved in the
narrow range of Rs. 35.0 to Rs. 35.9. Taking into
account the inflation differentials between India and
trade partners, the rupee appreciated in real effective
terms.

4. India's external debt declined from US $99.0
billion at end-March 1995 to US $92.2 billion at
end-March 1996. The downsizing of external debt
resulted in a decline in the external debt-to-GDP
ratio to less than 29 per cent in 1995-96. In 1996-
97, despite a bunching of repayments arising from
the redemption of India Development Bonds, total
debt service payments, comprising repayments of
principal and interest payments, is expected to
remain within manageable limits. Such payments,
as a proportion of current receipts, are projected to
decline from about 26 per cent in 1995-96 to about
25 per cent in 1996-97,

5. The India Development Bonds (IDBs), issued in
early 1992, fell due for redemption after five years
in mid-January and mid-February, 1997. Of the IDBs
falling due in mid-January, redemption of only about
a half in net foreign currency terms continued to
demonstrate the relative attractivness of investment
in India,

Balance of Payments

6. The deficits in trade and current accounts of the
balance of payments widened significantly after
1993-94 (Table 6.1 and 6.2). The current account
deficit, as a proportion of GDP, rose from 0.5 per
cent in 1993-94 to 1.7 per cent in 1995-96. The gap
between domestic savings and investment required
to support the accelerating growth momentum of
the economy widened in the aftermath of reforms,
including trade liberalisation. The increase in the
current account deficit since 1993-94 reflects the
availability of foreign savings, or external resources,
to bridge this higher savings-investment gap. The
magnitude of the deficit itself should be no cause
for alarm as long as the deficit finances higher capital
formation, and is sustained by capital inflows without
compromising prudent management of India’s
external debt position. In fact, capital inflows during
the years 1993-94 and 1994-95 have not only
financed the current account deficits, but also led to



a foreign currency assets build-up of US $14.4
billion— from US $6.4 billion at the end of 1992-93
to US $20.8 billion at the end of 1994-95.
Furthermore, the capital inflows have been
preponderantly of the non-debt creating variety with
net foreign borrowings constituting only about 20

1. Exports 18477
2. Imports 27915
Of which : POL 6028
3. Trade balance -9438
4. Invisibles (net) -242
Non-factor services 980
Investment income -3752
Pwt. transfers 2069
Official Grants 461
5. Current Account Balance -9680
6. External assistance (net) 2210
7. Commercial borrowings (net)’ 2249
8. IMF (net) 1214
9. NRI deposits (net) 1536
10. Rupes debt service -1193
11. Foreign investment 102
of which :
(i) FDI 97
(i) Flls 0
(iii) Euro-equities and others 5
12. Other flows® 2284
13. Capital account total (net) 8402
14. Reserve use (-increase) 1278
Memo items:
Exports 6.2
Imports 9.4
Trade balance -3.2
Invisibles balance 0.1
Current account balance -3.2
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per cent of the total capital inflows during 1993-95.
External debt and debt service indicators have
moved in a favourable direction, reflecting
substitution, on a relatively large scale, of non-debt
creating foreign investment for other forms of debt-
creating capital flows, especially since 1993-94.
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1. Exports/imports (%) 51.8 547 66.2 86.7 81.2 90.5 84.3 78.4 88.22
2, Current account deficit 2804 4867 9680 1178 3526 1158 2634 5434 4860

(US$ million)
3. Current account/GDP (%) -1.6 2.3 -3.2 -0.4 -1.8 -0.5 -0.9 -1.7 -1.4
4. ECB/TC (%) 12.6 222 26.8 30.6 -8.4 6.1 13.6 21.0 n.a.
5. NR! deposits/TC (%) 11.3 33.7 18.3 6.1 47.0 12.0 10.7 37.6 n.a.
6. External assistance/TC (%) 70.4 319 26.3 63.9 43.7 19.0 18.9 31.0 n.a.
7. External Debt (End of

period) (US$ million) 25300 37350 83801  B5285 90023 92695 99008 92199 n.a.
8. External Debt/GDP (%) 14.3 17.5 30.4 41.0 398 359 32.7 28.7 n.a.
9. Debt service payments 10.2 18.7 35.3 30.2 28.6 26.9 27.5 267 25.1

as a % of current receipts
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7. Foreign investment flows continued to dominate from US $20.8 billion at end-March 1995 to US $15.9

the capital account inflows, which helped to mitigate
the pressure on the overall balance of payments
from the current account in 1995-96. External
assistance and commercial credits remained
subdued. Non-resident deposits were stable,
Repayments to the International Monetary Fund
peaked in 1995-96. Residual financing requirements
were met by drawing down foreign cuirency assets

billion by end-February 1996, as part of a policy to
manage the balance of payments and to counter
the periodic speculative pressures on the exchange
rate of the rupee during the second half of 1995-
96. The management of the foreign exchange
situation in February and March 1996 brought about
a turnaround in exchange market sentiments, and
reserves grew by over US $1 billion to reach a level
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of US $17.0 billion by end-March 1996. The
improvement in reserves since March, 1996 has
also been supported by the stance of monetary
policy announced by the RBI in early February 1996.
The movements in the nominal exchange rate of
the rupee were, on the whole, consistent with
maintenance of the competitiveness of Indian
products in international markets.

8. Developments on the trade account so far during
1996-97 have led to an easing of the pressure on
the current account of the balance of payments.
There are signs of a deceleration in the growth of
foreign trade, particularly of imports. The current
trend seems to indicate that the initial impact of
trade liberalization, which resulted in very high growth
rates in exports and imports during the last three
years, is petering out and trade flows are reverting
back to their normal trend determined by world
demand and domestic activity. Export growth in
1996-97 is likely to be only about 8 to 10 per cent
in US dollar terms compared to 18 to 21 per cent
in the last three years. Similarly, import growth,
which averaged about 29 per cent (on BOP basis)
in the last two years, is likely to be only about 6 per
cent in the current year, The sharp deceleration in
the growth of imports of items other than petroleum
and petroleum products is only partly explained by
the slow-down in industrial growth. The improvement
in the trade deficit brought about by the slow-down
in imports will be largely offset by the anticipated
decline in net invisible receipts. As a result, the
current account deficit in 1996-97 is likely to decline
to about US $4.9 billion or 1.4 per cent of GDP from
US $5.4 billion (1.7 per cent of GDP) in 1995-96
(Figures 6.2 and 6.3).

9. Net capital inflows in 1996-97 are expected to
more than double over last year's level, largely
because of buoyant inflows under non-resident
deposits, significant increase in Euro-equities and a
sizable decline in repayments to the IMF. Such
inflows are likely to finance not only the current
account deficit, but also a sizable build-up in the
foreign exchange reserves in 1996-97.

International Trade and India

10. The important place commanded by India in
world trade in coffee, tea, leather and spices on a
historical basis has continued in recent years as
well. In 1994, India accounted for 2.4 per cent, 13.6
per cent, 2.5 per cent and 9.1 per cent of world
trade in coffee and coffee substitutes, tea and mate,
leather, and spices, respectively. Furthermore, there
has been a significant progress in export
diversification, and India has emerged as an
important exporter of iron ore and concentrates, and
pearls, precious and semi-precious stones, In 1994,
India accounted for 6 per cent of world exports of
iron ore and concentrates and 10.9 per cent of world

exports of pearls, precious and semi precious stones
(Source: 1994 United Nations International Trade
Statistics Year Book,1995).

11. During 1950, India accounted for about 1.8
per cent (1.85 per cent of exports and 1.71 per cent
of imports) of world trade (Table 6.3). After gradually
declining to 0.57 per cent by 1980, India's share
improved marginally to 0.63 per cent by 1985, The
reason for improvement in the share was that while
world trade declined in the period 1980-85, India’s
trade continued to grow. However it came down again
to 0.53 per cent by 1991. The first half of the nineties
witnessed a sharp increase in India’s trade relative
to the growth of world trade, and India’s share
improved to 0.61 per cent in 1994. Between 1991
and 1994, on average, India’s exports and imports
have grown in dollar terms annually by 12.4 per
cent and 9.4 per cent, respectively. The
corresponding growth rates of world trade was about
5.7 per cent. The secular decline in India’s share in
world trade has been arrested and reversed, and
the years ahead are likely to see a continuation of
this increasing trend.

12. The trade policy components of the reform
process (Box 6.1) undertaken since July 1991 have
been motivated by a full recognition of the important
role that trade can play in promoting growth. The
utilisation of the expanded scope for specialising in
areas of comparative advantage is manifest in the
improved growth performance of the economy.
Furthermore, while exports have vigorously
responded to the removal of the anti-export hias of a
protectionist environment, domestic industry appears
to have been stimulated by the expanded availability
of imported inputs and capital goods as well as the
challenge of competing in the international market

(In per cent)
1950 1.85 1.71 1.78
1960 1.03 1.69 1.36
1970 0.64 0.65 0.65
1980 0.42 0.72 0.57
1990 0.52 0.66 0.59
1991 0.50 0.56 0.53
1992 0.53 0.61 0.57
1993 0.58 0.60 0.59
1994 0.60 0.63 0.61
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place. The positive response of Indian industry to
liberalisation is amply demonstrated by the capital
goods sector. The tariff on capital goods was as high
as 85 per cent in the pre-reforms period. This has
been reduced to about 25 per cent covering about 80
per cent of capital goods in 1995-96. The capital
goods industry which witnessed a negative growth of
12.8 per cent in 1991-92, registered an average
growth of about 23 per cent during 1994-96.

Terms of Trade

13. The terms of trade, which measure the terms
of exchange between a unit of exports and a unit of
imports, have been improving in the post-reform
period. Two common ways of measuring the. terms
of trade are the net terms of trade (NTT) and the
income terms of trade (ITT). Atime series (Appendix
Table 7.6) indicating all parameters of terms of trade
(TOT) for India since 1969-70 with the base of
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1978-79 =100 indicates that there have been wide
fluctuations in the TOT. The NTT (1978-79=100),
which is an index of export prices divided by an index
of import prices, improved from 109.3 in 1990-91 to
152.4 in 1994-95. It is, however, estimated at 138 for
the year 1995-96. This decline is because of a
marginal fall in the unit value of exports from 495 in
1994-95 to 484 in 1995-96, whereas the unit value of
imports increased from 325 to 351 during the same
period. Despite this, the ITT (1978-79=100), which
indicates the purchasing power of exports by
expressing the quantity of imports as a proportion of
the value of exports, improved from 446 in 1994-95
to 530 in 1995-96 because of a sharp increase in the
volume index of exports from 293 to 384 and a
marginal increase in the volume index of imports from
408 to 515 during the same period.

14. It may be mentioned that India’s purchasing
power of exports as reflected through ITT has been
improving continuously since 1985-86. The value
index of exports at 484 stands much higher than that
of imports at 351 and hence, in terms of value, India
has gained. But in terms of volume, the index of
exports has been much less at 384 in comparison to
that of imports at 515. This means that the volume of
imports is increasing faster, though India is getting a
better price for her exports.

15. Compared to the experience of other
developing countries, the improvement in the terms
of trade for India has been very impressive. The
NTT (1990=100), as presented in the UN'’s
International Trade Statistics Year Book, 1995, is
reproduced below:

Economies 1980 1985 1990 1991 1892 1993 1994

Daveloped 920 91 100 100 102 104 104
Developing 125 109 100 98 99 100 96

India 65 92 100 91 114 NA NA

16. Developing economies, with exports dominated
by primary products, lost out to developed
economies. Relative abundance of supply of primary
products as well as the superior bargaining strength
of developed countries have often been adduced as
two major reasons for the deterioration in the terms
of trade. Gains in the terms of trade for India in the
comparable period perhaps reflects her diversified
export base as well as the relatively low international
prices of oil in the relevant period.

Merchandise Trade

17. The analysis in this section is based on trade
data provided by the DGCI&S. The openness of the
Indian economy, as measured in terms of the ratio of
foreign trade to GDP (in rupee terms), improved from
11.6 per centin 1985-86 to 14.1 per cent in 1990-91,
and further to 21 per cent in 1995-96. As part of the
process of increasing global integration, India’s

exports in dollar terms, after growing by 20 per cent
and 18.4 per cent in the two previous years, grew by
afurther 20.8 per cent in 1995-96. Although exports
for April-December, 1996, estimated at US$ 24.2
billion, showed a growth of only 6.4 per cent compared
to the growth of 24.2 per cent in the corresponding
period of the previous year, it is expected to show
renewed resurgence of the growth momentum in the
coming months.

18. After growing by 22.9 per cent in 1994-95,
imports, again buoyed up by an acceleration in
industrial growth, grew by a further 28 per cent in
1995-96. With the gradual absorption of the initial
effects of trade liberalisation, the period April-
December 1996 witnessed a significant slow-down
in import growth (in dollar terms) to 4.4 per cent
compared to a growth of 29.3 per cent in the same
period a year ago. Imports of petroleum and
petroleurn products (POL) are estimated to have been
as much as 25.6 per cent of total merchandise imports
of US $27.5 billion during April-December, 1996. The
corresponding share of POL imports was only 18.9
per cent in 1995-96. In the first nine months of the
current financial year, while POL imports grew by 41.4
per cent in reflection of the hardening of international
oil prices and the decline in domestic c¢rude
production, import of non-POL items registered a
decline of 4.2 per cent as against an increase of 32.1
per cent a year ago.

19. The faster deceleration in growth of imports
relative to exports in 1996-97 so far (Table 6.4) has
led to a lower trade deficit of US $3.3 billion in April-
December, 1996 compared to US $3.5 billion in the
same period a year ago. Self-reliance, as measured
by the coverage of imports by exports (as per
DGCI&S data which is different from that in Table 6.2
and Figure 6.1), has improved from 53.4 per cent in
the beginning of 1980s and a little over 75 per cent
by 1990-91 to 95.4 per cent in 1993-94, reflecting
the gains from liberalisation. Although the coverage
of imports by exports declined somewhat to 86.7 per
cent a year ago following higher growth rates of
imports than those of exports during 1994-96, it has
improved to 88.2 per cent during April- December,
1996.

20. The decline in export performance in the recent
months must be viewed in the backdrop of a steep
decline in non-POL import growth from a high of 32
per cent during April-December 1995 to a negative
4.2 per cent during April-December 1996. The decline
reflects a modest slow-down in industrial activity
compared to the economic dynamism of last year,
and domestic cyclical fluctuations have no doubt
played a role. These factors appear to have been
compounded by several external developments,
including a fall in import demand by industrial
countries, regional groupings of the developed
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economies and the effect on exports of large
movements in the cross currency exchange rates.
The impact of variations in the cross-currency rates
is evident from the fact that during the first nine
months of 1996-97, exports valued in SDR terms
grew by 12.7 per cent compared to only 6.4 per cent
when valued in US dollar terms.

Composition of Trade

Exports

21. Export performance varied across products
during 1995-96 and the first half of the current year
(Table 6.5). During 1995-96, exports of agriculture
and allied products and electronics showed
impressive performance. During the first half of 1996-
97, the growth of agricultural and allied group of
exports over the corresponding period of the previous
year was very impressive at 42 per cent. This group
contributed 64 per cent to the total growth of exports
during the first six months of the year. Within the
agricultural group, the items showing exemplary
growth have been: raw cotton (934 per cent), oil
meals (62 per cent), and spices (41 per cent),
followed by cereals (30 per cent). There were some
signs of a revival of growth for exports of marine
products and cashew. However, exports of
unmanufactured tobacco declined by 36 per cent,
and that of tea by 3.3 per cent. Growth of exports
of ores and minerals was very sluggish at 1.5 per
cent compared to 18.9 per cent a year ago. In fact,
iron ore registered a decline of 11.8 per cent.
Similarly, manufactured products showed a poor
performance by growing at only 4.3 per cent
compared to 16.5 per cent a year ago. Amongst
the items in the manufactured goods category, which
showed a spurt in export growth during April-
September, 1996, are electronic goods (32 per cent),
machinery and instruments (31.6 per cent),
manufactures of metals (31.1 per cent), and cotton
yarn, fabrics, made-ups etc. (24.1 per cent). Export
performance was quite poor for primary and semi-

finished iron and steel (-19 per cent), gems and
jewellery (-8.9 per cent), and leather and
manufactures (-8.3 per cent).

22. Significant variations in the growth rates of
exports of various categories resulted in a
pronounced change in the composition of India’s
exports during April-September 1996 compared to
the corresponding period in 1995 (Table 6.6 and
Figures 6.4 and 6.5). The share of agricultural and
allied products in total exports increased sharply
from 16.1 per cent in April-September 1995 to 20.6
per cent in. April-September, 1996. The share of
manufactured goods has been declining over the
years. From 78.1 per cent in 1994-95, it came down
to 73.5 per cent in April-September, 1996. The
shares of ores and minerals, and crude and
petroleum products, and others remained more or
less unchanged.

Imports

23. Reflecting the buoyancy in the industrial sector
and the continued effect of trade liberalisation,
imports surged by 28 per cent in dollar terms in
1995-96 (Table 6.7). High growth was observed in
the import of fertilizers (60 per cent), edible oils
(240 per cent), paper board, manufactures and
newsprint (92 per cent), and capital goods (34 per
cent). Import of pearls, precious and semi-precious
stones, mainly for re-export after value addition,
registered an increase of 29 per cent in 1995-96.
While there was a sharp decline in the import of
cereals (19 per cent), negative growth was also
noticed in the case of transport equipments.

24. During April-September 1995, the import bill
of US $18 billion was 5.3 per cent higher than the
import bill in the corresponding period a year ago.
The modest increase in total imports was mainly
on account of rapid growth in POL imports (Box
6.2). Import of POL grew by over 40 per cent,
and contributed 145 per cent of the total growth
in imports during the first half of the financial year.



1. Agriculture & allied, of which 42105 6094.2 2348.5 3330.5 44.7 41.8

1. Tea 3107 350.1 164.0 158.5 i2.7 ~3.3

2. Coffee 335.3 449.3 227.6 258.6 34.0 13.6

3, Cereals 4064 14805 504.6 657.4 264.3 30.3

4. Unmanufactured tobacco 58.6 113.2 58.5 374 a93.1 -36.1

5. Spices 194.9 237.2 104.1 1474 217 41.3

6. Cashewnuts 396.4 369.4 184.9 204.8 -6.8 10.8

7. Qil meals 572.6 702.2 213.2 344.3 22.6 61.5

8. Fruits & vegetables 171.6 212.7 96.6 98.2 239 1.6

9. Marine products 1126.4 10109 409.3 479.5 -10.3 17.1

10. Raw cotton 44.5 60.9 21.1 218.6 36.7 934.4
il. Qres and minerals, of which 9879 1175.0 584.3 593.0 189 1.5

11. Iron ore 4133 5145 260.9 230.1 24.5 -11.8
12, Processed minerals 263.8 329.5 147.0 178.7 249 21.6
13. Other ores and minerals 275.7 294.0 162.6 174.6 6.7 7.4
{il. Manufactured goods, of which 20567.4 239593 113715 118654 16.5 43

14, Leather & manufactures 1061.2 1147.6 549.3 503.6 8.1 -8.3
15. Leather footwear 549.5 583.4 174.0 176.2 6.2 1.3
16. Gems & jewellery 45004  5275.2 2475.6 2256.4 17.2 -8.9
17. Drugs, pharmaceuticals & fine chemicals 800.2 1019.1 446.7 530.4 27.4 18.7
18, Dyes / intermediates & Coal tar chemicals  479.7 486.5 230.7 265.9 1.4 15.3
19. Manufactures of metals 706.1 826.5 373.0 488.9 1741 311
20, Machinery and instruments 726.6 827.8 392.7 516.7 13.9 3186
21. Transport equipments 771.3 924.6 430.4 430.8 19.9 01
22, Primary & semi-finished iron & steel 420.8 524.6 256.7 208.1 24.7 -19.0
23. Electronic goods 412.3 672.3 2051 389.5 63.0 32.0
24. Cotton yarn, fabrics, madeups etc 2233.8 2576.8 1195.9 1484.1 15.4 24.1
25, Ready made garments 32819 3675.8 1759.6 1828.1 12.0 3.9
26. Handicrafts 1033.4  1102.9 556.3 558.2 6.7 0.3
IV. Crude & pstroleum products 416.9 453.8 233.3 261.4 8.8 12.0
V. Others & unclassified items 147.8 114.8 72.0 89.7 -22.3 24.6
Grand Total 26330.5 31797.1 14609.6 161400 20.8 10.5
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Figure 6.6

‘COMPOSITION OF INDIA'S EXPORTS

(PER CENT)

A - AGRICULTURE AND ALLIED PRODUCTS
B - ORES AND MINERALS

C - MANUFACTURED GOODS

D - CRUDE AND PETROLEUM PRODUCTS
£ - OTHERS

1994 -95 1995-96

US$ 26330 MILLION US$ 31797 MILLION

1995-96 (APR-SEPT) - 1996-97 (APR-5EPT)

US$14610 MILLION US$16140 MILLION




Figure

6.7

COMPOSITION OF INDIA'S IMPORTS

(PER CENT)

A - FOOD AND ALLIED PRODUCTS

B - FUEL

C -.FERTILIZERS

D~ PAPER BOARD, MANUFE AND NEWS PRINT
E - CAPITAL GOODS

F - OTHER BULK ITEMS

G- OTHERS

1994 95 \ 1995-96

US $28654 MILLION US $36678 MILLION

" 1995-96 (APR-SEPT) b C 1996-97 (APR-SEPT)

D_\
1-4 c

US $17047 MILLION US$17953 MILLION




93

l. Agriculture & allied, of which 16.0 19.2 16.1 20.6
1. Tea 1.2 1.1 1.1 1.0

2. Coffee 1.3 1.4 1.6 1.6

3. Cereals 1.5 47 3.5 4.1

4. Unmanufactured tobacco 0.2 04 0.4 0.2

5. Spices 0.7 0.7 0.7 0.9

6. Cashewnuts 1.5 1.2 1.3 1.3

7. Oil meals 2.2 2.2 1.5 2.1

8. Fruits & vegetables 0.7 0.7 0.7 0.6

9. Marine products 4.3 3.2 2.8 3.0
10. Raw cotton 0.2 0.2 0.1 1.4
il. Ores and minerals, of which 3.8 3.7 4.0 3.7
11. lron ore 1.6 1.6 1.8 1.4
12, Processed minerals 1.0 1.0 1.0 1.1
13. Other ores and minerals 1.0 0.9 1.1 1.1
lll. Manufactured goods, of which 78.1 75.4 77.8 73.5
14. Leather & manufactures 4.0 3.6 3.8 3.1
15. Leather footwear 2.1 1.8 1.2 1.1
16. Gems & jewellery 171 16.6 16.9 14.0
17. Drugs, pharmaceuticals & fine chemicals 3.0 3.2 3.1 3.3
18. Dyes /intermediates & Coal tar chemicals 1.8 1.5 1.6 1.6
19. Manufactures of metals 27 2.6 2.6 3.0
20. Machinery and instruments 2.8 2.6 2.7 3.2
21. Transport equipments 29 29 2.9 27
22, Primary & semi-finished iron & steel 1.6 1.6 1.8 13
23. Electronic goods 1.6 2.1 2.0 2.4
24. Cotton yarn, fabrics, madeups etc 8.5 8.1 8.2 92
25. Ready made garments 125 11.6 12.0 11.3
26. Handicrafts 3.9 3.5 3.8 35
IV. Crude & petroleum products 1.6 1.4 1.6 1.6
V. Others & unclassified items 0.6 0.4 0.5 0.6
Grand Total 100.0 100.0 100.0 100.0
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In fact, non-POL imports registered a decline of
3.6 per cent. Among non-POL items, high and
positive growth was recorded in the imports of
edible oils (21 per cent), coal (14 per cent), paper
board, manufactures and newsprint (12 per cent),
pearls, precious and semi-precious stones (27 per
cent), iron and steel (15 per cent) and non-ferrous
metals (20 per cent). However, large declines in
imports of fertilizers (57 per cent), project goods
(26 per cent), professional instruments (19 per
cent), cashewnuts (19 per cent), electrical

I. Food and allied products, of which 1658.7 1317.8 647.0 650.6 -20.6 0.5
1. Cereals 29.4 24.0 12.0 11.0 -18.5 -8.4
2. Pulses 188.8 205.0 100.2 92.7 8.6 -7.5
3. Cashewnuts 220.1 227.2 79.0 64.1 3.3 -18.9
4, Edible oils 198.8 676.3 364.6 440.7 240.2 20.9

Il. Fuel, of which 6636.2 8451.9 3659.5 5031.1 274 375
5. Coal 708.4 925.6 393.7 448.7 30.7 14.0
6. POL 5927.8  7526.3 3265.9 4582.4 27.0 40.3

H).Fertilizers 1052.4  1682.8 849.5 368.4 59.9 -56.6

IV.Paper board, manufactures & newsprint 246.2 473.4 . 235.0 264.0 82.2 12.4

V.Capital goods, of which 7594.6 10210.1 4725.1 4480.0 344 5.2

7. Machinery except elec. & machine tools 2727.8  3924.6 1761.0 1907.8 43.9 8.3
8. Electrical machinery & electronic goods  1479.7  2138.9 935.2 828.6 44.6 -11.4
9. Transport equipments 1113.6  1105.2 512.3 485.3 -0.8 -5.3
10. Project goods 1853.6  2391.2 1230.9 4.0 29.0 -25.7

VI.Others, of which 6866.6  8633.7 4100.1 4455.6 25.7 87
11. Chemicals 29453  3614.7 1768.7 1745.0 22.7 -1.3
12. Pearls, jrecious & semi-precious stones  1629.5  2106.2 979.9 1241.9 29.3 26.7
13, lron & steel 1082.1 1339.7 592.3 683.0 23.8 15.3
14. Non-ferrous metals 7M7.9 904.0 433.0 521.0 25.9 20.3
15. Professional instruments, optical goods etc  491.8 669.1 326.2 264.7 36.1 -18.9

VIl. Unclassified items 4599.7  5908.3 2830.7 2703.6 284 -4.5

Grand Total 28654.4 36677.9 17046.9 17953.2 5.3

machinery (11 per cent), and a few other sundry
items resulted in an overall decline in non-POL
imports.

25. Divergent growth rates in imports of various
commodity groups led to some noticeable changes
in the composition of imports during April-September,
1996 (Table 6.8). The share of capital goods in total
imports came down from 27.7 per cent during April-
September 1995 to 25 per cent during the same
period in 1996, while the share of fertilizers dropped
from 5 per cent to 2.1 per cent. Fuel imports
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constituted as much as 28 per cent of total imports
during April-September, 1996 compared to onfy 21.5
per cent in the same period a year ago. The shares
of other items remained more or less at the same
levels as in April-September, 1995.

Direction of Trade

26. Changes in the direction of India’s foreign trade
(Table 6.9, and Figures 6.6 and 6.7) in 1995-96 as
well as in the subsequent six months show clear
signs of diversification. For example, the OECD
countries as a group accounted for 56.3 per cent of
India’s exports and 50.5 per cent of India’s imports
during April-September, 1996 compared to 57.1 per
cent and 52.7 per cent, respectively, during the
corresponding period a year ago. Similarly, the share
of trade — both exports and imports — with East
European countries declined in April-September,
1996. Imports from OPEC countties was about three
times the value of exports to these countries during
the first six months of the financial year, mainly on
account of our dependence on these countries for

POL imports. While our exports to LDCs (other than
OPEC countries) increased from 25 per cent in April-
September, 1995 to 25.9 per cent in April-September,
1896, our imports from these countries decreased
from 18.8 per cent to 17.2 per cent. The importance
of East Asian countries in India's foreign trade has
been steadily increasing in recent years. However,
in April-September 1996, the share of total exports
to East Asian countries declined marginally from
15.1 per cent in the same period a year ago to 14.9
per cent (Table 6.10).

27. Negative growth rates (in dollar terms) were
observed in exports to Romania (41 per cent),
Russia (19 per cent), France (6 per cent), Germany
(2 per cent) and Belgium (2 per cent) during April-
Septmber, 1996. There were large declines in
imports from Russia (28 per cent), Japan (21 per
cent), USA(15 per cent), Canada (7 per cent) and
Germany (7 per cent). However, inspite of these
developments, the USA, UK, Germany and Japan
continued to be the four largest trading partners of
India (Table 6.9). The combined share of these
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Commoditie o 1996:97
|. Food and allied products, of which 3.6
1. Cereals 0.1
2. Pulses 0.5
3. Cashewnuts 0.4
4. Edible oils 2.5
l. Fuel, of which 23.2 23.0 21.5 28.0
5. Coal 25 25 23 25
6. POL 20.7 205 19.2 255
ill. Fertilizers 37 A6 5.0 2.1
V. Paper board, manufactures & newsprint 0.9 1.3 1.4 1.5
V. Capital goods, of which 26.5 27.8 277 25.0
7. Machinery except electrical & machine tools 9.5 10.7 10.3 10.6
8. Electrical machinery & electronic goods 52 5.8 55 46
9. Transport equipments 3.9 3.0 3.0 27
10. Project goods 6.5 8.5 7.2 5.1
V1. Others,of which 24,0 23.5 241 24.8
11. Chemicals 10.3 9.9 10.4 9.7
12. Pearls, precious & semi-precious stones 5.7 5.7 57 6.9
13 fron & steel 3.8 37 35 3.8
14 Non-ferrous metals 25 25 2.5 2.9
15. Professional instruments, optical goods etc 1.7 1.8 1.9 1.5
VIL. Unclassified items 16.1 16.1 16.6 15.1
100.0 100.0

Grand Total

i

A: UK 6.42 6.31 6.48 6.48 5.44 5.29 4.99 .74
B: Germany 6.64 6.23 6.38 5.66 7.63 8.63 8.64 7.63
C: Other EC 13.65 13.89 14.00 12.91 11.75 12.90 11.86 12.56
D: US.A 19,07 17.34 18.56 19.98 10.14 10.53 11.07 8.98
E: Japan 7.70 6.96 6.70 6.11 7.12 6.63 7.63 574
F: Russia 3.07 3.29 3.37 2.46 1.76 2.35 2.52 1.72
G: Other East Europe 0.54 0.56 0.55 0.56 0.61 1.09 0.82 0.94
H: OPEC 8.23 9.64 8.95 9.54 21.12 20.99 20.57 24.75
1: Other LDCs 23.86 25.90 25.05 25.89 19.64 18.32 18.681 17.20
J: Others 9.83 9.87 9.85 10.41 14.59 13.30 13.09 14.73
100.00

100.00 100.00 100.00

100.00

100.G0




Figure 6.8

DESTINATION OF INDIA'S EXPORTS
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Figure 6.9

SOURCES OF - INDIA'S
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Ailndonesia 0.8 0.7 1.1 1.1 21 1.6
B:Malaysia 1.1 1.0 1.1 1.1 1.2 1.2
C:Hong Kong 34 4.1 5.6 5.8 5.7 6.0
D:South Korea 1.4 0.9 0.9 1.3 1.4 1.3
E:Singapore 22 3.2 34 29 2.8 2.6
F:Thalland 1.1 1.4 1.6 1.5 1.5 1.5
G:Chinese Taipei 1.0 1.0 1.2 1.0 0.8 1.0

1.5 0.3 0.3 0.5 1.1 1.3 1.1 1.5
1.5 2.0 1.9 1.1 1.7 25 2.6 3.0
5.4 0.6 0.8 0.9 1.0 11 1.0 1.0
1.5 1.7 1.6 24 2.2 22 23 1.9
2.5 3.6 29 2,7 3.1 3.0 3.2 3.0
1.3 0.3 0.3 02 0.9 05 0.5 05
1.2 1.5 1.0 0.8 1.0 1.0 1.0 1.0

Total 111 123 149 146 156 151

four countries was 38.2 per cent in exports and
28.1 per cent in imports.

invisibles

28. Invisible receipts, in US dollar terms, have
recorded a growth rate of about 16.6 per cent per
annum during the five years ending 1995-96. The
growth in invisibles was supported by a rise in
tourism earnings and buoyant private transfer
receipts. Tourist arrivals, which received a serious
set back during 1992-93 to 1994-95, showed a smart
recovery in 1995-96 and grew by 14.8 per cent
compared to the anaemic growth of 2.3 per cent per
annum during the previous thre2 years. In April-
November 1996, tourist arrivals grew by 5.9 per
cent, and on current trends, may be expected to
accelerate further in the remaining months of the
current financial year. In recent years, private
transfers have been stimulated by the incentive
provided by the market determined exchange rate
for channeling remittances through formal routes.
There was a sharp rise in private transfer receipts
from US $6.2 billion in 1994-95 to US $7.5 billion in
1995-96. In 1996-97, these receipts are expected
to remain buoyant,

20. Payments of investment income, a major
component of invisible payments, have marked
significant increases in recent years as a result of
the hardening of the rates of interest payable on
external borrowings resorted in the past as well as
repatriation of higher dividends and profits on the
higher volume of foreign investments flowing into
the country. Receipts and payments for royalty
appear under the miscellaneous category of
invisibles. Royalty flows, especially payments, have
shown an upawrd trend after 1985-86. These flows

14.9 9.9 8.8 86 111 115 117 119

may rise substantially in the medium term in the
context of the newly instituted Intellectual Property
Rights (IPRs) under the WTO agreement (Box 6.3).
While the net surplus under invisible account
amounted to US $3.5 billion in 1995-96, the surplus
is expected to go down somewhat in the current
year because of a further rise in investment income
payments and some decline in private and official
transfers.

Capital Flows

30. The capital account of the balance of payments
underwent a major compositional change after 1992-
93 with non-debt creating inflows, namely foreign
investment (direct plus portfolio), emerging as the
dominant components. Total foreign investment,
which surged from US $0.4 billion in 1992-83 to
US $4.2 billion in 1993-94, rose further to US $4.9
billion in 1994-95 (Table 6.11). However, in 1995-
96, there was a modest decline in such investment
flows to US $4.3 billion, mainly due to a sharp fall in
the issue of Euro-equities abroad. There has been
a distinct improvement in the market for Euro-equities
in the current year. The buoyancy of foreign
investment has revived with inflows of US $4.1 billion
during April-December 1996. The growth in foreign
investment flows in the first nine months of the
current year, over such flows in the corresponding
period a year ago, was an impressive 55 per cent.

31. Foreign direct investment (FDI) flows were
US $2.1 billion in 1995-96. During April-December
1996, FDI flows were US $1.7 billion compared with
US $1.5 billion in the corresponding period of 1995.
A major share of such direct investment is flowing
into the engineering sector, electrical and electronic
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A. Direct investment 150 341 586 1314 2133 1500 1710
a. RBI autornatic route — 42 89 171 169 76 83
b. SIA/FIPB route 87 238 280 701 1249 872 1181
c. NRis (40% & 100%) 63 61 217 442 715 552 ' 446
B. Portfolic investment 8 92 3649 3581 2214 1121 2343
a. Flls® - 1 1665 1503 2009 1002 1511
b. Euro-equities* —_ 86 1602 1839 149 64 812
¢. Offshore funds & others 8 5 382 239 56 55 20
Total (A+B) 158 433 4235 4895 4347 2621 4053




equipments (including computers), manufacturing
and finance companies. The USA is the largest
source of FDI inflows into India. Germany, Singapore,
Hong Kong and France are becoming increasingly
important as sources of FDI flows into India.

32. FDI constitutes an important source of non-
debt creating private capital flows, and developing
countries continued to attract large inflows on this
account. The magnitude of FDI into developing
countries is estimated to have been about US $100
billion in 1995. Two thirds of the FDI flows into
developing countries went to the countries of South,
East and South East Asia, with China as the largest
recipient (Table 6.13). With progressive liberalisation,
India has succeeded in attracting a growing share

89

of FDI inflows into developing countries. The
progressive relaxation of norms of equity participation
and dividend repatriation announced and
implemented since 1991 and recent restructuring of
the Foreign Investment Promotion Board and setting
up of the Foreign Investment Promotion Council for
fast approval may be expected to accelerate the
inflow of FDI into India in the coming years. Besides,
for the first time, detailed guidelines for foreign
investment were announced in January 1997, List
of industries eligible for automatic approval of foreign
investment was expanded considerably.

33. Portfolio investments by Foreign Institutional
Investors (Flis) have emerged as an important
source of capital inflows with such flows surging to

ik
Approvals :
Rs crore 739 5256 11189 13591 37489 29513 97777
US$ million 325 1781 3559 4332 11245 8367 29608
Actual Inflows
Rs crore 351 675 1786 3009 6720 5877 18418
US$ million 155 233 574 959 2100 1670 5690
Actual as % of Approvals - 48 13 16 22 19 20 19

China 3487 4366 11156 27515 33787 37500
Hong Kong 1728 538 2051 1667 2000 2100
India 162 141 151 273 620 1750
Indonesia - 1093 1482 1777 2004 2109 4500
Korea, Republic of - 788 1180 727 588 809 1500
Malaysia - 2333 3998 5183 5006 4348 5800
Singapore - 6575 4879 2351 5016 5588 5302
Taiwan Province of China 1330 1271 879 917 1375 1470
All developing countries (including China) 33735 41324 50376 73135 87024 99670
Share of India in all devioping countries(%) 0.48 0.34 0.30 0.37 0.71 1.76
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a little over US $2 billion in 1995-96 from about
US $1.5 billion in each of the preceding two years.
The rapid growth in Fli investment continued during
April-December 1996, with such investments
amounting to US $1.5 billion, compared to
US $1 billion in the corresponding period of 1995.
With the decline in share prices in late 1996, FlI
flows may accelerate further to reap the benefits of
“bottom fishing”, but some uncertainty remains. In
1996-97, the guidelines for investment by Flls were
further liberalised. The limit of investment for an
individual Fll was raised from 5 per cent to 10 per
cent subject, however, to the aggregate limit of 24 per
cent for all Fls. The Flis are also allowed to invest in
unlisted companies in the same manner as they are
allowed to invest in listed companies. Fll investments
in debt securities of companies as 100% debt funds
have been allowed subject to certain guidelines. Flls
are also allowed to invest in the gilt-edged government
securities within the framework of guidelines, and
Proprietary Funds have been allowed to invest in the
country through the Fli route. The amount raised by
Indian companies through Global Depository Receipts
(GDRs) so far this year is substantially higher than
the amount raised in the same period a year ago, but
the market still remains ambivalent.

34. CGuidelines for Euro-issues were fiberalised in
June 1996. The requirement of consistently good
record of performance for three years has been
relaxed for companies wanting to raise GDRs or
Foreign Currency Convertible Bonds (FCCBs) for
financing investment in infrastructure. Restrictions
on the number of issues that can be floated by an
individual company or a group of companies during
a financial year have been‘withdrawn. Earlier norms
regarding end-uses of GDRs have been relaxed to
include financing of ifaport of capital goods, capital
expenditure including demestic purchasefinstaliation
of plant, equipment and building, investments in
software development, prepayment scheme entailing
repayment of earlier external borrowings, investments
abroad where these have been approved by
competent authorities, and equity investment in Joint
Ventures (JVs)/Wholly Owned Subsidiaries (WQs)
in India. A company raising GDRs can use the
proceeds upto the extent of 25 per cent for the
purpose of meeting working capital requirements
and general corperate restructuring. Furthermore,
banks, financial institutions and non-banking finance
companies registered with the RBI may raise GDRs
without making reference to any end-uses. However,
investment in the stock market and real estate is
not permitted out of GDR proceeds.

35. Since 1994-95, compared to the previous four
years, there has been a significant slow-down in the
gross disbursements of external assistance. This
mainly reflects the tapering off of programme

assistance secured for balance of payments
stabilisation under the Fast Disbursement Operations
(FDO) of donors. In 1995-96, gross disbursements
(including official grants) amounted to only US $3.3
billion as against US $4.7 billion in1991-92. During
the current financial year, upto December 1996,
gross disbursements were US$ 2.0 billion.
Repayment of borrowings under external assistance,
on the other hand, has risen gradually over the years.
During 1995-96 and April-December 1996, repayments
of principal are estimated to have been a little over
US $2 billion and US $1.4 billion, respectively.

36. The total net inflows, including accrued interest,
into various Non-Resident deposit accounts
remained subdued in 1993-94 to 1995-96 (Table
6.14). These flows gained momentum during the
first half of 1996-97 in response to the relaxation of
reserve requirements and rationalization of interest
rates on deposits. During April-November 1996, net
inflows reached an all time high of about US $2.9
billion. While the inflows under FCNR(B) account
increased modestly during April-November 1996
compared to 1995-96, the flows under NR(NR)RD
sustained the upward trend of the total. Qutstanding
balances under all the Non-Resident deposit
schemes increased from US $17,438 million at end-
March, 1996 to US $19,990 million at the end of
November, 1996. Excluding the balances under
NR(NR)RD accounts, which are liabilities in domestic
currency, the external liability on account of Non-
Resident deposits at end-November 1996 amounted
to US $14,911 million.

37. External commercial borrowings (ECBs) provide
an additional source of funds for Indian corporates
for financing the expansion of existing capacity and
new investment, to augment the resources available
domestically and, at the same time, to take advantage
of the relatively lower interest rates prevailing in
international markets. ECBs are permitted within an
annual ceiling, consistent with prudent debt
management. In 1995-96, while gross borrowings
under ECB were US $3.9 billion, repayments under
the same head were US $3.3 billion.

38. At the beginning of the current financial year,
the ECB guidelines were modified to increase the
transparency of policy and to simplify the procedures
to give Indian industry easier access to external
funds (Box 6.4). The policy provides preferential
access for the Indian Development Finance
Institutions (DFls), to enable these institutions to
borrow from abroad and on-lend these funds to
Indian enterprises which may not have direct access
to international capital markets. The policy also
provides preferential terms for infrastructural sectors
and exporters. The revised guidelines, by increasing
the flexibility for small scale borrowing, are expected
to help the small and medium firms.
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FCNR(A) 10617 9300 7051 4255 3460

FCNR(B) — 1075 3054 5723 6805

NR(E)RA 2862 3590 4556 3916 4646

NR(NR)RD 610 1797 2479 3544 5079

FC(B&O)D 1044 . 533 — — —

Total 15133 16295 17140 17438 19990
B. Net flows under Non-Resident Deposits'

Foreign Currency Non-Resident (Accounts) (FCNR(A))

Foreign Currency Non-Resident(Banks) (FCNR(B)) — 1075 1979 2669 1082

Non-Resident (External) Rupee Accounts (NR(E)RA) 335 728 964 -208 894

Non-Resident (Non Repatriable) Rupee Deposits

(NR(NR)RD) 610 1187 682 1280 1704

Foreign Currency (Banks & Others) Deposits

(FC(B&O)D) 350 -676 -5568 0 0
Total 2120 1097 818 945 2885

totahpro;ect c gg .
~allowed on ;arit :

, fmung”"-naye been,_permntzed'to raise
8 815 rmih
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39. InJuly 1995, the Japan Bond Research Institute
confirmed that the sovereign rating of india, which
was upgraded to ‘investment grade’ in the previous
year would continue during 1995-96 too. Moody’s
similarly maintained an investment grade rating of
Baa3 during 1995-96. Standard & Poor’s affirmed
their BB+ long term foreign currency rating, and
BBB+ for long term local currency credit rating. The
outlook on both were also revised upward to
“Positive” from the earlier rating of “Stable”. This
revision reflects the improvements in India’s
economic performance and external payments
position, -

Foreign Exchange Reserves

40. India’s foreign exchange reserves, comptrising
foreign currency assets, gold holdings of the RBI
and the Special Drawing Rights (SDRs), which
peaked at US $25.2 biliion at end-March 1995,
declined to US $21.7 billion at end-March 1996, and
further to US $21.6 billion at the end of May 1996
(Figure 6.8). However, reserves rose steadily in
subsequent months to reach US $24.0 billion at the
end of January 1997. The current level of total
foreign exchange reserves covers 6.7 months of
imports.

41. The trend in reserves is largely governed by
the trend in the foreign currency assets component,
which tends to move on either direction on a day to
day basis. The level of foreign currency assets at
US $19.8 billion on January 31, 1997 was equivalent
to 5.5 months of imports of goods and 4.0 months
of imports of goods and services (Table 6.15).
Although the current level of reserves is comfortable,
there is-a need for a further build-up in reserves to
have greater flexibility in exchange rate management,
to absorb any unanticipated external shocks, .to

1950-51 1914 16.8 14.6
1855-56 1648 12.2 10.6
1960-61 390 20 1.7
1965-66 383 1.6 1.3
1970-71 584 29 2.2
1975-76 1657 3.2 28
1980-81 5850 43 3.8
1985-86 5972 4.1 3.5
1990-91 2236 1.0 0.8
1991-92 5631 3.2 23
1992-93 6434 33 25
1993-94 15068 7.2 54
1994-95 20809 7.8 58
1995-96 17044 4.9 a8
1996-97° 19847 5.5 4.0

facilitate India’s move towards full capital account
convertibility, and to impart confidence in the
international investor community about the
soundness of India’'s balance of payments. Most
developing countries. (of East Asia), barring
Indonesia, hold foreign exchange reserves at levels
much higher than India (Table 6.16).

US$ billion

1950-91 1991392 1992-93

1392-94

Foreign Exchange Reserves = Forelgn Currency Assets + Gold + SDRs.

RIS S T w0 (A e A S S 0 A I
o B F A J A ODF A QA OQDF A J A
1994--95 1955-98

L

8 o
1996-57




103

India 1205 3580
China’ 28594 42664
Indonesia 7353 9151
Malaysia 9327 10421
South Korea 14459 13306
Thailand 13247 17287
Taiwan? 35790 40275
India 0.6 2.1
China 6.5 8.2
Indonesia 4.0 4.2
Malaysia 38 3.4
South Korea 25 2.0
Thailand 4.8 5.5
Taiwan ' 7.8 7.7

(US$ million)

5461 9807 19386 17467 19742°
19443 21199 51620 73579 98850
10181 10988 11820 13306 15058
16784 26814 24888 22945 25214
16639 19704 25032 31928 32318
20012 24078 28884 35463 38029
43534 44295 43380 40871 40100

import cover, number of months
2.8 52 8.7 6.1 6.7
34 2.5 5.4 6.8 9.2
4.5 47 44 3.9 4.4
5.1 7.0 5.0 3.5 3.9
2.4 2.8 29 28 29
59 6.3 6.4 6.0 6.5
7.2 6.9 6.1 4.7 4.6

Exchange Rate

42. As reported in the last year's Economic
Survey, the second half of 1995-96 witnessed
periodic speculative pressures on the exchange
rate of the rupee, and the exchange rate of the
rupee vis-a-vis the US dollar depreciated from a
monthly average of Rs. 31.6 in August 1995 to
Rs. 36.6 in February 1996. While some easing of
the nominal exchange rate of the rupee in the
second half of 1995-96 was consistent with
economic fundamentals and maintaining India’s
competitiveness abroad, speculative pressures
had led to an overshooting. The RBI's policy
responses in early-February 1996 to counter
speculative pressures against the rupee were
effective in rapidly restoring stability in the foreign
exchange market and correcting the demand-
supply imbalance. The exchange rate of the rupee
per US dollar recovered to Rs. 34.4 in March 1996
and further to Rs. 34.2 in April 1996.

43. The foreign exchange market has behaved in
an orderly fashion in 1996-97 so far. The exchange
rate of the rupee vis-a-vis the US dollar moved in a
narrow range of Rs. 35.0 to Rs. 35.9 between May
1996 and January 1997. However, the rate of
inflation in India, which is significantly higher than
the inflation rates in India's partner countries, has
tended to offset the competitive advantage gained

by the nominal depreciation of the rupee. In 1996-
97, the effect of the adverse inflation differential was
reinforced by the nominal appreciation of the rupee
against the Japanese Yen, Deutsche Mark and the
French Franc, followmg the strengthenmg of the US
dollar against these currencies in the’ international
currency markets As a result, according to the
export-weighted real eﬁectlve exchange rate (REER)
of the rupee, which takes into account the exchange
rate of the rupee against the currencies of five major
trading partners of India and the inflation differentials
between India and these countries, the rupee in
November 1996, stood appreciated by about 8.1
per cent relative to its value in March 1993, and. by
about 3.7 per cent relative to its average value in
1993-94 (Figure 6.9). While some real appreciation
is to be expected with rapid productivity gains in the
tradables sector, it is difficult to quantify the extent
of such productivity gains.

44. The stability in the foreign exchange market
and the revival of market confidence about the short-
term movements in the exchange rate of the rupee
have brought down the forward premia steadily since
March 1996. The 3-month and 6-month forward
premia (annualized) declined from 27.1 per cent and
23.4 per cent, respectively, in March 1996 to 7.0 per
cent and 7.3 per cent, respectively, in January 1997.
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45. The rupee was made convertible on the current
account of the balance of payments in August 1994
(Box 6.5). Capital account converiibility implies the
right to transact in financial assets with foreign
countries without restrictions. Although the rupee is
not fully convertible on the capital account,
convertibility exists in respect of centain constituent
elements of the capifal account. Foreigners and
Non-Resident Indians, undertaking direct and
portfolio investments in India, are permitted to bring
in and repatriate their funds, net of taxes, if any to

be paid by them. Similarly, Indian investments
abroad upto US $4 million are eligible for automatic
approval by the RBI, subject to certain conditions.
in September 1995, the RBI instituted a special
committee to process all applications involving Indian
investments abroad that exceed US $4 million or
that do not qualify for fast-track clearance. Resident
Indians, however, are required to get approval for
borrowing from abroad. But, the rules governing
external commercial borrowing have been liberalized
over time.,
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External Debt

46. India's external debt declined from a peak of
US $99.0 billion at end-March 1995 to US $92.2
billion at the end of March 1996. The debt indicators
have shown steady improvements over the last few
years. The debt-to-GDP ratio declined from 41 per
cent in 1991-92 to about 29 per cent in 1995-96.
Similarly, the debt service ratio fell from a high of
about 35 per cent in 1990-91 to about 26 per cent
in 1995-96 (Table 6.17).

47. India’s external debt is characterised by high
share of muliilateral and bilateral debt which accounts
for nearly two-thirds of the total long-term debt.
Interestingly, the share has remained virtually
unchanged between 1990-96. The share of
concessional debt in the total was 45.5 per cent at
the end of March 1996. The ratio has also remained
fairly stable in the recent past. The share of short-
term debt in the total debt stock was 5.5 per cent at
the end of March 1996 and is low by international
standards. This is important because high short-
term debt can precipitate crisis especially when
balance of payments is under strain.

48. Despite improvements in recent years and other
redeeming features, India’s external debt may still
be considered to be relatively high by international
standards. The World Debt Tables ranked India as
the fourth largest debtor among developing countries.
The World Bank also uses Present Value (PV) based
criterion for inter-country comparison of external debt
magnitude. This is arrived at by discounting the future
debt service payments stream by an appropriate
market related discount rate. As a result, debt on
concessional rates has a lower PV vis-a-vis
borrowings at market terms. Since India has a high
component of concessional debt, its PV of debt of
1994 (March end 1995) was calculated at US $70.7

billion by the World Bank, which places India in the
sixth position among developing countries (Table 6.18).

49, External debt management will continue to be
an area of policy priority. In particular, there is a
need for consolidating the gains already made with
focus on management of existing liabilities and
planning of future borrowings. Optimisation of the
currency, interest and maturity mix of debt to
minimize costs and exposure risks, as well as
scenario building for sustainable future borrowing
levels will have to be important elements of India’s
debt management strategy.

International Economic Environment

50. With the progress of economic reforms in many
countries of the world and deregulation of financial
markets, the importance of private capital flows
relative to official financing is increasing rapidly.
For example, net private capital flows into Asia has
increased from US $76.8 billion in 1994 to US $98.0
biflion in 1995, while net official flows increased
marginally from US $5.6 billion to US $6.4 billion
during the same period. Similarly, while there were
considerable official flows to Mexico and the transition:
countries in 1995 in support of their comprehensive
adjustment programmes, net private capital flows to
the developing countries increased from US $140.4
billion in 1994 to US $166.6 billion in 1995. India
has had modest, but increasing, success in attracting
a growing part of these private capital flows.
Furthermore, much of these private capital inflows
into India has been of the non-debt creating variety,
and helped to boost the balance of payments as
well as the availability of investible resources in the
economy.

51. The international financial community is
appreciative of India’s economic performance in the

1990-91 5028 3954

1991-92 4705 3545
1992-93 4181 3477
1993-94 4783 3818
1994-95 6825 4099
1995-96 8063 4315

8982 35.3 304
8250 30.2 41.0
7658 28.6 39.8
8601 26.9 35.9
10924 275 32.7
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1. Brazil 151.104 27.9
2. Mexico 128.302 35.2
3. China 100.536 19.3
4. India 98.990 34.2
5. Indonesia. 96.500 57.4
6. Russian Fed. 94.232 25.4
7. Argentina 77.388 27.8
8. Turkey 66. 332 51.4
9. Thailand 60.991 431
10. Korea Rep. 54.542 18.3
11. Philippines 39.302 59.3
12. Malaysia 24.767 36.9

139.994 32.0 311.0 31.8 1.8
117.331 33.0 224.0 33.9 1.3
85.682 16.0 75.0 8.9 15.9
70.665 26.0 214.0 26.3 48.2
84.194 54.0 186.0 30.0 29.9
86.861 19.0 158.0 6.2 7.0
68.521 29.0 406.0 31.8 8.2
56.913 37.0 188.0 31.2 12.1
60.037 39.0 96.0 15.6 1.3
49.743 14.0 45.0 6.8 9.0
35.027 56.0 163.0 18.5 28.7
22.112 34.0 38.0 7.7 13.5

last two years, but concerns continue to be expressed
about the high fiscal deficit, the slowing down of
structural reforms, continued restrictions on
consumer goods imports, and tariff levels
considerably higher than in other countries. Also,
references are often made to India’s move towards
capital account convertibility (with sorme observers
advocating a cautious approach), high level of
subsidies, inadequate disinvestment in the public
sector, need for further relaxation of rules to attract
foreign investment and the continued high stake of
the government in the public sector banks. On the
whole, the international community is very positive
about India’s effort to achieve a high rate of growth.

52. Participants in the India Development Forum
(IDF) meeting in September 1996 acknowledged
the strong performance of the Indian economy and
appreciated the new Government's declaration to
continue reform measures to strengthen the social
programmes as set out in the Common Minimum
Programme (CMP). Various delegates stressed the
importance of (i) fiscal consolidation, (i) sustaining
programmes in the social sectors, (iii) infrastruc-
ture, (iv) poverty eradication, (v) reforms in
agriculture, public sector, and financial sector, and
(vi) strengthening of legislation against child labour.

In support of India’s economic development, the
donor countries pledged official assistance in 1996-
97 of US $6.7 billion. Inclusion of US $400 million
in long-term finance, promised on a bilateral basis
at market rates, will raise this total to above US $7
billion. About 33 per cent of the total could be in
the form of grants and interest-free loans.

53. With effect from January 1, 1997, India
subscribed to the Special Data Dissemination
Standards (SDDS) of the International Monetary
Fund (IMF). By subscribing to the SDDS, India has
committed itself to streamlining-the statistical system
of the country to produce most of the data categories
with a much shorter time lag, improved quality and
coverage by December 31, 1998,

Outlook

54. The balance of payments adjustment in the
aftermath of the 1991 crisis has been remarkably
smooth. The adjustment was made possible mainly
because of the dynamic growth in exports and large
foreign investment flows. International prices of
petroleum were also favourable for most part of the
period. The balance of payments outlook in the
medium term will depend critically on several factors.
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First of all, as reiterated in the earlier Economic
Surveys, it is absolutely imperative to sustain rapid
export growth to assure external sector viability.
Tremendous efforts would be required to ensure this
on an increasing base of exports and in the context
of a difficult international trading environment.
Second, taking into account the importance of POL
in the total import bill and the uncertainty surrounding
the future movernent of oil prices, concerted efforts
on the demand and supply sides are required to
cordain the POL import bill at manageable levels.

he rapid rise in POL consumption in recent years
is a maiter of concern. The growth of consumption
of petroleum products will have to be contained
through an appropriate pricing policy, and by effecting
energy efficiency in the use of petroieum products in
the transport and other sectors of the economy which
are major users of petroleum. On the supply side,
concerted efforts are required to increase domestic
production of crude oil and augment refining capacity.
The saving on POL imports will aliow sufficient room
for imports of raw materials, components and capital
goods consistent with the requirements of a growing
aconomy without undus pressure on the balance of
paymsanis,

55. Earnings from iourism have besn a major
component of invisibles, Tourism industry, apart from
being a major foreign exchange earner, contributes
substantially to sustainable human deveiopment,
including poverty alleviation, employrent generation,
environmental regeneration and advancement of
women. The sector also helps to preserve and
promote handicrafts, arts and the cultural heritage
of the country. Inadequate infrastructure has become
the main impediment to the accelerated growth of
tourism in India. In fact, there is an acute shortage
of approved accommodation, transport and other
tourist facilities in all the metro cities and other major
tourist centers. The Department of Tourism has
initiated several measures for attracting large scale
private investment in the tourism sector, including
declaratiorr of tourism as a priority sector for foreign
investment, provision of incentives and setting up of
an investmentt facilities cell to provide information
about investment opportunities and to facilitate
investment. The State/Union Territory Governments
are also offering a number of financial and fiscal
incentives to tourism industries. These efforts are to
be sustained and intensified to make India an all-
season attractive tourist destination in the world.

56. The importance of foreign investment, as a
major source of capital flows for sustaining a high
current account deficit without imposing an excessive
burden on the external debt management ability, has
been described amply in the earlier sections. In order

to strengthen the balance of payments and garner
more foreign savings to meet the investment needs
of the economy, India needs t¢ maintain a welcoming
stance towards direct foreign investment and continue
to clarify policies in areas where there may be
ambiguities.

57. Borrowings under external assistance constitute
the most desirable form of debt creating capital flows,
because of their favourable terms in regard to period
of maturity and interest rates, conferring significant
benefit in the form of concessionality. Given the
international aid environment, though india may have
reached a stage of graduating from being eligible for
large flows as in the past, the substantiai build-up of
aid in the pipeline offers enormous scope for
increasing the level of disbursements from the
commitments secured so far. India should also take
advantage of the offer of currency choice for existing
IBRD currency pool loans and the offer of a broad
rarige of tarms for new IBRD loan commitments. This
provides the borrowers flexibility to select terms that
are consisient with their debt management strategy
and suited for their debt servicing capability.

58, Even with the optimistic outlook for foreign
investmaen and sustaining the normal trends in other
traditional sources of capital flows, there will still be
a large uncovered gap between domestic savings
and investment requirements, if the economy were
to grow at a sustained rate of about 7 per cent per
annum. This will imply that borrowings on commercial
terms will be inescapable. However, such borrowings
should be consistent with the achievement of a
sustainable balance of payments position over the
medium and long term.

59. Capital account convertibility entails some risk
of capital flight and possible macroeconomic instability
arising from movements of short-term, cross-border
capital flows. Such risks and vulnerability remain
contained as fong as prudent macroeconomic policies
are followed and the financia! system is sound and
flexible to rapidly adapt to changing situations. Thus,
a reduction in fiscal deficit, moderation in inflation, a
sustained dynamic export performance, strengthening
of domestic financial institutions, and a further build-
up of foreign exchange reserves are some of the pre-
conditions for a move towards capital account
convertibility. It should also be recognized that capital
account convertibility indirectly imposes discipline on
the conduct of policies by increasing the cost
associated with policy failures. However, strengthening
the prudential supervision of financial institutions, and
putting in place appropriate institutional arrangements
for speedy foreign exchange and payments clearing
systems constitute major elements in ensuring a
smooth transition to full convertibility.



