Balance of Payments

5. The balance of payments (BOP) reverted in
1996-97 to the reserve accumulation situation
seen through most of the post-crisis period. The
only exception during this period was the reserve
draw down seen in 1995-96 (Table 6.1). The
comfortable BOP situation was due both to a
reduction in the current account deficit and to an
increase in net capital inflows. The current
account deficit fell from US $5.9 billion in 1995-
96 to US $3.7 billion in 1996-97. Over the same
period, net capital inflows increased from US $3.0

billion to US $9.5 billion. As a result, there was
a reserve accumulation of US $5.8 billion during
1996-97 (compared to a reserve draw down of
US $2.9 billion in 1995-96). This was significantly
higher than the average accumulation of US
$3.4 billion during 1991-92 to 1996-97.

6. Among the factors in the three fold rise in
the net surplus on the capital account to about
US $9.5 billion in 1996-97, were a sharp rise in
non-resident deposits, respectable increases in
foreign investment flows, net inflow of external
assistance and a decline in repayments to the
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IMF. Gross disbursement of external commercial
borrowings in 1996-97 rose significantly, following
enhancement of the ceiling on approvals of
commercial borrowing in 1995-96 and 1996-97.
But net disbursement was about US $0.3 billion
lower than in 1995-96, mainly because of
redemption of maturing India Development Bonds
in that year, which increased total repayment by
about 60 per cent.

7. The current account deficit in 1996-97 was
1.0 per cent of GDP, marginally lower than the

1.1 per cent average over the period 1991-92 to
1996-97 as well as the Eighth Plan average of
1.2 per cent of GDP. A reduction in private
investment and consequently in the domestic
investment-saving gap of the economy was the
primary reason for this reduction in the current
account deficit. The current account deficit is
expected to go up to about 1.5 per cent of GDP
during 1997-98. This compares with an average
current account deficit of 1.6 per cent of GDP
during the Sixth Plan period (1980-81 to 1984-
85) and about 2.3 per cent of GDP during the
Seventh Plan period (1985-86 to 1989-90).



