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INDIA’'S BALANCE OF
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By
JIBAN K. MUKHOPADHYAY*

I. PROLOGUE

India’s difficult balance of payments (BOP) situation has
by and large continued to remain an ongoing phenomenon.
Not only during the early phase of India’s Five Year Plans
but also after almost four decades of our planning experience,
the overall BOP position has continued to remain under
strain. '

The current BOP situation is rather grim and is being
widely discussed at various official and non-official reports.
Ministers and senior government officials describe it to be
“very difficult”, while at the same time they pronounce
their ritual “pledge” to resolve the problem. International
Monetary Fund (IMF) have been tirelessly warning us
about the serious consequences of the difficult BOP situation
and offering their very own suggestions to reform the
economy. Various experts and analysts “foresee” that
India is in danger of getting caught in an “external debt
trap”. Newspapers and magazines regularly carry
screaming headlines on the “worsening of India’s foreign
trade deficit” or the impending danger of our “foréign
exchange crisis”.

Amidst these animated discussions, which at times travel
from one extreme to the other, reality often becomes a
victim. It is therefore important to understand this
perpetually difficult BOP situation in an obJectlve and
dispassionate manner.

* The author is an Economist attached to Tata Services Ltd. The views
expressed in the booklet are his personal and not those of the Company..
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Balance of Payments Defined:® Before proceeding
further, it is Necessary f to. keep in mmd the definitions of
terms generally Used in connection with’ the BOP. The
overall BOP of a country is réflected in what is called its
net ‘current account’ which isimade up of (i) visible trade
in merchandise (i.e. foreign trade deficit or surplus) and
(ii) invisible trade (i. e..excess or shortfall of income from
services such as bankmg, insurance, tourism,

transportatlon ‘investmént eté: ‘over expendlture on sirnilar
serv1ces) A surplus on the turrent-account indicates the
net amount a country has earned in'its external transactions,
as a deﬁc1t isa measure of the amount the country has
spent in"‘excess “of its” earmngs from interrational
transactions.

W;hen we talk’about’ balance of payments problem or the
foréign exchange shortage or “crisis” (the latter in fact
reflects the”strain’onthe’ overall BOP situation), one
should usually refer to the current acéount deficit, which
is a more wholistic' concept and not- Jjust'the trade deficit
alone, which is'a part of the whole. We have experlen(:ed
in the past that the‘hlgh trade deficit'may also to some
extent get neutrahsed by the'net invisible receipts.

.. 1 THE BACKGROUND:
' THE INWARD:LOOKING POLICY -

A vast developmg country llke Indra or: for that matter
any country, has to import various goods and serv:ces for
the ongoing demands and aspirations of its economic
development. It a]so needs to export certain goods and
services, whrch it can produce based on its giveh resource
endowments -and comparatlve advantage to pay for its
1mports as we]l as repayment of external debt. External
bérrowing i is needed mamly becausé of the shortage of
foreign exchange resources, caused primarily due to agap
between the h]gh expendlture on imports and the low
earning from exports of goods and services.
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Inretrospect, it appears that a highly inward-looking and
one-sided external trade policy was adopted at the time of
the inception of our Five Year Plans and allowed to be
continued for long. The cornerstone of this inward-looking
external trade policy was the strategy of import substitution,
adopted with the noble objective of attaining self-reliance
of the economy. In the process, export as a dynamic sector
was, until recently, virtually ignored and external trade
policy was made equivalent to a very protective, rigid and
regimented import policy. With higher imports, necessitated
by the growing economic development programmes, and
lacklusture performance of exports, India merrily continued
to borrow from international financial institutions like
the World Bank. For example, a large portion of the
International Development Assistance (IDA) fund of the
W.B. was made available to India at a nominal service
charge of 0.75% plus a commitment, fee of 0.5% and with
a long maturity period as high as 35 years. A total
assistance of about US $24 billion (bn) was made available
to India from 1951-52 to 1986-87; out of which IDA funds,
coming in since 1961, was as high as 58%. This type of
concessional external assistance helped us to get foreign
exchange resources for our development programmes.
This soft option at the same time made us very complacent
with respect to exports. We did not feel the urge to adopt
the hard option of increasing exports. It would have been
easier toincrease our exports in the 1960s when the world
economy in general and the economies of the developed
countries in particular experienced high rate of growth.
But we missed the bus.

The external trade policy during First Five Year Plan
(1951-52 to 1955-56) was made under the comfortable
influence of the accumulated surplus sterlingbalance and
there was no great worry for meeting the foreign exchange
needs of the Plan.



The formulation of the Second-Five Year Plan (1956-57 to
1960-61) ,was dominated, by .an. overwhelming, “export
pesslmrsm” The planners in their wisdom thought that
significant foreign exchange earnings from exports were
not possible in the short run, since there were not too
many items, apart from tea, jute and cotton piece goods
to be pushed in:the wor]d ‘market, !As such, the opportunity,
of adopting a dynamlc external trade policy was abandoned,
The Second Five Year P]an document declared, a]belt
with good mtentrons,‘that S e A e

“while every effort has.totbe made torpromote exports of
new.itemsand todevelop and diversify the marketsfor the
country’s major exports”iit * . foa “

Butinstead of formulatlng an aggresswe export pohcy, 1t
merely Hoped that = <A

1t is$ only after 1ndustrlahsat10n has proceedéd some
way'that mcreased productxon at home will be reflected in
larger export earnmgs” 8 .
The hope needless to say, v@as not matenahsed We have
contmued thh a pohcy of 1mport—subst1tut10n m basm
obJectwe of self-rehance In domg 80 we were loé'd'ea w1th
inefficient and economlcally non-viable projects in several
cases, which, 1romca1]y, were also highly 1mport—mtenswe

Subsequently, durmg the !I‘hxrd and Fourth Flve Year
Plan periods (1961-62 to,1965-66 and 1969-70 to 1973 74
respectively) some recognition Vhad to be glven‘totmcre,ased
export earnings for financing growing imports and debt
repayment obligations. Some export promotion measures
were announced in a, stop -go. and piecemeal fashion for
increasing exports However thls empha51s on exports
was mamly in the nature “of correctlve measures. It was
.not a decrded Sh]ft of pohcy m -favour of a strateglcally

amrresswe export drive. '



The Fifth Five Year Plan (1974-75 to 1978-79, terminated
in 1977-78) made a feeble attempt towards expansion-of
exports of some manufacturers like engineering goods,
carments, leather goods, marine products etc.

More or less the similar trend of ignoring the exports
sector continued during Sixth Five Year Plan (1980-81 to
1984-85), with relatively more emphasis on “efficient” and
not just any, import-substitution strategy. ’

The early years of the Sixth Plan were the period of the
postsccond oil shock (in 1979-80), the impact of which was
more severe than that of the first oil shock. This provided
acushion to ourbalance of payments problem. The foreign
exchange reserves increased and Government was at a
loss about how to utilise it since rupee resources were so
scarce for converting these foreign exchange resources!

However, immediately after the second oil shock India’s
balance of payments position sharply deteriorated. This
was mainly due to higher oil import bill and very slow
incremental growth in our narrow-based exports. The
current account deficit rose ten fold within two years from
Rs.234 croresin 1979-80to Rs.2,317 croresin 1981-82, the
second year of the Sixth Plan. To meet this critical balance
of payments situation India had to approach the
International Monetary Fund IMF) and obtained Rs.274
crores under the Compensatory Financing Facility, Rs.545
crores from the IMF Trust Fund in 1980-81 and also
negotiated an Extended Fund Facility (EFF) to the tune
'of SDR 5 bn. in November 1981, of which SDR 3.9 bn. was
finally utilised as balance of payments position started
improving to some extent from 1982-83.

The inflow of foreign exchange support from the IMF and
increased crude oil production from the Bombay High,
which became economically viable because of higher oil
price, helped the balance of payments position to some
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extent. Total crude oil production of India increased by
-almost 2 5 tlmes from 10 5 million tonnes in 1980-81:to 25
mllhon tonnes dn, 1983 84 causing a reduction in oil
1mports Yet the volume of exports during the Sixth Plan
1ncreased bya mere 3% per year against the plan target
of 9% whlle the relatrvely higher growth in imports
: mcludmg contmgency 1mports was required for the
economy. Desplte the on gomg emphasis on import-
substltutlon the very low growth in exports reflected a

lack of serious export promotlon strategy.
T N I T T I PIo P

Under the c1rcumstances the need for i mcreasmg exports
in a, more dynamlc way to pay for growing imports and
debt repayment obhgatmn was emphasised in the Seventh
Flve Year Plan (1985 86 to 1989 90). For attaining the
ob_1ect1ve of hlgher growth in exports several export
promotmn measures were 1ntroduced for the first time in

¥ (S5 I 5
a senous}w‘ay !

’ The external trade pohcy thus was hxghly mward—lookmg
No wonder that Ind1a featured in the category of “Strongly
Inward Onented” countrles in.a studyof 41 developing
member countrles of the World Bank durmg 1963-85.

' Indla S export performance suffered during this penod
duetolack of suitable promoticnal policyito such an extent
that our.balance of payments position remained almost
persistently vulnerable”Neither the strategy. of import
substitution could help the-situation by substantial reduction
inimports over the years, nor.the relianceon the proposed
development strategy. of basic, heavy and capital goods
industries of the Second-Plan helped realise the:objective
of the desired growth; of export diversification and
competitiveness, in the latter years. The external trade
pohcy remained tucked to, ngld import restrictive policy
for the sake of socalled self rellance via protection and
1mport subst1tut1on
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Besides, though the country adopted a highly centralised
planning system, yet in determining the target of national
economic growth rates of any of our plans, no inter-
linking or integration was made with respect to the
growth of exports. That is to say, if we are supposed to
achieve a particular annual rate of growth of our GNP in
aparticular plan, it was not determined how much of this
growth should come from exports. Target setting for
exports were separately, perhaps artificially done. Exports
were treated as a residual sector.

Sharp Fallin India’s Share in World Exports: Itis no
wonder therefore that the plight of India’s external sector
looks frustrating when compared with some other late
coming Asian Countries. They followed a “Strongly Outward
Oriented” policy during 1963-85. The Four Tigers (South
Korea, Hong Kong, Singapore and Taiwan) have pursued
an aggressive export-led policy and managed to make a
massive penetration in the world market. The share of the
Four Tigers in the world exports spectacularly increased
from little over 2% in 1971 to 7.2% in 1987. Of late China
has also made its presence felt very spectacularly in the
world export market; its share moved up from 0.7% in
1971 to 1.6% of world exports in 1987.

Asagainstthis, India’s share in the world exports steadily
declined from almost 3% in 1938 to 1.1% in 1960, to 0.7%
in 1970, and further to 0.54% in 1975 and remained
stagnant at the level of less than 0.5% during the eight
years.

Growth-Led Policy of Exports: While on this, I must
hasten to add that I do not imply by this comparative
performance statistics that India should have adopted, or
should adopt in the foreseeable future, an aggressive
policy of “export-led” growth of the type followed by the
Four Tigers. For a vast poor and unemployment ridden



country like India it is neither possible, nor it is desirable
to adopt a policy of export-led growth. But certainly the
growth in exports should have progressively supplemented
the national economic growth. Unfortunately, that did
not happen. India’s exports remained stagnant at the
level of around 5% of GNP for almost a decade as against
35% (in recent years) for South Korea. If our exports-could
double within the next five years to raise its share of GNP
to 10%, our share in the world exports may be just one per
cent. Achieving this objective will be no.easy-task. The
point here is that even with the 10% share;in,GNP,
exports will certainly not “lead” our economic growth.
However, on this issue Tam generally in agreement with
what the Abid Hussain Committee (1985) had very sensibly
suggested: .+ .. . i . st
“In an economy'such’as’ Indla ithe route fo a qudntum
_ jump in exports, which is‘now necessary to attain the
. objective of self-reliance, lies in growth-led exports.
" Therefore production for export must constitute an'integral
part of domestic productlon As this intégration would
take some time to miaterialise,‘in the interim, we are
suggesting a regime on’export promotion policies which
would overcome the constraints on export performance.”
(Emphasis added). ..
IIN. RECENT CHANGES
" PRAGMATIC LIBERALISATION -
The Liberalisation of Import Policy: The ﬂag—sh1p of
the inward-looking foreign trade policy of India was in
fact the restricted import control policy, which was dev1sed
for conserving foreign exchange promoting 1mport
substitution and prov1d1ng protection to indigenous
mdustry

The 1mport control pohcy was. perhaps most strmgent'
during the Second Plan period because of a¢ute foreign
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exchange crisis. This, more or less, continued till 1974-75.

Although import restriction may help conserve foreign
exchange in the short run, it has been experienced that
they hurt the long term growth of exports and foreign
exchange earnings. Understanding of this reality has at
last led to the liberalisation of the import policy. -

For the first time, the procedural rigidities of the import
policy was liberalised to some extent in 1975-76 following
an improvementin the foreign exchange position, thanks
to increased remittances from Indian workers mainly
from the Middle East. Then, the Janta Government not
only continued with the liberal imports policy, but also
cleared quite a few cob-webs of controls and regulations
particularly in 1978-79, which more or less continued till
the early 1980s. This trend of liberalisation, indeed very
desirable as it was, even more vigorously continued in the
import policies for 1985.88 as well as 1988-91. The main
objectives of the latest import policy (1988-91) have been
stated to be: to stimulate industrial growth and promote
exports by providing easy access to essential imported
capital goods, raw materials and components so as to help
modernisation, technology upgradation and making
industry progressively-competitive. The policy also aimed
at promoting. efficient import-substitution, self-reliance
and further rationalisation and simplification of procedural
matter. . » .

There also have been some concern about increasing
imports in the face of the country’s difficult balance of
payments position. It may be mentioned in this connection
that imports will increase along with the higher growth of
industrial production and overall economy. An expert
calculation suggests that for one per cent real growth of
Indian economy, about 1.5% real growth in imports is
required. This implies that despite long years of emphasis
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on' import- substltutwn,‘lndlan econdémy.: stk r;remams
con51derably 1mport dependent As such, the increasenn
1mpor’t,sare largely,because of the growmg needs of the
economy for domestlc productlon and exports. Any,abrupt
reductmn m deve]opmental 1mports w1]l certamly disrupt
the natlonal ECOMOMY. 5% q | rile - - Ty ikl
Fmal]y, 1t needs ;to, ibe appreciated, ﬁthat,‘ whatever -
“11berahsatlon has been mtroduced in the imports pohcy'
w'asj,so f'ar,,m the nature of procedural de bottleneckmg
alone. The pollcy,has not been ‘hberahsed’gm the right
sense of the term. A large{number of consumer goods are
banned from 1mports,(v1de Schedu]e I of jthe, Import
Contro] Order 1955) Besrdes,Jheavy customs duties are
1mposed on, 1arge number of items whose 1mport procedure
' has been hberahsed The Itotal earnings of Government
from customs dutles has been. estlmated to be as hlgh as
Rs 17 880" crores;. or 35% of total tax revenue in, 1989: 90
(budgetestlmate) ) emith g e oo daa 0 to2 v calds
Dr. ;Abrd Hussalmhasxeloqhent]y ‘discussedsthis point
whichythelcritics of-the;diberal .impott- policy:fnay just
consider;, - el oy bres lnirocs Cvier . bot potgen
“Indiat today probably'has the' rost highly’ protedtivé
trade: r‘eg"rmeramonﬂr major trading. natlons in'thé'world!
with ia'méah nominal‘tariff of éver ‘1201per ‘cént (aftér
dccounting formajor. exemptiohs)as conipared with about
90 per cent for China, Bangladesh and Pakistan and
between 20 to40:per cent'in most other.countries...” .1
ThesExport- Promotion Strategy:'That the export
earmng should finance alargerand larger proportlon of
ouriimports'and: debt*repayment obligstiéhs: was at last
realised during the mid 19805’ The'Abid: Huissairi: Commlttee
to'whichia referetice Has® already been made, and severa]
other expert bodiés and representations from trade ard
mdustry made signal’ contnbutlon towards thé consohdatron g
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of this perception. The prospect of increasing debt service
burden from the middle of 1980s, particularly because of
bunching of IMF repayment schedule coupled with not so
very rosy prospect for net concessional foreign assistance
also have prompted the drive towards export promotion.
Finally, since the mid-1980s a multifaceted package of
export-promotion measures have been adopted as a high
priority strategy for augmenting foreign exchange
resources.

A host of measures in the area of licensing, fiscal as well
as supply and reinforcement of infrastructure facilities
have been introduced for building and sustaining a dynamic
export effort. For example, action plans on 14 thrust
commodities of exports have been prepared, Cash
Compensatory Scheme (CCS) and Duty Drawback Scheme
have been extended and streamlined for hundreds of
items, a MODVAT Scheme has been introduced for
minimising incidence on imports on a number of items,
100% exemption of export profit under section 80 HHC of
income-tax has been announced, concessional customs
duties have been allowed for major export thrust industries,
export credit has been eased etc. Exchange rate of the
rupee also has been, and is being, appropriately adjusted
downwards vis-a-vis major foreign currency. All this has
already created a favourable environment for usheringin
the era of positive exports culture. Responses from trade
and industry also have been warm. The Reserve Bank of
India and the leading commercial banks also have come
forward to help the exporters.
IV. CURRENT BOP SITUATION:
DIFFICULT, BUT NOT CRITICAL

" Thanks to the pragmatic and liberal policies, streaks of
silver linings seem to have appeared on the horizon. The
question now is whether it will be sustained, grow and -
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blossom into prosperity making India resolve its chronic
BOP difficulty by earning more foreign exchange resources
from the export of goods and:services so-as to pay for the
required imports and -meet heavy debt - repayment
‘obligations. EE < g

Bright Spots in Merchandnse Trade' India’s exports
increased by about 29% to- R$.20,281 crores in 1988-89
(15.5%in terms of US dollar); 26.4% in 1987-88 and 14.3%
. in 1986-87. The average rate of growth in exports in the
last three years comes to 23% in terms of rupee value. The
real rate of growth measured in terms of volume has beén -
high at about 12% per year on an average during this
three year period. This is spectacularly high when compared
with the rate of growth in the years prior to 1986-87.
Imports in 1988-89 increased by almost 24% t6 Rs.27,693
crores {11% in terms of US dollar) from about 11% growth
in 1987-88 and 3% in 1986-87. The average rate of growth
in imports during these three years has been 12.4% per
year. As a result of lower growth in 1mports the ratio of
exports and imports 1mproved from 55% in 1985- 86 to 73%
" in 1988-89. - - SR

The deficit trade balance recorded Rs.7,412 crores: in
- 1988-89 as agamst the prOJectlon of Rs.9,500 to Rs.10,000
crores made by several experts/institutions. The trade
deficitin 1987-88 was Rs.6 ,658 (Rs.754 croreshigher than
the figure of 1988-89), Rs. 1, 749 crores in 1986-87 and a
very high figure of Rs.8,763 crores in 1985-86. In terms of
US dollars the growth in"trade deficit in 1988-89 over
1987-88 was. very marginal, only 0.2%, and in terms of
SDR it in fact declined by 0:5%. As a percentage of GNP
also it is about 1.9% in'1988-89, declined from ahigh 3.4%
in 1985-86, 2.7% in 1986-87 and 2% in 1987-88. -

Some other encouraging factors of India’s emerging exports
are: - :
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(1) theshare of exportsin GNP hasincreased from 4.7%
in 1985-86 to 6.1% in 1988-89.

(ii) the share of manufacturing exports has increased
from 69% in 1985-86 to 79% in 1988-89.

(iii) the growth of exports is contributed in the recent
years by a group of items [e.g. gems and jewellery,
textiles (garments and cotton fabrics), engineering
goods, chemicals, leather and marine products]
compared with the past experience when growth in
exports was largely contributed by one or two items
e.g. crude oil in 1983-84 and 1984-85.

(iv) the ongoing devaluation of the rupee vis-a-vis US
dollar and other hard currencies together with export
promotion measures have helped the growth of exports,
whilethe formerhasalsoadded to the cost ofimports;
henceisthe need for reductionin “avoidable” imports
like some items of steel and metals ete. for which
sufficient capacities have already been created and
edible oils. Some items like fertilizers and cement
have already gone out of the list of bulk imports.
Capital goods imports have increased in 1986-87 and

~ 1987-88, but its rate of growth has come down in
1988-89.

Inthe area of imports, the relatively high growth in 1988-

89 as was largely contributed by certain essential bulk

imports like edible oils, food-grains, pulses ete. totalling

about Rs.2,000 crores necessitated because of the drought
in 1987. The import of crude oil and petroleum products
was also high at 25 million tonnes in 1988-89 as against

22.6 million tonnes in 1987-88. The price of crude oil in

1988-89 was also slightly higher than it was in the

previous year. This will be even higher in 1988-89 since

the domestic production of crude oil has been stagnating
and consumption increasing. Therefore, the growth in
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imports should not be contributed to procedural
liberalisation of the import policy as it is often done by the -
committed critics of liberalisation policy.

Being encouraged by the spectacular growthin exports in
recent years, Ministry of Commerce s likely to fix a target
of exports in the range of Rs. 27,000 crores, to Rs.30,000
crores (an increase of 33% to 48% over 1988- 89) for the
year 1989-90.A15% realrate of growth of exports per year
may-, be set up durmg the Elghth Plan period. Some
mdustry spokesmen thmk that a target of about 100%
increase in exports in 1989 90 over 1988-89 should be
possible, if better 1nfrastructure facilities like power,
transport telecommun1cat10nsfac111t1es etc are prov1ded :
carrled out This optlmrsm of the Indian exporters may
appear to be high, but it certamly symbolises a ‘$pectacular
and .encouraging growth of export culture. There is also

now a better government industry interface as regards ‘
' exports for earning foreign exchange

A Challengmg Task: - Though all these arie very
encouraging bright spots for sustaining a dynamic and
gamful growth in exports in the medium and long terms
a further liberalisation towards reconstruction- of the
Indian economy will be urgently required so as to make
our exports competltlve in terms of price and quality. The
need for mcreasmg export-compet1t1veness has become .
more urgent also because of growing protectionist pohc1es
in developed countries as reflécted (i) in the recent “namiing”
of India by the USA under the clauses “Super 301” and
“Specral 301" of the ommbus US Trade Act, 1988 and (ii)
the prospect ofan mtegrated Europe by 1992. The Umted
Europe may, eventually turn into -a “Fortress Europe

which ‘may create added difficulty for exports from the -
thrrd world' countrles like Indxa
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Disquieting Trendsin Invisible Receipts: Inthearea
of invisibles, the remittances from Indian workers abroad
reached a high figure of Rs.2,800 crores in 1985-86. In the
following years it marginally declined. However, the
remittances receipt marginally increased in 1987-88,
perhaps to an estimated figure of Rs.2,500 crores. In 1988-
89, these remittances are likely to remain more or less the
same. :

As regards tourists arrival, although there was a modest
increase of 7.2% in 1988 over 1987 (assuming all tourists
including those from Bangladesh, Pakistan etc.) as against
2.3% increase in 1987, there was a significant fall in
tourist arrivals from high spending US and Western
European countries. The actual foreign exchange earning
figure for 1988-89 is not available. The previously
“anticipated figure” of Rs.2,103 crores (11.3% increase
over 1987-88)1s still beingused in official sources for 1988-
89.

Tourism in India hashigh potentiality not only toearn net
foreign exchange resources since its import content is
very small as compared with merchandise exports but
also to provide employment as it is highly labour-intensive.
Though a beginning has been made to exploit its potentiality,
but it has to go a long way.

The overall net invisibles receipt was Rs.4,311 crores in
1980-81, a very highincrease from Rs.(-)27 croresin 1970-
71.1t declined to Rs.3,630 crores in 1985-86 and further to
Rs.3,524 crores in 1986-87, the latest year for which the
datais available. Net invisible receipts financed only 36%
of our trade deficit in 1987-88, 38% in 1986-87 as compared
with 57% in 1984-85 and as much as 72% in 1980-81.
However, based on our emerging exports, somewhat
better prospect for higher foreign exchange earnings from
project and consultancy exports and private remittances
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in the wake of the restoration of construction activities in
the Gulf after the cessation of Iran-Iraq war as well asin
" other developing countries where India’s technological
competence has relevance; better prospect for tourism
ete., arecent study has visualised Rs.10,000 crores worth
of net invisible receipts by 1994-95. '

Repayment of External Debt: According to Government,
the total debt on medium and long term loans was Rs.55,000
crores at the end of 1987-88. But according tothe Institute
of International Finance (IIF) it was around Rs.75,000
crores. This figure is higher because of the inclusion of
both short term loans and non-resident Indian (NRI)
deposits in foreign currencies.in Indian banks. While
calculating total debts, Government more or less follows
the World Bank practice where the NRI deposits are
excluded. According to Govérnment’s calculation the debt
service ratio, expressed in terms of our current foreign
exchange earnings (i.e. merchandise exports plus earnings
frominvisibles)increased from,12.1%in 1984-85to0 24%1in
'1987-88 and to around 26% in 1988-89, (30% according to
the IIF), largely due to bunching of repayments- to the
IMF. :

Total debt servicing (repayment and interest) has increased
steadily from Rs.2,422 croresin 1984-85to Rs.5,950 crores
in 1987-88 and further to the peak of Rs.6,900 crores in
1988-89 before falling since 1989-90. This was becausethe
repayment to the IMF has already reached its peak in
1988-89 and would fall in 1989-90 onwards. Therefore, it
is likely that the debt service ratio-also should gradually
fall. .

This implies that an external debt-trap is not in close
sight. However, we may walk. into it because of our
traditional habit of over.consumption, say, utilisatien of
foreign exchange resources in projects not requiring any
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foreign exchange at all (e.g. municipal projects, road
building ete.)

The Current Account: The overall current deficit
increased in 1987-88 by 7.9% to Rs.6,293 crores against
Rs.5,830 crores in 1989-90. It has been tentatively estimated
to be around Rs.7,500 crores. But the current account
balance as share of GNP has been mercifully on the
decline viz., 2.3% in 1986-87, 2% In 1987-88 and about
* 1.9% in both 1987-88 and 1988-89.

Foreign Exchange Reserves: Reflecting the strain on
the overall balance of payments situation, foreign exchange
reserves (excluding gold and SDRs) came down to Rs.6,610
crores as on end March, 1989 providing import cover for
2.9 months compared with Rs.7,290 crores at the end of
March 1988, providing 3.9 months of import cover. The
position is likely to improve in 1989-90 as the rate of
growthinimports are likely to go down and rate of growth
in exports are likely to go up. Exports have already
increased by a spectacular 38% in April-May 1989 over
April-May 1988 and importsby 17%. Thisis a very hopeful
sign, though only time will tell whether these rates will be
maintained.

The large inflow of NRI deposits with Indian banks
provided considerable cushion to our balance of payments.
Fromjustover Rs.1,000 crores at the end of 1980-81, these
deposits have grown phenomenally to Rs.13,000 crores at
end Dec. 1988. It must be noted, however, that even as
these deposits lend support to our foreign exchange reserves,
technically speaking they constitute India’s liabilities in
as much they are repatriable on demand. :
External Assistance: The gapinour BOPasreflected in
the net current account deficit needs to be covered. We
have been habitually trying to bridge our external account
by taking recourse to external assistance, foreign debt in
popular parlance.

17



The Aid India:consortium has recently pledged $6.7
billion for 1989-90, a marginal increase of 6.3% from $6.3
billion pledged in 1988-89, and $5.4 billion committed in
1987-88. Out of this, the concessional aid (i.e. IDA and
certain other .small credits from various world bodies)
constituted 60% in-1989-90, 62% in 1988-89 and 61% in
1987-88. These figures imply that the concessional aid
componentshave been stagnating in the recent years.
Gone are those socalled happy days when India used-to -
enjoy about 40%.of the total IDA funds until the early
1980s. Presently about 30% of the IDA funds are shared
between Indla and China.

Besides;.our receipt of foreign aid in the total inflow of
foreign resources-declined from 96.4% in 1980-81 t0:43%
in 1985-86, but fortunately increased to 76.1%in 1987-88.

Merclfully, there i§'also a massive amount of unutilised
aid of about Rs.28,000 crores as on March 1989. Plans for
speedy utilisation of this amount will also help the flow of
foreign funds.’ .

Due to the recent drying up of concessmnal assistance,
India has been compelled to borrow more from foreign
commercial banks, who are only too eager to lend money
to India, for bridging the uncovered gap in our BOP.
India’s credit worthiness has remained very high and
there never was any default in the past. Approvals for
these borrowings therefore have increased to Rs.2,654
croresin 1987-88 (Rs.1,700croresin 1985-86 and Rs. 1,396
crores in 1986-87) and are likely to ge further up in 1989-
90. Funds are being raised in foreign currencies like the
Yen, DM and Swiss Franc. : ‘

There is nothing: wrong in raising finances -abroad
particularly because.these are known to have been obtained
on terms more favourable than what the domestic market
could have -offered.- The risk with the borrowings from
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abroad is that the liability of the Indian borrower keeps
going up with the steady depreciation of the rupee vis-a-
vis international currencies.

But ¢ontinuous dependence on either concessional or any
other type of borrowing do not represent a healthy state
of economy which is living beyond its own means.
Incidentally, the same is more devastatingly true for the
internal borrowing, which has gone upto an astronomical
figure of Rs.2.4 lakh crore as on end March 1989-90 for
which Rs.17,000 crores are to be paid as interest in 1989-
90 alone! Unless radical steps are urgently taken .in the
fiscal areas the “internal debt trap” (i.e. a situation may
soon arise when the interest burden alone in any given
year may exceed all new loans incurred in that year)isa
more probable danger than the external debt trap. The
two problems however are inter-linked and reflect the
adoption of the perverse philosophy of the ancient Indian
sage, Charvaka. )

The issue of going again to the IMF for any of its various
“repurchase” (i.e. borrowing) facilities also needs a mention.
There is technically nothing wrong in going to the IMF
under rare and pressing circumstances and not habitually.
Besides, going to the IMF creates a strong resentment
because of the IMF conditionalities which arelcoked upon
asinfringement of national sovereignty. We have already
utilised many repurchase facilities of the IMF in the past
as already mentioned before. Going again to the IMF will
not indicate prudent management of the economy. And
then, if we are to borrow more heavily in the future from
the foreign commercial banks to repay these new IMF
and/or other debt obligations, it will not be at all a
desirable situation.

It can be reasonably hoped that a “critical situation like
the above will be averted particularly because of our
emerging exports and other foreign exchange earnings
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from _invisibles, moderately increasing foreign: direct
" investment including NRI direct investment (NRI bonds
however are yet to receive great response), rapidly growing
NRI deposits, the scope for speedier utilisation of unutilised
forelgn a1d as well e}s by takmg recourse to hmltmg
avmdable 1mports .
Ca v V EPILOGUE

The prime support to our balance of payments problems
therefore has to come from exports, However, for a dynamic,
gainful and sustained growth in exports, an imaginative
export policy needs to be evolved as an integral part of our
economic planning system. While the degree of ecopomic
liberalisation «rieeds to be acceleratéd - with its
implementationsomade more effective ‘and smooth for
increasing competition, :export promotion strategy will
have to be continued in‘a morestraight. forward and
- simplified manner to provide a more useful and strategic
support to our export drive in the medium term. A long
term policy for increasing foreign exchange earnings from
invisibles like tourism also will be required. At the same
time, the efficient import substitution needs to be carried
outinrightearnestinsuch areas, whereitiseconomically
viable. Further-encouragement to foreign direct investment
also needs to be carefully examined.- .
Among the major factorswhich raise our-cost- of productlon
are. high'taxes and levies and periodic increases in
administered prices of products of which the public sector
units arewvirtually monopoly producers..The responsibility
of restraining cost escalations thus rest to a large extent
onthe Government and their corporations. Inthisregard,
thére is a strong case for: the continuation of the liberalisation
policy together with privatisation of selected public sector
umits. s ., e £ ooobe

The views expressed inlthis booklet are not necessarily those of the Forum
of Free Enterprise. 1+'s y 3=~
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“People must come to accept private
enterprise not as a necessary evil, but
as an affirmative good.”

— Eugene Black
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Have you joined the Forum?

The Forum of Free Enterprise is a non-political and non-
partisan organisation, started in 1956, to educate public
opinion in India on free enterprise and its close relationship
with the democratic way of life. The Forum seeks to
stimulate public thinking on vital economic problems of the
day through booklets and leaflets, meetings, essay compe-
titions, and other means as befit a democratic society.

Membership is opento all who agree with the Manifesto
of the Forum. Annual membership fee is Rs.50/- (entrance
fee, Rs.50/-) and Associate Membership fee, Rs.20/-
(entrance fee Rs.10/-) Graduate course students can get.
our booklets and leaflets by becoming Student Associates
on payment of Rs.5/- only. (No entrance fee).

Write for further particulars to the Secretary, Forum of
Free Enterprise, 235, Dr.Dadabhai Naoroji Road, Post Box
No.209, Bombay- 400 001.
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