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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 oflndia'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 "foreign 
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 objective 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:: Be(of~ proceeding 
further it is necessaryTo.keep in mind the definitions of 
terms ~enetkfiy \isea iri cbnriectibn' With; the ·BOP. The 
overall BOP of a country is reflected in what is called its 
net 'current account'.which is~made 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 'A b¥nking·,· insurance, tourism, 
transportation, 'investitlent 'etC~ 10Vet'E\x~enditure on similar 
s·er¥ice's). A;surph:is.onthe 'Curient'account inClicates the 
net arilOunt a country has earned in its external transactions, 
~s a 'deficit is a measure' Of the amohnt the country has 
sp~nt 'in' {excess . of its ·• earil:ings" from intei'r'i'ational 
transactions. 
whe'n we'talk~ ab'oufb~lance of payment's problem or the 
foteign ~xchange sb<}rtage Or ·"crisis" (the latter in fact 
ieflec't,s tne··strain 1 on'•the "'overall-BOP situation), one 
~hould usually refer to the"curferlt a~ count deficit·,' whicfi 
is a mote wholistic:coricei>~ a'rtd not just' the trade deficit 
alone: which is· a 'part of the ·whole. We 'have experienced 
In the pait that th'elhigh:trade deficit·may'also to 'some 
htent get neutr~Hsed oy"the'net invisibl~ receipts. · 
' ' ' . II THE BACKGROUND: , · · ' 

., ~ ~~~!-90~~NG ~~I;ICi, ... : · .. 
A, vast developing country like Indi!l, or·for that,l!laJt~~r 
!lOY country, has to i~port various goods and servjces for 
the ongoing demands and aspirations of its economic 
development. It also needs to export certain goods and 

.( . ! . •'1 I ! ' · ' t: i 1 ; } \. ' ' - . • . ~ ~ • 

services, which it can prod ].Ice based Qn its given resource 
~.~qo~!nents,~nd comparative advantage, to pay for its 
imports as well as repayment of external debt. External 
. . ' I . ' ' ~ . . I .. _. • 1 J' • i - I 

bt'Jrrowing'is needed ii1ainly because of the shortage of 
foreign. exchange resources, caused primarily due to a'gap 
o.etweeh the high expenditure on imports and -the low 
earning from exp'orts of goods and services. 
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In retrospect, 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 
ofthe 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 of0.75% plus a commitmen~ fee of0.5% 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 to increase 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 sterling balance and 
there was no great worry for meeting the foreign exchange 
needs of the Plan. 
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The formulation ofthe Second,Five Year Plan (1,956:57 to 
19(?0~.Gl) rwas .dgn)i~a~-ed, by, an. overwhelming, ;:~('port, 
pessimism;'.Thc _plaf)ners ij:l their- wi~dom thought that 
significant foreign,~xsha~ge earnings from exports were. 
not pos~ible in the sho;t ~un, since there 'Yere ,I)Ot too 
ma~y items, apart frpm tea, jut~ and cotton piece good~, 
to be pushed in•-the world market, As s1;1ch; the opportt1nity. 

~- . - "'.·- . - ... - . . I - -

of adopting a dyn~u~ic ext~~~al trade policy. was aba!\9-one.d.~-
The Second Five Year Plan·- document declared,, albeit 

'--· .. '.. ' 

with_good.intention~~~~hat ,1 , .... , 

"while every effort has. tot be made torpromote exports of 
ne:witems and to develop a.nd.diversifythe markets for the' 
country's major exports'?Ji': I I, 11 

But instead offormuiating'an·aggressive export policy, it 
merely.hope'd that !"' '-. - fl. t_ . • I, ' . - • . i : 

" ... if is only after irl&ustrialisatiohiHa.s proceedM som~ 
w~~/that increa~ed p~b&ucHot.l at home will be reflected in 
larger expott ear~irig~·:lliV', I . . ' . 

, .J t I '\ ~. ,. ; .::~ ~ t '_ .J I ~ ' .": 1:: , • ' . ' 

The_hope, needless to say; 'was not materiallsed. We have 
o} t t " .. ~ ll '1 I 'J 0 •Jl • I • •t , ' f 

continped with a ,policy of import-substitution in basic 
interhtediates arid capit~i 'goods sectors fo~·attaining_the 
objecti~e of s~lf-reii~n~~- in'doirig so ~e were lo~'a~.d ~ith: 

~ I' ~ 'o ' •• __.. !· 1. J 1 \ :, • ' . . " ' ·' , ; 1)_ ' ' ' ' . 

inefficient and eco~~m!ca,Jly,non~viable 'projects in-s~vera~ 
cases, .'r~ich, ~r9n}~B;UY, ~vere ~]so h!ghly import-j,n«:nsive. 
Subsequently,. during .the Third and Fourth F,ive. Year 
Plan periods (1961-62 to,1965766 and 196~~~0 to :1973-74 
r;espectiv.ely) .sorrte recognition had to be given. tq ,it;u;:.r;~_ased 
export earnings for-financing growing imports and debt. 
repayment obligations. Some export promotion mef,isure!' 
w~_~e announc~~ }!:l,a:stop~go and piecemeal fash~on for 
increasing exports. However, tpi~ emphasis on exports 

'' t- • · •·· · II · --,. · · •. { · d,_. ' · ,,· 

was ma~ply in ~I;te,natu~~~of ?P"rre~tive ~~~sur~,s. It 'Yas 
not a, decided .shift ·of,policy..in favour of 11. stt:ategically, 

• ~ .I i L ~J ... I~ ; , 1_,/ ,- '0. Z · l ! l · I 

aggressive expqrt drive. • _ , , · 
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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, 
garments, 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, imJ)Ort-substitution strategy. 
1'11 c ea rl.v years of the Sixth Plan were the period of the 
post second oil shock (in 1979-80), the impact of which was 
more severe than that of the first oil shock. This provided 
a cushion to our balance 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 crores in 1979-80to Rs.2,317 crores in 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.27 4 
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 
ofSDR 5 bn. in November 1981, of which SDR3.9 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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~x~ent. 1T~t~!:~r:ude oiJ ,p,roduction of India increased by 
almost 2.5 times from 10.5 million tonnes in 1980-8l:to 25 
~iiii~~ t~~ne·~: ,in 1~83-.84, causi11g a reduction in oil 
-·- '~ ' "I ~ R .,.., - • .) ••• • .... • ' 

imports. Yet th.~ y_qhupe of exports during the Sixth Plan 
incre,~~.e~l,py ftrW-3~~.3~ ~1~r,ye?r against the ~la~target 
of 9% while :the. relatively: higher growth m Imports 

·· ~th·l\i. ~llJ.Jd'~'tfJ:;')l !.'~-.1-Rl•· '.· • ' 

including -contingency· ,.up. ports was reqtpred for Jhe 
. ; • -s . l j • , • , • • • u: 1 .. ~- .... r . ~ ;:] .... . ·:· . . . . . 
econo~y .. :pespiFe tne ~nig9~pg ~mphasis on I~port" 
substitution, the very low growth m exports reflected a 
Hick or"serious'~kport p}orrio:non strategy. 
·•- 1 v!J!"Jlr ~~-~- \(~~·•'~J ·t·•.,• }.I', 

Under the circumstanc!'ls, th~need for increasing exports 
f i 1 0 

' ) \ •••• ~ I r.. I< ' ~ I ~ .., : • ' # ,• , 

In a more dynamic .way. to pay .for growing imports and 
•1 ~ • , . , ~ · , • .i; , ; '~'! 1_• \ \...t (" ; iJ. 1 ·" . • . : ' 

debt repaYment obli~tion was 'emphasised in the Seventh 
• J ~ , ·. ~ '; \ l • I '1: -r \f •. ' • ,1 '>. ~ i, '-" .. 
Five. Year Plan .(1985-86 to -1989-90). For attaining the 
' ' . "tt. ' ~ ....... ,, .... ,;-. i ..}';t ~ ~ ';j' •'·' j t • -:. . .. . .. ' . 

objec~j,~.e ,.?f-ol;higp~~ ~o~~B: in exports several ~xpo;rt 
promotion measures were mtroduced for the first time m 
".,, • • )l"<f .... ':J ·,n· ' ., ' ... · 
a.senous w~y. j .. .. . .. . 

~ t:~ ·.vl- ,r;. ,., •• .,..-}~t 1. •• • • \ 

!he e~terna~ ~!~~~ P.?]}~:rr 1tb,us ~as highly~nward-looking. 
No wondertl)atlndiaf~atured in the cat.egory of"Strongly 
!~ward dri~nted'1,'coii-nh.ies.in .a st~dy.of' 41.developing 
~embe~ co~i:itries'cithe'Wo~ld Bankd~ring 1963-85. 
'· .. , ;_ ~ I("';..;'_) jH' ,l, I• ;, t • . I • 

India's .export petforman.c-e suffer.Eld durillg thi~ period 
due to lack ofsuitabl~ ptompUo:nal policy ;to such an extent 
that our ,bal~qc_~;ofpayments .position remained almost 
persistently.vul~era~le?Neit_her. the strategy of. import 
substitution could help the· Situation by substantial reductiQn 
in imports over tl~e years; nor. the :reliance.onthe proposed 
de'velopment strategy of basic, heavy and capital goods 
industries pfthe Second· Plan helped tealise-the:objective 
of the desired _growth; of export diversification and 
comp~~~tiv;~ness1 ~~ ~t~~ }att~r years. T,he external trade 
P.9l~cy remained,~):l.cked :t~i~gi~;import restrictive policy 
for t}l,e .s~ke of.s9~~lled i~.~lf-rE!lianc~ via prote~ion and 
import-substitution .. 

' ~ • .. ' • ·.~ ., - ... 1l.... • b ... 
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Besides, though the country adopted a highly centralised 
planning system, yet in dt!termining 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 
a particular 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 Fall in India's Share in World Exports: It is no 
wonder therefore that the plight oflndia'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. Oflate 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. 
As against this, 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 E.xports: 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 
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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 ofGN~ 
to 10%, our share in the world exports may bejusfone per 
cent. Achieving this objective will be no.·easrtask. .The 
poi!lt here is that even with the 10% shar~. in 1Q-NP, 
exports will certainly not "lead" our econ9mic growth. 
However, on this issue I am generally in agreement with 
what the Abid Hussain Committee (1985) had very sensibly 
suggested: . . , .. ; " , r, . 

"In an economy •such' as 'India; •the route to a q\ufritum 
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 production. 1 As this integration would 
take some time to materialise, 'in the interim, we are 
suggesting a regime on· export promotion policies which 
would overcome the constraints on export performance." 
(Emphasis added). . . -.J • 

IIi. RECENT CHANGES: ··· 
PRAGMATIC LffiERALISATION 

The Liberalisation oflmport Policy: The flag-ship of 
the inward-looking foreign trade policy of India was' in 
fact the restricted import control policy, which was deVised 
for conserving' foreign _exchiu1ge, promoting i~port 
substitution and providing protection to indigenous 
industry. · · 

The i~porl control policy .. '~as perhaps most stringent 
during the Second Plari period because of acute foreign 
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exchange crisis. This, more or less, continuedtill1974-75. 

AJthough 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 ha·s at 
last led to the liberalisation ofthe import policy. · 

For the first time, the procedural rigidities ofthe import 
policy was liberalised to some extent in 1975-76 following 
an improvement in the foreign exchange position, thanks 
to increased remittances from Indian worRers 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 ofthe 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"supstii.tuMQD,. Ihdi~n><ecpH.omy.r sti,lh[emains 

co.nsi8~r!iNX imP~.Sk9e~~~d~D.t·~t~§ ~4c9:·~~e ~qc!~M~!!n 
}t11P,orts ~~~)a,w,e}.)'1 :b"~c:~~~s~j ~fr!qe_, gro»'u~g nee1~ .. <.?Hh~. 
~c~!l~n;tY,l~E ~ow~stic,~r~9Hs~i?I}.~P.d e_xport.~: _Aqy1B:b{~PJ 
reduction in developmentaliniports will certainly, disrupt 
~.,-x,::_,~>JJ:..:;Jr~.t•J., ...,., ......... ,,.~ --..1 "--~----~·-~ 

the natio~al 1~,c~!l~~m.i .rfi 1· '1 • ~ r' ,. · · 't .: :H Lr:: 

F,i~al~y, i~t·. n'ee,d~~,rtp1 i~e "'B-PPFE(~i~t~d. ~.~hat!."' wha~ex~r 
\'Iiberalisation" has Seen introduced-in the ip1ports policy· 
4;. lr'f '} t J ~ • I ... ; ~ - • • 0. I l.S \J i .,1-.J #' '· ") .._,A.' ..,_. ,.., '- ··' 1 '-.• '-" • ~,;' • '_. ',l__ '_..;. '0 ' ' "' , 

\\.:~~r~9 ~~~;it;t. ~P,e;t.W!R!e."'of.~l?~oce~ur;~!i g~~_bg~_t.J~IJ~C~ipg 
~l~ne .•. Tre\P,~Ji~y rP~~~~r;tp~ 1~~-e,n"~nber~_l;ised"t.in ~he)r.igM 
~~ns.e,to.{1~h~&t~!t')··A .I.~rgEH!;l';ll?'l~er _qf ~o,nsume_r go,o.d~.,~r:e 
8?:nne~ ·fro_nhilllPOJ~s,1 ~'{W.~d~Fh~du~.~) tof.:th.~1JJI1pprt 
qon,tt;-~l.Prd~r, 11~fiJi~.J~~s}P,~s,)J:.e~yy .~~st8m~ d,l:l~~l(!~. a:r~ 
imposed on.large.number.ofit~ms whose import procedure 
~~~ .h.e~r; -~~'b~ra1 ~~.~-~ ... ~ 'ii~rt~J~,~E:~r~fri~ · 9r :G~v~:rl}.~~~ t 
from cus,t~~f. 1 d~H~~-f1ahp~~J)l:-.e.~t~mated to b~:!ishjgh~~s 
~~.: 17,880 cr~rr:es,· .. or,~.~.%.\~(:G9S~} t~~ revenue; in, 198~~~.9 
(budget.estimate):.) , .. ;f, rr t' '\ .· ,, . "J'- ·\. . '' "' ':>· " '".: ,·., ;~1:·~ ..,.,.:-).-. ....... _ _, ~)~ . ...... \,..- (J ". ~.- "71'- f 

~krAbid;liussain,hisieloq4ently 'discussed•;this poi~t; 
\yhichlthe{critks oftheyliberaLimport,policy.·,dnay just 
C~l}sjder:, · e;, ·i,F_D.'': br·s cfr:·•:J. ,·. · ~ .~o', boi i ·~irqr,:' 

"Indiar today> probahlyr'has the' nfost higB-Iyt'proM<!tive 
tta'de :regime • among~major ifradin'g:.natiori s 'in ''the1 wo~ld; 
with ia ·mE!an nomina:Nariff of over '1:26'rper·lcent (after 
accountingforniajorexelripiti()hs)'as compared withilbout 
90 per cent for Ch.ina, Bangladesh and Pakistan and 
l?._et\veen·20 toAO:per c~nt·in most other.countr-ies .. .'' 1.f1 

The:.; Export- Proinbtion Strategy:-'-'Fha:t the export 
eatining should fin'anc·e a'larger<and !Jarger proporti'on of 
ourlimports1arid: debtirepaym'ent"obliga't'i'6n's-'was 'at last 
realised dunng the mid i980s:t.Th.e'Abitl;Hussruri:Corhmitte~, 
to 1whichla referi:!rrce .. lf~tsf.a]ready been made, and several 
other ·expert bodies 'a'nd. fepf~1;entations .from trade' arid. 
industry made 'signal :Cohtnbiition towards 'the to"ns61idation 
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of this perception. The prospect of increasing debt service 
burden from the middle of 1980s, particularly because of 
bunching ofiMF 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 oflicensing, 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 ushering in 
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:lndia 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. ,., ·. · 'r:; 

;Bright Spots in Merchandise Trade: India's export's 
increased by about 29% to- Rs.20,281 crores in 1988-89 
(15.5%interms ofUS dollat);26.4% in 1987-88and 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 volumehas been 
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 1986-8q. 
Imports in 1988-89 increased by almost 24% to Rs.27 ,693 
crores (11% in terms ofUS dollar) from about 11% growth 
in 1987-88 and 3%in 1986-87. The average rate ofgro\vth 
in imports during these three years has been 12.4% pet 
year. As a result of-lower growth in imports, the ratio of 
exports and imports improved from 55% in 1985"86 to 73% 
in 1988-89. · ' ·' 
The deficit trade 'balance recorded Rs.7,412 crores· in 
1988~89 as against the projection ofRs.9,500 toRs.10,000 
crores made by s'everaf experts/institutions. The trade 
deficit in 1987-88 was Rs.6,658 (Rs. 754 crores higher than 
the· figure of 1988-89), Rs.7',749 crores in 1986-87 and a 
very high figure ofRs.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, o.nly 0.2%, and in terms of 
SDR it in fact declined by o:5%: As a percentage of GNP 
also it is about 1.9% ih'1988-89, declined from a high 3.4% 
in 1985-86, 2. 7% in 1986c87 and 2% in 1987-88. 
Some other encouraging factors oflndia's emerging exports 
are: 
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(i) the share of exports in GNP has increased 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, 
while the former has also added to the cost of imports; 
hence is the need for reduction in "a voidable" imports 
like some items of steel and metals etc. 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. 

In the 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 etc. totalling 
aboutRs.2,000 crores necessitated because of the drought 
in 1987. Thg 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 ofthe import policy as itis often done by the · 
comll}itted critics of liberalisa~~on policy. 
Being encouraged by the spectacular growth in exports in 
recent'y~ars, Minis~ry ofCommerce is likely to fix a target 
of exp,ort~ ~';1. the range of R~.27,000 crores,t~ Rs.30,000 ~ 
crores (an increase of33% to .48% over 1988-89) for the I 

year 1989-90. A 15% real rate of growth of exports p·er year 1~!. ~a:Y<.be set up during th~ ~ighth Plan period. Some 
industry spokesmen think that a target of about 100% 
increase in exports ·in 1989-90 ,oyer 1988-89 sh<;mld be 
possible, if better infrastructure facilities like· power, 
transport, telecommunications facilities etc. are provided 
arid sm~oth implementatioil ofliberalisation polidi~s are ' 
carried out. This optimisTii Of the Indian exporte.rs may 
appelir to' be high, but it certainly symbolises aJspectacular 
and·;e'ncouraging growth ·of, export' culture. There is also 
no~ a better government industry interface as regards · 
e~p~r~s· f~:r earning foreign eX,~h~nge. 1 ., 

A Challenging Task: ·,Though all these are very 
encouraging bright spots,Jor s~staining a dynamic and 
gainful growth in exports5n the medium and long terms 
a further liberalisation towards reconstrt1ction· of the 
Indian economy will be urgently required so as to make I 
our ekports.competitive in t~~s of price and quality. The I 
nee4 f9; increasing export-co.mpeti~iveness has become ],i,·· 

more urgent also because of growing protectionist policies 
in de$~loped countries as reflected (i) in tne recent "nanling' 
of India by the USA under the clauses "Super 301" and 
"Special301" of the ~mnibus .US Trade Act, 1988 and (ii) 
the prospect ofanintegratedEurope by 1992. The United 

~ 1 . ! ' . . ~ . . . ~ 

Eu~ppermay, ey:e~~ually turn into -a "Fortress Elir<:>P~", 
which may create added difficulty for exports from the 
third world 'countries like India. · ·· 

1 " .. 

. 14 



r 'J 

Disquieting Trends in Invisible Receipts: In the area 
ofinvisibles, the remittances from Indian workers abroad 
reached a high figure ofRs.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 ofRs.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 of7.2% in 1988 over 1987 (assuming all t.ourists 
including those from Bangladesh, Pakistan ~tc.) as against 
2.3% increase in 1987, there was a significant fall in 
tourist arrivals from l'ilgh 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) is still being used in official sources for 1988-
89. 
Tourism in India has high potentiality not only to earn 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 high increase from Rs.(- )27 crores in 1970-
71. It 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 
data is 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 i'n 
the Gulf after the cessation ofiran-Iraq war as well as in 
other developing countries where India's technological 
competence has relevance; better prospect for tourism 
etc., a recent 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 of1987 -88. But according to the Institute 
of International Finance (!IF) 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 Government's calculation the debt 
service ratio, expressed in terms of our current foreign 
exchange earnings (i.e. merchandise exports plus earnings 
from invisibles) increasedfrom.12.1% in 1984-85 to 24%in 
'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 crores in 1984-85 to 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 because the 
repayment to the IMF has already reached its peak .in 
1988-89 and· would fall in 1989-90 onwards. Therefore, it 
islikely 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 oui' 
traditional habit of over. consumption, say, utilisation of 
foreign exchange resources in projects not requiring any 
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foreign exchange at all (e.g. municipal projects, road 
building etc.)' 

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 
growth in imports 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 imports by 17%. This is 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. 
From just over Rs.1,000 crores at the end of1980-81, 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 gap in our BOP as reflected 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. 
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The Aid India, consortium has recently pledged $6.7 
billion for 1989-90, a marginal increase of6.3% from $6.3 
billion pledged in 1988-89, and $5.4 billion C()mmitted· 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 
Gomponents have be.en stagnating in the recent years. 
Gone are those socalled happy days when India used.to 
enjoy about.f!O%.o(~~e tot.al_IDA funds uQtil. t.he ~~rly 
1980s. Presently ~bout 30% of the IDA funds are shared 
between l~dia.and,C~in~. 
Besides;. our receipt of foreign aid in the total inflow of 
foreign resources'qeclined from 96.4% in 1980-81 to43% 
in 1985~86, butfortimatelyincreased to 76.1 %in 1987-88. 
Mercifully, there is' 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 l:lrying up of concessional assistance, 
India has ·been compe11ed to borrow more from foreign 
commercial banks, who are only too eager to lend m<Yney 
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 
crores in 1987-88 (Rs.1, 700 crores in 1985-86 and Rs.1,396 
crores in 1986"87) and are likely to g0 further up in 1989-
90. Funds are being raised in foreign currencies likethe 
Yen, DM and Swiss 1Franc. 
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 continuous 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 ofRs.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) is .a 
more probable danger than· the external debt trap. The 
two proble~s however are inter-linked and reflect the 
adoption ofthe perverse philosophy ofthe 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 are looked upon 
as infringement of national sovereignty. We have already 
utilised many repurchase facilities ofthe 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 includingNRI direct investm-e!lt.(NRI bonds 
however are yet to .receive gre_?t response), rapidly gr~wing 
NRI deposits, the scope for sp_eedier utilisation of unutilis.ed 
fo-reign .'aid, a~ ·~~ll.~~ by taking, recour~e. to limiting 
"ayoidable .. impo-rts" .. , 

•• (;) ,. ,.J. , V. EPILOGUE . 
The prime s~pport,to our balance .of payments problems 
therefore has to come from exports. Howeyer, for a dynamic, 
gainful and sustained growth in exports; an imaginative 
export policy n'eeds to be evolved as an.integral part of our 
economic planning system. While the degree of ecopomic 
liberalisation 'hrieeds to be accelerated ·with its 
implementationsnmade more effective ·and smooth for 
:in'creasing competition, .export promotion ·strategy will 
have to be continued in· a more .straight forward and 
simplified inannedo provide a more useful and.strategic 
support to our export drive in the medium term. A long 
term policy for increasingforeign exc,hange ea:r:nings from 
invisibles.like:tourism also will be required. At the same 
time, the efficient import substitution needs to be carried 
out in right earnest in such areas, whereitiseconomically 
viable. Further encouragement to foreign direct investment 
also needs to be carefu}ly examined.. . r•. 
Among the major factOrs which raise our cost of production 
are. high•·taxes and ·levies and per~odic increases in 
administered prices of products ofwhich the public sector '\ 
units are·virtually monopoly producers .. The responsibility '

1 

of restraining cost·e'scalations thus rest to a large extent · 
on the Government and their corporations. In this regard, 
there is a strong case for .. the continuation of the liberalisation 
policy together with privatisation of selected public sector 
units. ·i " 1r~ ( • • •tr·· · 
The t·iews expressed in1this booklet are not nece.~sarily those of the Forum 
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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 s_ociety. 

Membership is open to 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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