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Abstract — This article seeks to analyse the recent developments in India’s Balance of Payments as well as
India’s BoP position during the period from. 2008-09 to 2014-15. It also tries to explain the reasons behind
such changes in India’s BOP. During 2008-09 global financial crisis had put BoP again in stress and stood
at US$ -20080 million of deficit, the CAD ratio to GDP was 2.3%. During 2011-12 current account of BOP
has started to widen in dangerous level and reached to US $ 78155 million and ratio to the GDP was 4.2%.
The India’s merchandise trade was also increased, and its share to the GDP reached to 10.3%. Again
during 2011-12 and 2012-13 India’s BoP position was not favourable due to the dangerous level of increase
in CAD and merchandise trade balance, during 2011-12 BoP stood at US $ 78155 million and ratio to the
GDP was 4.2, in 2012-13 small surplus of US $ 3826 million was recorded in India’s Balance of Payments
position but merchandise trade deficit has raised to 10.7% to the GDP. In 2014-15 India’s BOP position

has been improved compared to the previous year.

Keywords: India’s Balance of Payments (BoP), Current Account Deficit, Capital Account Surplus,
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INTRODUCTION

Balance of Payments (BoP), being a record of the
money related exchanges over a period with the
remainder of the world, mirrors all installments and
liabilities to outsiders and all installments and
commitments got from outsiders. In this sense, the
parity of installments is one of the real pointers of a
nation's status in universal exchange. BoP
bookkeeping serves to feature a nation's aggressive
qualities and shortcomings and aides in
accomplishing adjusted financial development. It can
altogether influence the monetary strategies of an
administration and the economy itself. Thusly, every
nation endeavors to have a great equalization of
installments and keeps up its long-run
maintainability. India's equalization of installment
position was very negative during the season of the
nation's entrance into a changed exchange system.
Too many years of financial changes and unhindered
commerce opened a few open doors that, obviously,
reflected to be determined of installments execution
of the nation. This paper, along these lines,
endeavors to assess the patterns and developing
difficulties of India's Balance of Payments. The
discourse is comprehensively arranged into four
sections viz.

i) India's equalization of installments picture
since 1991,

i) the developing job of undetectable and
programming administrations in parity of
installments

iii) undesirable patterns in FDI and

iv) The helplessness and difficulties ahead.

Experienced capital record issues because of lost
speculator certainty. The augmenting current
record lopsided characteristics and hold
misfortunes added to low financial specialist
certainty putting the outside area in a profound
problem. During 1990-91, the current record
shortage steeply climbed to $-9680 million while
the capital record surplus was far beneath at $
7188 million. This prompted an ever time high
deficiency in the BoP position of India. India
started financial changes to discover an exit from
the developing emergency. Basic estimates
stressed quickening the procedure of mechanical
and import store censing and after that moved to
further exchange progression, money related part
change, and duty change. Preceding 1991, capital
streams to India predominately comprised of help
streams, business borrowings, and non-occupant
Indian stores. Direct speculation was limited,
remote portfolio venture was diverted only into few
open part bond issues, and outside value
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possessions in Indian organizations were not allowed
(Chopra and others, 1995).

In any case, this advancement system of both
internal looking and exceptionally interventionist,
comprising of import security, complex modern
authorizing prerequisites, and so on experienced
radical changes with the progression strategies of
1991. The post-change period truly facilitated India's
battles as to the outer segment. This is apparent
from the RBI information condensing the BOP in the
current record and capital record. The current record
which estimates all exchanges including fares and
imports of merchandise and enterprises, salary
receivable and payable abroad and current
exchanges from and to abroad remained practically
negative all through the post-change period aside
from the three money related years. Until 2000-01,
the current record shortfall that involves both
exchange balance and the imperceptible equalization
stayed stale and remained around $ 5000 million. Be
that as it may, just because since 1991, the current
record recorded a surplus in its record during three
sequential money related years.

From 2001-02. The deficiency in the current record
kept on happening from 2004-05 onwards and the
development rate was similarly quicker. Shockingly,
the current record shortage developed like anything
since 2007-08, the period saw a money related
emergency.

The current record equalization of India during 2011-
12 is recorded to be $ - 78155 million, meaning a
shortage multiple times that of the figures of 2007-08.
Enormous negative charges and relatively low
positive credits brought about by this negative an
incentive in the current record. Another remarkable
component of the current record parity is that the
shortage was mounting during the earlier years. Two
noteworthy things of the current record are stock and
the Invisibles. These two things create the estimation
of the current record equalization of the nation. The
net product has been constantly observed to be a
gigantic negative figure. During 2011-12 it was
recorded to be $ - 189759 million. During a similar
period, our complete product credit was $ 309774
million while our product obligation was $ 499533
million.

This is a typical component of India's product figures
during every one of the years. The ongoing
emergency of 2008 influenced the exchange
execution of India an enormous way. Indian
economy had been developing heartily at a yearly
normal rate of 8.8 percent for the period 2003-04 to
2007-08. Worried by the inflationary weights, the
Reserve Bank of India (RBI) expanded the financing
costs, which brought about a log jam of India's
exchange streams preceding the Lehman emergency
(Kumar and Alex, 2009). The exchange streams,
which are one of the significant channels through

which India was influenced during the ongoing
worldwide emergency of 2008, began to crumple
from late 2008. Product exchange, programming
fares, and settlements declined in supreme terms in
light of the exogenous outer stun.

The Balance of Payments (BOP) accounts of almost
all nations show large deficits or surpluses in the
recent period of financial liberalization. Given the
BOP identity, an imbalance in the current account
(CA) is reflected in the capital account (KA) plus a
change in reserves. Causality from the capital
account (KA) to the current account (CA) can
indicate disruption from these capital flows while the
reverse can indicate smooth financing of the CA.

The economic literature does not provide a clear
picture of the relationship. Nevertheless some
studies suggest that for advanced economies
causality runs from the CA to the KA so that capital
flows finance the CA rather than aggravate it, while
in developing nations, the causality is reversed.

1.1 Meaning of Current Account Deficit

The current record is one of the two essential
segments of the equalization of installments. The
equalization of installments (BOP) is where nations
record their money related exchanges with the
remainder of the world. What's more, Current
record shortage is a consequence of current record
unevenness. Computer aided design happens
when a nation's complete imports of merchandise,
administrations, and an exchange is more
prominent than the nation's absolute fare of
products, administrations, and moves. This
circumstance makes a nation a net account holder
to the remainder of the world. Current record
deficiency happens when a nation's administration,
organizations, and people import more
merchandise, administrations, for example,
banking and protection and capital than it sends
out. That is on the grounds that the current record
estimates exchange, just as universal pay, direct
exchanges of capital, and venture pay made on
assetl.

So the sum by which cash leaving a nation through
imports, speculation, and administrations is more
noteworthy than cash coming into the nation is
known as the current record shortfall. Computer
aided design is typically estimated as a level of
GDP (Gross Domestic Product). A considerable
current record deficiency isn't really a terrible thing
for specific nations. It could be a positive for
development some time while here and there it
might be a negative sign, showing the nation's
credit chance. Creating areas may run a current
record shortage in the present moment to expand
nearby efficiency and fares later on. In any case,
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the long haul this is a not attractive

circumstance for a household economy.

1.

It

2 Components of Current Account

measures the change over time in the sum of three

separate accounts:

balance of payments. Besides, huge import of
sustenance grains and manures added fuel to the
issue. Aside from this, the Indian government's
internal looking procedure of industrialization was
likewise in charge of the ascent in import of capital
merchandise and parts. The arrangement of
government changed during the 1980s for outward-
looking procedure. Imports were changed particularly

1. The Trade Account The exchange record since 1985, however its prompt effect was show in
estimates the contrast between the developing imports.  Additionally,  disregarding
estimation of fares and imports of different impetuses accommodated sends out, fares
merchandise and ventures. An exchange couldn't keep pace with imports. The Indian local
deficiency happens when a nation imports market was secured because of high duties and it
more than it sends out. The exchange was more gainful than fare advertise. An
shortage is by a long shot the biggest investigation of capital account demonstrates that till
segment of the current record deficiency. the 1970s, outer help was accessible at concessional
Indeed, variances in the exchange shortfall rates of premium and was practically adequate to
are the essential driver of vacillations in the meet the current account shortfall. In any case
current record shortage. during the 1980s there was a decrease in the

accessibility of authority help which was inadequate

2. The Income Account The salary record to back the current account shortage and the

estimates the pay installments made to
outsiders and net of pay installments got
from outsiders. The pay account to a great
extent reflects intrigue installments made by
a nation on its remote obligation and intrigue
gotten by a nation on its outside resources. A
salary shortfall emerges when the estimation
of pay paid to outsiders surpasses the
estimation of pay got from outsiders
manages the audit of writing, Section B
examines the philosophy received.

REVIEW OF LITERATURE

The parity of installments and its hypothesis of
alteration had comprised the focal topic of the
examination that had been made by J.H.Williamson.
His methodology had incorporated a basic appraisal
of the current writing on the attractive quality of the
equalization of installments change arrangements.
He had begun with an appraisal of Professor

Meade's hypothesis on
swapping

the estimation of the

scale approach in accommodating

residential and outside targets. After an inside and
out examination, he had approved this hypothesis.
Be that as it may, he had disproved Professor
Mendel’s proposition to differ the financial money

related blend

to avoid hold changes without

discouraging or blowing up the interest conditions.

legislature was constrained to go for business

borrowings.

Additionally, the developing monetary shortage
was another factor behind the developing inflow of
business borrowings. In this way, the accessibility
of assets at harder terms diminished the net store
accessibility and expanded outside obligation.
Accordingly, the administration was compelled to
approach IMF. India's outer obligation including
the acquiring from IMF was so tremendous during
the late 1980s that the obligation/send out
proportion was tantamount with the estimation of
such proportion in 17 intensely obligated nations
of Asia, Africa and Latin America.

India's Macroeconomic arrangement from 1964 to
1991 have recognized four emergency periods
which are — first emergency (1965-67), second
crisis(1973-75), third emergency (1979-and fourth
emergency (1990 and past) , and bring up that the
initial three emergencies were mainly brought
about by exogenous stuns while the fourth was to
a great extent strategy prompted (Joshi and Little,
1994). The decade from 1980-81 to 1990-91 was
every decade in which there were successive
good and bad times in India's balance of
payments. In 1980-81 the current account
deficiency was 1.2 percent of GDP and fluctuated
between 1.1 percent and 1.5 percent of GDP till
1984-85. It came to 2.3 percent of GDP in 1985-

An authentic audit of India's outer area uncovers that
aside from the main portion of the 1950s and the last
50% of the 1970s it kept on staying under strain.
There was, be that as it may, some distinction in
force and nature of strain during various periods. The
size of current account shortfall during the 1980s and
the mid 1990s was very tremendous when
contrasted with that till mid 1970s.

86 and was 2.7 percent of GDP in 1988-89.

At long last, it rose to 3.2 percent of GDP in 1990-
91. Simultaneously, India's outer obligation to
GDP proportion remained at 18.3 percent, and the
obligation to send out proportion was 20.2 percent
toward the finish of March 1990. The obligation
administration proportion remained at 21 percent
in 1989-90. India, hence inferable from expanding
current account shortage, for all intents and

The two oil stuns since the mid 1970s influenced
antagonistically the current account of nation's
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purposes achieved the phase of an obligation trap in
1990. This required some radical measures to fix the
things. Consequently, the general image of India's
balance of payments was not entirely agreeable until
the 1990s or at the season of propelling changes.
The system of changes presented in India, July 1991
presents a blend of macroeconomic adjustment and
basic alteration; or as such, it was guided by both the
present moment and long haul goals.

The changes demonstrated to be sensibly fruitful. A
portion of the accomplishments of changes would
incorporate — improvement in India's fares and fares
development, decrease in outside obligation,
regulation of monetary deficiency, controlling
expansion, increment in remote direct speculation
and remote institutional venture, increment in
exchange transparency, increment in outside trade
saves, settling the swapping scale of rupee and
move towards capital account convertibility .

The accomplishment of India's obligation the
executives approach is reflected in a slow and
unfaltering  improvement in  the  obligation
manageability pointers during the 1990s. It is
significant that regarding obligation characterization,
the World Bank has ordered India as a less —
obligated nation since 1999 (Report on Currency and
Finance 2002 — 03). Outside area change has been
the solidification of outer obligation in the nineties,
particularly transient obligation. The proportion of
momentary obligation to add up to obligation has
descended from 10.2 in 1990-91 to 4.4 in 2002-03.
The obligation administration proportion has
descended from 35.3 in 1990-91 to 14.7 in 2002-03.

As seen by RBI one noteworthy achievement which
was accomplished after execution of changes was
the transforming of current account shortage into an
overflow. Moreover, this there was additionally an
improvement in Net terms of exchange and Income
terms of exchange. India's BOP information
demonstrates that there was a surplus in the current
account of BOP for three back to back a very long
time from 2001 — 02 to 2003 — 04. In such manner, a
perception from a current account surplus for the
third continuous year combined with an extending
capital account additionally reinforced India's BOP in
2003-04. Rising current account surplus has been
one of the distinctive highlights of India's BOP in the
current decade (Economic Survey 2004 — 05).

The quality strength and dependability of the nation's
outside area is reflected by different markers. These
incorporate an enduring gradual addition to saves,
moderate degree of current account shortage,
changing arrangement of capital inflows, adaptability
in return rates, economical outside obligation levels
with stretched development profile and an expansion
in capital inflows. The current account has pursued
an altered "U" formed example during the period
2001 — 02 to 2006-07 ascending to an overflow of

more than 2 percent of GDP in 2003 — 04. From that
point it has returned near its post-1990s change
normal with a CAD of 1.2 percent in 2005-06 and 1.1
percent of GDP in 2006-07 (Economic Survey 2007 —
08).

The Global Financial Crisis, influenced Indian outside
division in 2008, is viewed as the most recent in the
arrangement of the monetary emergency to
antagonistically influence world economies. In
contrast to the previous couple of emergencies, the
current emergency has not saved any of the nations
or market segments and has crushed economies that
were customarily solid. It is expressed that an
exorbitantly free money related approach during the
1990s in major formed economies changed into
worldwide imbalances and an out and out
budgetary and monetary emergency for every one
of the economies of the world (Rakesh, 2009).

OBJECTIVE OF THE STUDY

Any scientific study should be based on valid
objectives formed by the researcher. Objectives
are like guiding light in the part of the analysis. The
present study aims at achieving the following
objectives.

1. To examine the trend in the receipts and
payments of various components of current
and capital accounts during the pre and
post-globalization period.

2. To identify BOP position of India during the
various plan periods.

3. To find out the structural changes in the
balance of payments indicators during the
pre and post-globalization period.

4. To estimate the impact of various
components of balance of payments on
economic growth of India.

RESEARCH METHODOLOGY

Generally an analysis of the data is made before its
interpretation. The motivation behind an analysis is
to develop a kind of a scholarly model, where the
connections included were deliberately achieved
with the goal that some intelligent and important
inductions could be drawn. The analysis of data
ought to be made so that it could be identified with
the reason for the examination in an important
manner. Interpretation alludes to an analysis of the

speculations and coming about resolutions.
Through interpretation the implications and
ramifications of the examination become

exceptionally clear. Analysis isn't finished without
the interpretation, and the interpretation couldn't be
made important without an appropriate analysis.
Both are, in this manner, in all respects
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exceptionally entomb subordinate. Infact,
interpretation could be considered as a piece of the
analysis. This section examinations the pattern and
compound development rates of the present record
part of the equalization of installments account
during the period under audit

AN ANALYSIS OF BALANCE OF PAYMENTS

In this chapter, an examination of the balance of
payments of India during the pre and post-
globalization period is made. The balance of
payments of a nation includes a wide range of
exchanges of a nation like fares and imports of
merchandise and ventures, buy and clearance of
foreign resources, foreign direct investment and
portfolio investment just as getting from and loaning
to the remainder of the world. Financial exchanges
that discover a spot in a nation's balance of
payments can be sorted primarily into current record
and capital record.

1. Current account

The current account is utilized to check the inflow
and surge of merchandise and ventures into a
nation. Income on investments, both open and
private, is likewise put into the current account.
Inside the current account are credits and charges on
the trade of product, which incorporates
merchandise, for example, crude materials and made
products that are purchased and sold. Services
allude to receipts from the travel industry,
transportation, building, business service expenses,
and eminences from licenses and copyrights. The
current account has been separated into two
sections. They are Merchandise trade and Invisible
trade.

. Merchandise trade

Merchandise trade covers all exchanges identifying
with moveable products where the responsibility for
changes from inhabitants to non — occupants. All in
all, merchandise trade covers significant bits of
complete BOP of a nation. Merchandise trade
comprises of two noteworthy things specifically
merchandise fares and imports.

. Merchandise Exports

Merchandise fares are the closeout of products to
abroad as opposed to services. The fare meant
credit section in a critical position of installment of the
account.

Merchandise exports during the pre-globalization
period are portrayed in table No. 4.1.

TABLE No. 1 MERCHANDISE EXPORTS OF INDIA
DURING THE PRE- GLOBALIZATION PERIOD

(in Rs. billion)

Year |Merchandise| % of growth | Year [Merchandi % of growth

Export, f.0.b.| compared to Exports, compared to

Previous year f.o.b. previous year
[1970-71 [14.18 1981-82 [77.66 16.5
(1971-72 [15.81 11.5 [1982-83 91.37 17.7
1972-73 [19.94 6.1 [1983-84 [101.69 13
[1973-74 23.57 18.2 1984-85 [119.59 17.6
|1974-75 31.95 35.6 1985-86 |115.78 3.2
[1975-76 41.80 30.8 1986-87 |133.15 15.0
{1976-77 |51.40 23.0 1987-88 1163.96 23.1
1977-78 |54.40 5.8 1988-89 206.47 25.9
[1978-79 |55.94 2.8 1989-90 282.29 36.7

{1979-80 63.13 12.9 &

[1980-81 166.66 5.6 LH0:31L pal.an i74

Table No.1 clarifies the fare of India during the pre-
globalization period, from 1970-71 to 1990-91. The
year 1989-90, demonstrates a high level of progress
of 36.7 and the year 1985-86 demonstrates the most
reduced rate change of - 3.2. In 1970-71, the fare
was Rs. 14.18 billion and in the year 1990-91 it
achieved Rs. 331.53 bilion. Figure No.4.1
unmistakably clarifies that during the twenty-one
years of the pre-globalization period the fare has
developed at the rate of 14.2 percent per annum.
This worth is solid at 98 percent. The pattern line
demonstrates a relentless upward development. It
implies that the merchandise sends out during the
pre-globalization period are tasteful.

FIGURE No. 1 MERCHANDISE EXPORTS OF
INDIA DURING THE PRE- GLOBALIZATION
PERIOD
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OLS Regression model is utilized to discover the
impact of the times pan on merchandise trades in
India during the pre-globalization period.

CONCLUSION

In India, s role of capital account was minimal and
restricted to the financing of the current account
deficit in the pre-liberalization period till 1991. All
private transactions were heavily regulated. The
official flows dominated capital account together
with ECBs and NRI deposits in this period. By
1991, however, India became one of the heavily-
indebted countries in the world. In addition to the
external debt problem, as a result of several
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adverse domestic and international developments as
well as the macro-economic imbalances created by
the inward-looking regime that spilled over to the
BOP, a liquidity crisis in BOP occurred in 1991. The
capital account collapsed with the drying up of
external finances as a result of loss in investor
confidence. In response to the crisis, the government
of India adopted the economic reform program
involving both domestic and external sector reforms.
The broad approach to the capital account reforms
was based on the recommendations of the
Rangarajan Committee Report on the BOP (1993).

The major elements identified in the report (1993)
were a policy preference for foreign equity over
foreign debt, reduction in recourse to commercial
sources of borrowing, and NRI deposits to prevent
~he recurrence of a crisis in the future. This was
mainly intended to achieve the traditional benefits of
capital account openness identified in the literature
like increased availability of capital, portfolio
diversification, and consequent reductions in macro-
economic volatility and the disciplining effect on
macro-economic policies. With these reforms already
implemented in the first round, the Reserve Bank of
India (1997) appointed a committee under S. S.
Tarapore to lay out a road map towards full capital
account convertibility
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