
III.1 The slowdown in global demand
and credit market shocks adversely
impacted India’s balance of payments
(BoP) in 2008-09 (April-December). The
BoP position was marked by a widened
trade deficit, a record level of current
account deficit (CAD) and lower net
capital inflows. During the third quarter
of 2008-09, export growth turned negative
for the first time since 2001-02, while
import growth touched a single digit. At
the same time, large net outflows under
portfolio investment and large repayments
under short-term trade credit led to a lower
capital account surplus during April-
December 2008. Except FDI and NRI
deposits, all other components of capital
flows declined in net terms. Reflecting
these developments, India’s foreign

exchange reserves on BoP basis declined
by US $ 20.4 billion during April-December
2008 (US $ 53.8 billion including valuation
losses). As on April 10, 2009, the foreign
exchange reserves stood at US $ 253.0
billion.

International Developments

III.2 The world economy experienced a
synchronized downturn extending to the
emerging markets with steeper fall in output
and trade than earlier anticipated. Global
economic activity continued to contract
with the advanced economies experiencing
their sharpest declines in the post-World
War II period, notwithstanding policy
efforts. The financial sector deleveraging
in conjuction with weak credit markets,
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In the face of deteriorating external environment, the adverse effects of the contagion
transmitting through different components of India’s balance of payments (BoP) could
largely be contained through policy actions. Reflecting higher trade and current account
deficits in the face of lower net capital inflows, the foreign exchange reserves of India
(excluding valuation effects) fell by US$ 20.4 billion during April-December 2008, even
though the foreign exchange reserves level (including valuation effects) fell more sharply
by US$ 53.8 billion during the same period, reflecting the impact of large volatility in
major international currencies. The effect of the external shocks transmitting to India
through the BoP could thus be contained with loss of reserves mainly in the third quarter
of 2008-09, when the global crisis deepened and spread significantly with more visible
real effects. Even though significant moderation in international oil prices in the second
half of 2008-09 relieved the pressures on BoP  through deceleration in import growth,
slowdown in exports on account of contracting global demand, large reversal in portfolio
flows, and reduced inflows of debt capital on account of the  adverse global credit market
conditions exerted  sustained pressures on the BoP. Notwithstanding these adverse
developments, sustained interest in India as a long-term investment destination and a
comfortable reserve position suggest that the external sector could continue to support
stability and growth.

 III. THE EXTERNAL ECONOMY
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falling production and rapidly shrinking
global trade, have led to a situation of a
more prolonged recession. The impact is
visible not only in the financial markets
but also in the real economy across the
globe. Significant fall in various asset
prices, the end of a housing construction
boom in a number of countries and fall in
consumer and business sentiments are
weighing on economic activity. While all
major advanced economies including the
US, Euro Area, Japan and the UK
witnessed recessionary conditions in the
fourth quarter of 2008, the growth in
EMEs also showed significant moderation
(Table 20).

III.3 Uncertainty surrounding the
global economic outlook remains high
mainly stemming from a scenario of
ongoing financial market turmoil affecting
the real economy more adversely than
previously anticipated. Since the official
recognition of recession in the US, the UK,
the Euro Area and Japan, the downside
risks to the global economy have
increased. According to the forecast
released by the International Monetary
Fund (IMF) on March 19, 2009, world
output is projected to contract by 0.5-1.0
per cent in 2009 as compared with a
growth of 3.2 per cent in 2008, before
recovering gradually in 2010  (Table 21).

(Per cent)

Region/Country 2007 2008 P 2009 P 2008

Q1 Q2 Q3 Q4

1 2 3 4 5 6 7 8

Advanced Economies
Euro area 2.6 0.9 * -3.2 * 2.2 1.5 0.6 -1.3

Japan 2.4 -0.7 * -5.8 * 1.5 0.7 -0.2 -4.6

Korea 5.0 4.1 3.5 5.5 4.3 3.1 -3.4

UK 3.0 0.7 -2.8 2.6 1.7 0.2 -2.0

US 2.0 1.1 * -2.6 * 2.5 2.1 0.7 -0.8

OECD Countries 2.6 1.2 -0.4 2.6 1.8 0.8 -1.6

Emerging Economies
Argentina 8.7 6.5 3.6 8.5 7.8 6.9 4.9

Brazil 5.7 5.8 1.8 6.1 6.2 6.8 1.3

China 13.0 9.0 6.7 10.6 10.1 9.0 6.8

India 9.0# 7.1 # 5.3 @ 8.8 7.9 7.6 5.3

Indonesia 6.3 6.1 5.5 6.3 6.4 6.1 5.2

Malaysia 6.3 5.8 4.8 7.4 6.7 4.7 0.1

Thailand 4.8 4.7 4.5 6.0 5.3 3.9 -4.3

P : IMF Projections.
* : Based on the revised data released in the IMF’s WEO Update of March 19, 2009.
# : Data relate to fiscal years based on the C.S.O. estimates.
@ : IMF Public Information Notice No.09/35 dated March 17, 2009; fiscal year projections.
Source : International Monetary Fund; The Economist; and the OECD.

Table 20: Real GDP Growth Rates – Global Scenario
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III.4 According to the IMF, the US
economy is projected to contract by 2.6
per cent in 2009 (as against an increase
of 1.1 per cent in 2008) as households
respond to depreciating real and financial
assets and tightening financial conditions.
Similarly, real GDP in the Euro Area is
also projected to decline by 3.2 per cent
in 2009 (as against an increase of 0.9 per

cent in 2008) due to sharp decline in
external demand, the impact of housing
market corrections in some member states,
intensification of financing constraints and
falling confidence. The Japanese GDP has
already shown contraction by 4.6 per cent
in the fourth quarter of 2008 reflecting
sluggish domestic demand and sharp
decline in exports and business

 Item 2006 2007 2008P 2009P

 1 2 3 4 5

I. World Output (per cent change) # 5.1 5.2 3.2+ -1.0 to -0.5+
 (3.9) (3.8)

i) Advanced Economies 3.0 2.7 0.8+ -3.5 to -3.0+
 ii) Other Emerging Market and Developing Countries 7.9 8.3 6.1+ 1.5 to 2.5+
 of which: Developing Asia 9.8 10.6 7.8 5.5

II. Consumer Price Inflation (per cent)  
 i) Advanced Economies 2.4 2.1 3.5 0.3

ii) Other Emerging Market and Developing Countries 5.4 6.4 9.2 5.8
of which: Developing Asia 4.2 5.4 7.8 6.2

III. Net Capital Flows* (US $ billion)
i) Net Private Capital Flows (a+b+c)** 223.0 632.8 528.6 286.6

 a) Net Private Direct Investment 246.0 379.0 443.6 414.6
 b) Net Private Portfolio Investment -107.3 54.5 -6.6 -89.1
 c) Net Other Private Capital Flows 84.4 199.5 91.8 -38.7
 ii) Net Official Flows -158.0 -140.7 -158.6 -135.4

IV. World Trade @  
 i) Trade Volume 9.4 7.2 4.1 -2.8
 ii) Export Volume@@ 8.5 6.0 2.0 -9.0

iii) Trade Price Deflator 5.0 8.1 15.3 0.2

V. Current Account Balance (per cent to GDP)
i) US -6.0 -5.3 -4.6 -3.3
ii) China 9.4 11.3 9.5 9.2
iii) Middle East 21.1 18.4 22.9 17.1

P : IMF Projections.
+ : Based on the revised data released in the IMF’s WEO Update of March 19, 2009.
# : Growth rates are based on exchange rates at purchasing power parities. Figures in parentheses are growth rates

at market exchange rates as given in World Economic Outlook October 2008 and WEO Update of January 28,
2009 and March 19, 2009.

 * : Net capital flows to emerging market and developing countries.
** : On account of data limitations, flows listed under ‘Net private capital flows’ may include some official flows.
@ : Average of annual percentage change for world exports and imports of goods and services.
@@  : Average of annual percentage change for world exports of goods and services according to the WTO.
Source : World Economic Outlook (October 2008), WEO Update (January 28, 2009 and March 19, 2009),

International Monetary Fund.

Table 21: Select Economic Indicators – World
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investment. Real GDP in Japan is
projected to record a decline of 5.8 per cent
in 2009 as the support to growth from net
exports is expected to decline further.
Financial conditions continue to present
significant downside risks. Considerable
uncertainty still remains about the extent
and duration of the economic downturn
in affected economies stemming from
the crisis.

III.5 The growth rates in the emerging
and developing economies, which were
earlier considered to be resilient to the
global financial disruptions, are also
projected to slow appreciably to 1.5-2.5 per
cent in 2009. Growth fell sharply across a
broad spectrum of emerging economies,
reflecting the confluence of weakening
external demand, tightening financing
constraints and falling commodity prices.
The IMF projects that Developing Asia will
grow by 5.5 per cent in 2009 (7.8 per cent
in 2008). While China’s growth is projected
to moderate from 9.0 per cent in 2008 to
6.7 per cent in 2009, growth for India is
placed at 5.3 per cent for 2009-10 (6.3 per
cent in 2008-09) by the IMF. Nevertheless,
the economic outlook for the EMEs still
remains relatively positive when compared
to advanced economies, but uncertainties
about their resilience to the global shocks
have considerably increased. The impact of
the financial crisis is already in evidence
in the currency and equity markets and in
the capital outflows from the EMEs.
However, the macroeconomic impact on the
EMEs, including India, has so far been
contained somewhat by the strength of
domestic demand.

III.6 According to the IMF projections,
world trade volume is expected to decline
by 2.8 per cent in 2009, however, export
volume of emerging and developing
economies is projected to decline
marginally by 0.8 per cent (see Table 21).
The World Trade Organisation (WTO) has
also projected that the collapse in global
demand will drive exports volume down
by 9 per cent in 2009, the biggest
contraction since the World War II.

III.7 According to the IMF's
International Financial Statistics, world
merchandise exports, in dollar terms, grew
by 22.6 per cent during January-September
2008, but subsequently declined during
October-December 2008 by 10.1 per cent.
The contraction in exports could be
attributed to declining demand, falling
production and a sharp shrinkage in
credit to finance trade (WTO, 2009). The
overall world exports during 2008
remained marginally higher than a year
ago, mainly because of the higher export
growth recorded in the first half of 2008
(Table 22).  Exports from advanced
economies showed a sharp deceleration,
reflecting the impact of well entrenched
recession. Exports from emerging and
developing economies during 2008 grew
sharply up to September 2008. However,
a sharp shrinkage occurred since October,
which subsequently got worsened with a
rapid fall in export growth emanating from
deteriorating external demand, sharp fall
in commodity prices and severe constraints
in accessing trade credit in the
international markets.
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Banks, and using  additional resources from
IMF gold sales for concessional finance for
the poorest countries. At the same time,
attention has also been drawn to the need
for credible exit strategies to ensure long-
term fiscal sustainability and price stability
(Box 1).

Merchandise Trade

III.9 The impact of global slowdown
was felt more severely on India’s external
demand, evident in the negative growth of
merchandise exports that set in the third
quarter of 2008-09. Imports growth also
witnessed sharp slowdown in tandem as
domestic activity slowed down rapidly.
India’s merchandise exports, which
remained buoyant till August 2008
decelerated in September 2008 and
thereafter recorded continuous negative
growth till February 2009, under the
impact of the global economic slowdown
(Chart 8). With the result, exports during
2008-09 (April-February)  recorded a
lower growth of 6.4 per cent than 28.4 per
cent a year ago. Imports during 2008-09
(April-February) also recorded a lower
growth due to deceleration in growth of
both petroleum, oil and lubricants (POL)
and non-POL imports. During 2008-09
(April-February), POL imports showed a
growth of 24.4 per cent lower than 35.3 per
cent a year ago. Non-POL imports also
exhibited moderation in growth during this
period to 15.0 per cent from 42.6 per cent a
year ago. Thus, merchandise trade deficit
during 2008-09 (April-February)   widened
to US$ 113.8 billion from US $ 82.2 billion
a year ago (Table 23).

(Per cent)

Region/Country 2007 2008

1 2 3

World 13.9 14.3

Advanced Economies 13.5 11.3

Emerging and
Developing Economies 14.7 21.1
China 25.6 17.3
France 12.3 9.8
Germany 18.0 10.8
India 21.5 20.6
Indonesia 14.7 24.4
Japan 7.8 12.3
Korea 14.1 13.6
Malaysia 9.6 19.1
Singapore 10.1 13.0
Thailand 17.0 12.9
US 12.0 11.9

Source : International Financial Statistics, International
Monetary Fund; DGCI&S for India.

Table 22: Growth in Exports -
Global Scenario

III.8 In response to the global economic
slowdown, various national level as well
as coordinated global monetary and fiscal
policy measures have been put in place. The
G-20 member countries on April 2, 2009
resolved to restore confidence, growth and
jobs; repair the financial system to restore
lending; strengthen financial regulation to
rebuild trust; fund and reform the
international financial institutions; promote
global trade and investment and reject
protectionism; and build an inclusive and
sustainable recovery. This would be
pursued through undertaking a concerted
fiscal expansion (US $5 trillion), providing
additional resources through international
financial institutions and trade finance,
trebling of resources to the IMF, supporting
a new SDR allocation and additional
lending by the Multilateral Development
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Box 1: The G-20 Communique

According to the Press Communique of the
meeting of the G-20 member countries held
on April 2, 2009 in London, the members have
planned to undertake a concerted fiscal
expansion amounting to US $5 trillion to
resolve the global crises. They further agreed
for over US $1 trillion of additional resources
for the world economy through international
financial institutions and trade finance.  It was
agreed to treble resources available to the IMF
(US $750 billion), to support a new SDR
allocation (US $250 billion), to support
additional lending by the Multilateral
Development Banks (at least US $100
billion), to ensure support for trade finance
(US $250 billion), and to use the additional
resources from agreed IMF gold sales for
concessional finance for the poorest
countries. The G-20 countries have
additionally pledged to put in place credible
exit strategies to ensure long-term fiscal
sustainability and price stability. The
following major initiatives were agreed:

• Even-handed and independent IMF
surveillance of member economies and
financial sectors, of the impact of policies
on others, and of risks facing the global
economy.

• Establish the much greater consistency and
systematic co-operation between countries,
and the framework of internationally
agreed high standards.

• A new Financial Stability Board (FSB) will
be established with a strengthened
mandate, as a successor to the Financial

Stability Forum (FSF), including all G-20
countries, FSF members, Spain, and the
European Commission. The FSB should
collaborate with the IMF to provide early
warning of macroeconomic and financial
risks and the actions needed.

• Regulation and oversight should be
extended to all the systemically important
financial institutions, instruments and
markets including, for the first time,
systemically important hedge funds.

• FSB and the IMF to monitor progress,
working with the Financial Action Taskforce
and other relevant bodies, and to provide a
report to the next meeting of the G-20
Finance Ministers in Scotland in November.

• IMF should implement the package of
quota and voice reforms agreed in April
2008 and complete the next review of
quotas by January 2011. For World Bank
also, similar reform should be completed
on an accelerated timescale, to be agreed
by the 2010 Spring Meetings.

• The G-20 members have committed to
refrain from raising new barriers to
investment or to trade in goods and services,
imposing new export restrictions, or
implementing World Trade Organisation
(WTO) inconsistent measures to stimulate
exports.

• The G-20 members should not retreat into
financial protectionism, particularly
measures that constrain worldwide capital
flows, especially to developing countries.

III.10 The commodity-wise exports data
available for the period April-November
2008 revealed that manufactured goods

continued to maintain the largest share at
64.7 per cent, followed by petroleum
products (18.3 per cent) and primary
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(US $ billion)

Item 2007-08 R 2007-08 R 2008-09 P

April-February

1 2 3 4

Exports 162.9 145.6 154.9
Oil 28.4 24.3 21.6*
Non-oil 134.5 121.3 96.7*

Imports 251.4 227.9 268.7
Oil 79.6 70.6 87.8
Non-oil 171.8 157.3 181.0

Trade Balance -88.5 -82.2 -113.8
Non-Oil Trade
Balance -37.3 -36.0 -36.4*

Variation (Per cent)

Exports 28.9 28.4 6.4
Oil 51.8 42.6 25.3*
Non-oil 24.9 25.9 16.0*

Imports 35.4 40.2 17.9
Oil 39.4 35.3 24.4
Non-oil 33.6 42.6 15.0

R : Revised.   P : Provisional.
* : April-November
Source : DGCI&S.

Table 23: India’s Merchandise Trade

products (14.9 per cent). During April-
November 2008, engineering goods and
chemicals and related products showed

higher growth in exports, while agriculture
and allied products, ores and minerals,
leather and manufactures, textiles and
textile products, gems and jewellery and
petroleum products showed deceleration.
The  handicrafts exports declined during
the same period (Table 24).

III.11 Destination-wise, during April-
November 2008, developing countries
continued to remain the major markets for
India’s exports with a share of 39.9 per
cent, followed by OECD countries and the
OPEC (Chart 9). The US with a share of
11.9 per cent continued to be the single
largest export destination of India, though
its share declined over the previous year.
The US was followed by the UAE,
Singapore, China and Hong Kong. Region-
wise details available for April-November
2008 indicated that the growth rate of
India’s exports to major regions except the
OPEC declined (Table 25).

III.12 The commodity-wise imports
data for the period April-November 2008
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indicated that POL imports showed sharp
rise of 58.8 per cent as compared with
20.8 per cent a year ago on account of
high international crude oil prices that
prevailed during April-September 2008.

Non-POL imports witnessed moderation
in growth mainly due to decline in
imports of gold and silver and electronic
goods. The period (April-November
2008) also witnessed deceleration in

Commodity Group  US $ billion Variation (Per cent)

2007-08 2007-08 R 2008-09 P 2007-08 2007-08 2008-09

April-November April-November

1 2 3  4 5  6 7

1. Primary Products 27.5 15.2 17.6 39.8 31.8 16.1

of which:
a) Agriculture and Allied Products 18.4 10.2 12.6 45.1 35.5 23.4

b) Ores and Minerals 9.1 5.0 5.1 30.2 24.8 1.2

2. Manufactured Goods 102.9 65.4 76.5 21.2 20.5 16.9

of which:
a) Chemicals and Related Products 21.2 13.1 15.6 22.2 18.1 18.5

b) Engineering Goods 37.4 23.1 30.6 26.3 23.8 32.6

c) Textiles and Textile Products 19.4 12.5 12.9 11.8 11.4 3.6

d) Gems and Jewellery 19.7 13.3 13.7 23.2 28.0 3.0

3. Petroleum Products 28.4 17.2 21.6 51.8 34.4 25.3

4. Total Exports 162.9 100.6 118.3 28.9 24.5 17.6

Memo:

Non-oil Exports 134.5 83.3 96.7 24.9 22.7 16.0

R : Revised. P : Provisional.
Source : DGCI&S.

Table 24: Exports of Principal Commodities
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Group/Country  US $ billion Variation (Per cent)

2007-08 2007-08 R 2008-09 P 2007-08 2007-08 2008-09

April-November April-November

1 2 3  4 5  6 7

Petroleum, Petroleum Products and
Related Material 79.6 47.6 75.6 39.4 20.8  58.8
Edible Oil 2.6 1.9 2.1 21.4 22.4  10.1
Iron and Steel 8.7 5.9 6.8 35.3 45.8 15.0
Capital Goods 70.8 36.6 40.6 50.5 34.4 11.0
Pearls, Precious and Semi-Precious Stones 8.0 6.1 10.6 6.5 22.5 73.4
Chemicals 9.9 6.6 9.5 26.5 25.5 44.1
Gold and Silver 17.9 13.6 13.0 22.0 41.1 -4.8
Total Imports 251.4 153.5 208.6 35.4 28.5 35.9

Memo:

Non-oil Imports 171.8 105.9 133.0 33.6 32.2 25.6
Non-oil Imports excluding Gold and Silver 153.9 92.3 120.1 35.1 31.0 30.1
Mainly Industrial Inputs* 141.7 84.1 104.6 35.4 30.3 24.4

R : Revised. P : Provisional.
* : Non-oil imports net of gold and silver, bulk consumption goods, manufactured fertilisers and professional instruments.
Source : DGCI&S.

Table 26: Imports of Principal Commodities

Group/Country  US $ billion Variation (Per cent)

2007-08 2007-08 R 2008-09 P 2007-08 2007-08 2008-09

April-November April-November

1 2 3  4 5  6 7

1. OECD Countries 62.6 40.9 45.2 20.4 20.7 10.5
 of which:
EU 32.9 21.8 25.4 27.6 29.5 16.7
North America 22.0 14.5 14.9 10.0 10.2 3.1

US 20.7 13.7 14.0 9.8 10.2 2.6
2. OPEC 26.7 17.2 23.6 28.8 25.0 37.2

of which:
UAE 15.6 10.1 13.3 29.9 25.9 31.7

3. Developing Countries 69.6 41.0 47.2 37.1 28.4 15.2
of which:
Asia 51.5 30.0 34.3 36.9 26.2 14.3

People’s Republic of China 10.8 5.9 5.2 30.6 24.4 -11.9
Singapore 7.4 4.5 6.0 21.4 7.1 33.9

4. Total Exports 162.9 100.6 118.3 28.9 24.5 17.6

R : Revised. P : Provisional.
Source : DGCI&S.

Table 25: Direction of India’s Exports

imports of iron and steel and edible oil,
while fertilisers recorded higher growth
(Table 26).

III.13 Source-wise, during April-
November 2008, the OPEC had the highest
share in India’s imports, followed by
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developing countries and the OECD
countries. China was the single largest source
of imports, with a share of 10.0 per cent in
total imports, followed by Saudi Arabia, the
UAE, the US, Iran  and Switzerland.

Balance of Payments

Current Account

III.14 The impact of the rapid shrinkage
in global demand and trade was particularly
felt on India’s current account in Q3 of
2008-09 with widening trade deficit, some
moderation in services exports and
remittances and the consequent expansion
in current account deficit. India’s current
account deficit increased to US$ 36.5 billion
in April-December 2008 from US$ 15.5
billion in April-December 2007 mainly led
by larger trade deficit on account of higher
growth in imports coupled with a slowdown
in export growth (Table 27 and Chart 10).
On BoP basis, while merchandise exports

increased by 17.5 per cent during April-
December 2008 (21.9 per cent in April-
December 2007), import payments recorded
a growth of 30.6 per cent during the same
period (28.3 per cent in April-December
2007). The lower growth of exports mainly
reflected negative growth of 10.4 per cent
during the third quarter, due to global
economic slowdown. After remaining
buoyant for almost six years, the growth in
imports decelerated to single digit during the
third quarter mainly led by lower crude oil
prices. Overall, the trade deficit was higher
at US$ 105.3 billion during April-December
2008 as compared with US$ 69.3 billion in
April-December 2007.

III.15 The widening of trade deficit during
April-December 2008 could be attributed to
higher import payments reflecting high
international commodity prices,
particularly crude oil prices during the first
half of 2008-09 (Chart 11).

Table 27: India’s Balance of Payments
(US$ billion)

Item 2007-08 PR    2007-08 PR 2008-09 P

Apr-Mar Apr-Jun Jul-Sep Oct-Dec Apr-Dec Apr-Jun Jul-Sep Oct-Dec Apr-Dec

1 2 3 4 5 6 7 8 9 10

Exports 166.2 34.4 38.3 41.0 113.6 49.1 47.7 36.7 133.5

Imports 257.8 56.3 59.5 67.0 182.9 79.6 86.2 73.0 238.9

Trade Balance -91.6 -22.0 -21.2 -26.1 -69.3 -30.5 -38.5 -36.3 -105.3

Net Invisibles 74.6 15.3 16.9 21.5 53.8 21.5 25.7 21.7 68.9

Current Account Balance -17.0 -6.7 -4.3 -4.5 -15.5 -9.0 -12.8 -14.6 -36.5

Net Capital Account 108.0 17.8 33.2 31.0 82.0 11.1 7.9 -3.7 15.3 

Overall Balance* 92.2 11.2 29.2 26.7 67.2 2.2 -4.7 -17.9 -20.4 

Memo:          

Export growth (%) 28.9 15.8 17.0 33.0 21.9 43.0 24.6 -10.4 17.5 

Import growth (%) 35.2 20.9 22.2 41.9 28.3 41.3 44.9 8.9 30.6 

Invisibles receipts growth (%) 29.7 19.8 36.8 33.2 30.1 28.4 32.9 -0.6 18.8

Invisibles payments growth (%) 18.7 17.3 17.0 6.9 13.2 15.5 14.3 -2.1 8.7 

*: Overall balance includes errors and omissions.        PR: Partially Revised.        P: Preliminary.



The External Economy

35

Invisibles

III.16 Gross invisibles receipts witnessed
a lower growth of 18.8 per cent during
April-December 2008 (30.1 per cent in the
corresponding period of the previous year)
mainly due to slow pace of growth in travel,
business services and investment income
receipts (Table 28). Similarly, invisibles
payments also showed a lower growth of

8.7 per cent in April-December 2008 (13.2
per cent in April-December 2007) largely
on account of slowdown in payments
relating to travel, software services and a
number of business and professional
services. Net invisibles (invisibles receipts
minus payments) increased by 28.1 per cent
during April-December 2008, primarily led
by receipts under private transfers and
software services. At this level, the
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invisibles surplus financed about 65.4 per
cent of trade deficit during April-December
2008 as against 77.6 per cent during April-
December 2007.

Capital Account

III.17 The adverse impact of the global
financial market turmoil and liquidity
problems on India’s BoP was felt in terms
of reversal of FIIs inflows and decline in
long-term and short-term debt flows. A
positive development was, however,
turnaround in NRI flows and resilience of
FDI inflows in the face of reversal of capital
flows, reflecting the attractiveness of India
as a long term investment destination. The
capital account balance moderated during
April-December 2008 mainly due to higher
gross capital outflows coupled with lower

gross capital inflows (Chart 12). While the
gross capital inflows declined to US $ 246.4
billion during April-December 2008 from
US $ 291.8 billion in April-December 2007,
the gross capital outflows increased to US
$ 231.1 billion from US $ 209.8 billion
during the same period. The higher gross
capital outflows were mainly an outcome
of the developments during the third quarter
of 2008-09, which was characterised by
large portfolio outflows and higher
repayments under short-term trade credits
to India resulting in a negative quarterly
capital account balance, a position last
observed in the first quarter of 1998-1999.

III.18 Notwithstanding the deepening of
the global financial and economic crisis, net
inward FDI into India remained buoyant at
US$ 27.4 billion during April-December

Table 28: Invisibles Gross Receipts and Payments
(US $ million)

Item       Invisibles Receipts      Invisibles Payments

       April-March          April-December     April-March April-December

2006-07 2007-08 2007-08 2008-09 2006-07 2007-08 2007-08 2008-09
 PR  PR P  PR  PR P

1 2 3 4 5 6 7 8 9

1. Travel 9,123 11,349 7,731 8,214 6,684 9,254 6,472 6,857
2. Transportation 7,974 10,014 6,843 7,961 8,068 11,514 8,128 10,282
3. Insurance 1,195 1,639 1,152 1,058 642 1,044 730 803
4. Govt. not included elsewhere 253 330 252 308 403 376 313 438
5. Transfers 31,470 44,259 29,764 37,413 1,391 2,315 1,333 2,337
6. Income 9,308 14,268 9,587 10,909 16,639 19,185 14,244 14,250

Investment Income 8,926 13,808 9,288 10,273 15,688 18,089 13,481 13,258
Compensation of  employees 382 460 299 636 951 1,096 763 992

7. Miscellaneous 55,235 66,745 48,117 56,991 28,514 30,324 18,454 19,019
Of  which:
Software 31,300 40,300 27,494 34,620 2,267 3,058 2,332 2,361
Non-Software 23,935 26,445 20,623 22,371 26,247 27,266 16,122 16,658

Total (1 to 7) 114,558 148,604 103,446 122,854 62,341 74,012 49,674 53,986

P : Preliminary. PR : Partially Revised. 



The External Economy

37

31.7 billion during 2008-09 so far (April-
February) as compared with US$ 27.6
billion in the corresponding period of the
previous year (Table 30). During the same
period, FDI was channeled mainly into

2008 (US$ 20.0 billion in April-December
2007), reflecting the relative attraction of
India as an investment destination and the
continuing liberalization measures to attract
FDI (Table 29). Gross inward FDI was US$

Table 29: Net Capital Flows
(US$ million) 

Item April-March April-December

2006-07 2007-08 PR 2007-08 PR 2008-09 P

1 2 3 4 5

1. Foreign Direct Investment (FDI) 7,693 15,401 6,905 15,373
Inward FDI 22,739 34,236 20,039 27,357
Outward FDI 15,046 18,835 13,134 11,984

2. Portfolio Investment 7,060 29,556 33,292 -11,341

Of which:     
FIIs 3,226 20,327 24,471 -12,408
ADRs/GDRs 3,776 8,769 8,390 1,142

3. External Assistance 1,775 2,114 1,274 1,861
4. External Commercial Borrowings 16,103 22,633 17,410 7,114
5. NRI Deposits 4,321 179 -931 2,115
6. Banking Capital excluding NRI Deposits -2,408 11,578 6,862 -2,244
7. Short-term Trade Credit 6,612 17,183 10,719 547
8. Rupee Debt Service -162 -121 -45 -33
9. Other Capital 4,209 9,470 6,478 1,900
Total (1 to 9) 45,203 1,07,993 81,964 15,292

 P : Preliminary. PR : Partially Revised.
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manufacturing (21.1 per cent) followed by
financial services (17.4 per cent) and
construction sector (10.1 per cent). Net
outward FDI from India also continued to
remain high at US$ 12.0 billion in April-
December 2008 (US$ 13.1 billion invested
in April-December 2007) with net outward
flows of US$ 5.9 billion in Q3 of 2008-09.
Thus, despite the deterioration in global
credit markets, Indian companies,
particularly in the mineral sector, continued
their overseas expansion raising resources
from the domestic markets.

III.19 Portfolio investment, primarily
comprising foreign institutional investors’
(FIIs) investments and American
Depository Receipts (ADRs)/Global
Depository Receipts (GDRs), witnessed net
outflows in April-December 2008 as against
net inflows in the corresponding period of
the previous year. Outflows under portfolio
investment were led by large sales of
equities by FIIs in the Indian stock market
and slowdown in net inflows under ADRs/
GDRs due to drying-up of liquidity in the

overseas market. During 2008-09, FIIs
recorded a net outflow of US $ 15.0 billion
as against net inflows of US$ 20.3 billion a
year ago. In the current financial year, upto
April 10, 2009, there was net inflows under
FIIs to the tune of US $ 0.9 billion as against
net outflows of US $ 1.5 billion during the
same period last year.

III.20 Banking capital mainly consists of
foreign assets and liabilities of commercial
banks. NRI deposits, which constitute
major part of the foreign liabilities,
recorded a net inflow of US$ 2.1 billion in
April-December 2008, a turnaround from
net outflow of US$ 0.9 billion in April-
December 2007, responding to the hikes in
the ceiling interest rates on non-resident
deposit schemes. Including other
components, total banking capital, in net
terms, turned marginally negative to US$
0.1 billion during April-December 2008 as
against net inflows of US$ 5.9 billion
during April-December 2007. According
to the latest available information, net
inflows under NRI deposits increased to
US$ 2.8 billion during April-February of
2008-09.

III.21 Reflecting the tight liquidity
conditions in the overseas credit markets
and increased cost of borrowings, gross
inflows under external commercial
borrowings (ECBs) to India moderated
sharply during April-December 2008.
However, ECB repayments by Indian
companies increased marginally during
April-December 2008.  As a result, the net
inflows under ECBs slowed down to US$
7.1 billion in April-December 2008 (US$
17.4 billion in April-December 2007).

Table 30:Capital Flows in 2008-09
(US $ billion)

Component Period 2007-08 2008-09

1 2 3 4

FDI  to India April-February 27.6 31.7

FIIs (net) April-March 20.3 (-)15.0

ADRs/GDRs April-March 8.8 1.2

ECB Approvals April-February 26.5 17.2

NRI Deposits (net) April-February (-) 0.3 2.8

FDI : Foreign Direct Investment.               
FII : Foreign Institutional Investors. 
ECB : External Commercial Borrowings.  
NRI : Non Resident Indians.
ADR : American Depository Receipts.       
GDR : Global Depository Receipts.
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During 2008-09 so far (April-February),
approvals under ECBs remained low at US$
17.2 billion as compared with US$ 26.5
billion a year ago.

III.22 Despite tightness in overseas credit
markets, gross disbursements of short-term
trade credit at US$ 31.4 billion during
April-December 2008 were comparable
with US$ 32.2 billion in April-December
2007. However, repayments of short-term
trade credit increased to US$ 30.8 billion
during April-December 2008 from US$
21.5 billion during April-December 2007
mainly due to some problems in rollover
observed during the third quarter of 2008-
09. Net short-term trade credit stood at US$
0.5 billion (inclusive of suppliers’ credit up
to 180 days) during April-December 2008
as compared with US$ 10.7 billion during
the same period of the previous year.

Foreign Exchange Reserves

III.23 A sharp expansion in CAD in Q3
of 2008-09 alongwith net capital outflows

resulted in the outgo of foreign exchange
reserves to the extent of US $ 17.9 billion
(excluding valuation). This magnitude of
decline in reserves in a single quarter,
although led to some stress on the exchange
rate, was managed without creating
disruptions in the financial markets. This
level of decline in reserves was the highest
during any one quarter in earlier years; a
decline of US$ 4.7 billion in reserves was
last observed in the third quarter of 2005-06.
As a result of this, foreign exchange
reserves on BoP basis (i.e., excluding
valuation) declined by US$ 20.4 billion in
April-December 2008 as against accretion
to reserves of US$ 67.2 billion in April-
December 2007 (Chart 13). Taking into
account the valuation effect, foreign
exchange reserves recorded a decline of
US$ 53.8 billion during April-December
2008 as against an accretion of US$ 76.1
billion in April-December 2007. Valuation
losses, reflecting the depreciation of
major currencies against the US dollar
accounted for US$ 33.4 billion or 62.1
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per cent of the total decline in foreign
exchange reserves during April-December
2008.

III.24 India’s foreign exchange reserves
were US$ 252.0 billion as at end-March
2009, showing a decrease of US$ 57.7
billion over end-March 2008 (including
valuation losses) (Table 31). The foreign
exchange reserves, however, increased to
US $ 253.0 billion as on April 10, 2009.

III.25 The overall approach to the
management of India’s foreign exchange
reserves in recent years reflects the
changing composition of the balance of
payments and the ‘liquidity risks’
associated with different types of flows and

other requirements. Taking these factors
into account, India’s foreign exchange
reserves continued to be at a level consistent
with the rate of growth, the size of the
external sector in the economy and the size
of risk-adjusted capital flows.

External Debt

III.26 India’s external debt did not show
a significant increase in Q3 of 2008-09 due
to a decline in short-term debt. The ratio of
short-term debt to total debt and the debt-
service ratio remained at a reasonably low
level. Recording an increase of around US$
6.2 billion (2.8 per cent) over end-
September 2008, India’s total external debt

Table 31: Foreign Exchange Reserves
(US $ million)

Month Gold SDR Foreign Reserve Total Memo:
Currency Position (2+3+4+5)  Outstanding Net

Assets in the IMF Forward  Sales (-) /
Purchases (+) of US

dollar by the Reserve
Bank at the end

of the month

1 2 3 4 5 6 7

March 2007 6,784 2 191,924 469 199,179 –
March 2008 10,039 18 299,230 436 309,723  (+) 14,735
April 2008 9,427 18 304,225 485 314,155  (+) 17,095
May 2008 9,202 11 304,875 526 314,614  (+) 15,470
June 2008 9,208 11 302,340 528 312,087  (+) 13,700
July 2008 9,735 11 295,918 512 306,176  (+) 11,910
August 2008 8,692 4 286,117 496 295,309  (+) 9,925
September 2008 8,565 4 277,300 467 286,336  (+) 2,300
October 2008 8,382 9 244,045 447 252,883  (+) 90
November 2008 7,861 3 238,968 854 247,686 (-) 487
December 2008 8,485 3 246,603 877 255,968 (-) 1,752
January 2009 8,884 3 238,894 830 248,611 (-) 1,723
February 2009 9,746 1 238,715 816 249,278 (-) 1,953
March 2009 9,577 1 241,426 981 251,985 –
April 2009* 9,577 1 242,423 976 252,977 –

* : As on April 10, 2009.       – : Not Available.
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Table 32: India’s External Debt
(US $ million)

Item End- End- End- End- End-
March March June September December

2007 2008 2008 2008 2008

1 2 3 4 5 6

1. Multilateral 35,337 39,490 39,644 38,911 39,892
2. Bilateral 16,065 19,702 18,729 18,837 21,427
3. Trade Credit (above 1 year) 7,165 10,389 11,075 12,324 13,944
4. External Commercial Borrowings 41,443 62,504 61,231 61,568 66,158
5. NRI Deposit 41,240 43,672 42,612 40,622 40,296
6. Rupee Debt 1,951 2,016 1,866 1,707 1,652
7. Long-term (1 to 6) 143,201 177,773 175,157 173,969 183,369
8. Short-term 28,130 46,999 48,619 50,676 47,477

Total (7+8) 171,331 224,772 223,776 224,645 230,846

Memo: (Per cent)

Total debt /GDP 18.1 19.0 .. .. ..
Short-term/Total debt 16.4 20.9 21.7 22.6 20.6
Short-term debt/Reserves 14.1 15.2 15.6 17.7 18.5
Concessional debt/Total debt 23.1 19.7 19.1 18.5 18.7
Reserves/Total debt 116.2 137.8 139.5 127.5 110.9
Debt Service Ratio * 4.7 4.8 3.7 4.2 5.3

*: Relates to the corresponding fiscal year/quarter.                   .. : Not available.

stood at US $ 230.8 billion at end-
December 2008 (Table 32). The increase
in external debt stock was essentially due
to increase in long-term debt outstanding
by US$ 9.4 billion, especially commercial
borrowings and bilateral debt, during the
third quarter of 2008-09. Short-term debt,
however, declined by US$ 3.2 billion on
account of all the components, except FII
investment in government Treasury Bills
and corporate debt instruments, which
increased by US$ 543 million. NRI deposits
declined by US$ 0.33 billion over end-
September 2008 and stood at US$ 40.3
billion at end-December 2008 mainly
reflecting valuation changes. The US dollar
continued to be the leading currency in
which India’s external debt was

denominated, accounting for about 53.1 per
cent of total debt at end-December 2008.

III.27 Debt sustainability indicators
remained at a comfortable level at end-
December 2008. The debt service ratio was
placed at 5.3 per cent during the third quarter
of 2008-09. The ratio of short-term to total
debt decreased to 20.6 per cent while the
ratio of short-term debt to reserves increased
to 18.5 per cent at end-December 2008 from
22.6 per cent and 17.7 per cent, respectively,
at end-September 2008. India’s foreign
exchange reserves exceeded the external
debt by US$ 25.1 billion, providing a cover
of 110.9 per cent to the external debt stock
at the end of December 2008.

III.28 Based on residual maturity (an
important indicator for assessing the debt
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Table 33: International Investment Position of India
(US $ billion)

Item March March June September
 2007 PR 2008 PR  2008 PR 2008 P

1 2 3 4 5

A. Assets 247.6 384.1 377.9 358.2
(26.1) (32.5)

1. Direct Investment 30.9 49.8 52.7 55.9
2. Portfolio Investment 0.9 0.7 0.7 0.7

2.1 Equity Securities 0.5 0.6 0.6 0.6
2.2 Debt securities 0.4 0.1 0.1 0.0

3. Other Investment 16.6 23.9 12.4 15.3
3.1 Trade Credits 0.7 -0.1 -1.6 1.8
3.2 Loans 3.2 10.5 2.1 1.7
3.3 Currency and Deposits 8.5 8.2 6.4 5.5
3.4 Other Assets 4.2 5.2 5.6 6.4

4. Reserve Assets 199.2 309.7 312.1 286.3
(21.0) (26.2)

B. Liabilities 308.9 438.3 429.9 420.5
(32.6) (37.1)

1. Direct Investment 77.0 118.3 121.9 121.3
(8.1) (10.0)

2. Portfolio Investment 79.4 120.1 108.2 101.8
(8.4) (10.2)

2.1 Equity Securities 63.3 98.6 87.7 80.0
2.2 Debt securities 16.2 21.5 20.5 21.8

3. Other Investment 152.4 199.9 199.8 197.4
(16.1) (16.9)

3.1 Trade Credits 27.7 45.2 47.5 48.2
3.2 Loans 80.9 106.9 106.4 105.6
3.3 Currency and Deposits 41.7 44.8 43.6 41.5
3.4 Other Liabilities 2.1 3.0 2.3 2.0

C. Net Position (A-B) -61.3 -54.2 -52.1 -62.2
(-6.5) (-4.6)

PR : Partially Revised. P : Provisional.
Note : Figures in parentheses are percentage to GDP.

service liability in the short-run), the total
short-term residual maturity obligations
stood at US$ 90.0 billion, which accounted
for 39.0 per cent of the total external debt
outstanding at end-December 2008. The
total short-term debt in terms of residual
maturity (US$ 90.0 billion) at end-
December 2008 consists of short-term debt
based on original maturity at US$ 47.5
billion and long term external debt due for
payments within one year of US$ 42.5
billion. Out of these US$ 42.5 billion, the

NRI deposits constitute the major portion
(US$ 31.8 billion) and are expected to get
rolled over.

International Investment Position

III.29 India’s net international liabilities
increased by US $ 10.2 billion between
end-June 2008 and end-September 2008,
as the decline in international assets (US
$ 19.7 billion) exceeded that in international
liabilities (US $ 9.5 billion) (Table 33). The
decline in international assets was mainly
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on account of decrease in reserve assets
amounting to US $ 25.8 billion. However,
the direct investment and other investment
position increased between end-June 2008
and end-September 2008. On the other

hand, the decline in international liabilities
is mainly attributed to outflow by FIIs
from portfolio equity investment during
July-September 2008 and also due to the
effect of valuation changes.
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