II1. The External Economy

India’s external sector witnessed further
improvement with the vecovery seen in the
global economy as reflected in the
turnavound in exports, buoyancy in capital
inflows and further accretion to the
country’s foreign exchange veserves. Exports
recovered from 12 months of consecutive
decline and posted an average growth of
20.5 per cent during November 2009-
February 2010. Imports also turned avound
and exhibited an average growth of about
43.0 per cent during December 2009-
February 2010, mirvoving the impact of
stronyy vecovery in growth. India’s balance
of payments position during April-
December 2009 remained comfortable with
a modest increase in current account
deficit, despite a lower trade deficit, on
account of decline in invisibles suvplus.
There has been a turnaround in capital
inflows, mainly led by portfolio inflows,
reflecting the buoyant growth prospects of
the Indian economy. India’s foreign
exchange rveserves during 2009-10
increased by USS$ 27.1 billion to reach US$
279.1 billion as at end-March 2010. As
on April 9, 2010, foreign exchange veserves
stood at US$ 280.0 billion.

III.1 Reflecting the improving global
conditions, India's merchandise exports
have recovered since October 2009, after a
phase of twelve consecutive months of
decline. Imports have also shown a strong
turnaround since December 2009, driven by
the stronger recovery in growth. The balance
of payments (BoP) position during April-
December 2009 remained comfortable.

International Developments

[I.2 The international economic situation
improved further with most economies
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exhibiting acceleration in recovery during the
fourth quarter of 2009 on the back of revival
in world trade and industrial production.
Since the decline in industrial production
and exports had been sharper than in output
during the global recession, recovery in
industrial production and exports has also
been stronger than in output. Global
recovery, however, now seems to be multi-
paced, led by the EMEs and self-sustaining
recovery is yet to take hold.

III.3 Signs of recovery were particularly
firm in the fourth quarter data of various
economies (Chart III.1 a and b). Asia
continues to spearhead the global recovery.
Going forward, both advanced and emerging

market economies are expected to exhibit
stronger recovery in 2010, though the speed
would remain divergent across the countries
(Table II1.1). Stronger economic frameworks
and rapid policy responses have helped many
emerging economies to mitigate the impact
of the unprecedented external shocks.

II1.4 After a period of decline in world
trade over four consecutive quarters,
growth in world trade has turned around
(Chart III.1 c). According to the latest
monthly data from the IMF (International
Financial Statistics), world exports showed
a positive growth of 19.1 per cent in January
2010. This was in line with the rise in world
commodity prices. As per the WTO data, the

Table II1.1: Select Economic Indicators - World

Item 2007 2008 2009 2010P
1 2 3 4 5
I World Output (Per cent change) # 5.2 3.0 -0.8 3.9
(3.8) (1.8) (-2.1) (3.0)
i) Advanced Economies 2.7 0.5 -3.2 2.1
ii)  Other Emerging Market and Developing Countries 83 6.1 2.1 6.0
of which: Developing Asia 10.6 7.9 6.5 8.4
India 9.4 7.3 5.6 7.7
1L Consumer Price Inflation (Per cent)
i) Advanced Economies 2.2 3.4 0.1 13
ii)  Other Emerging Market and Developing Countries 6.4 9.2 5.2 6.2
of which: Developing Asia 5.4 7.5 3.0 3.4
III.  World Trade @
i)  Trade Volume 73 2.8 -12.3 5.8
ii)  Export Volume 7.4 2.8 -11.4 2.6
iii) Trade Price Deflator 8.1 11.2 -12.2 5.4
v Current Account Balance (Per cent to GDP)
iy US 5.2 -4.9 2.6 2.2
ii) China 11.0 9.8 7.8 8.6
iii) India -1.0 22 22 25
iv) Middle East 18.1 18.3 2.6 7.9
V. Net Capital Inflows## (US$ billion)
i)  Private Capital Inflows 887.8 667.1 435.2 721.6*
ii)  Official Capital Inflows 38.7 57.2 68.0 55.8%

P : IMF Projections.

# . Growth rates are based on exchange rates at purchasing power parities. Figures in parentheses are growth rates at market

exchange rates.

@ : Average of annual percentage change for world exports and imports of goods and services.

##
* . IIF Projections.

The source for data on net capital inflows to emerging market economies is International Institute of Finance (IIF).

Source : World Economic Outlook (WEO), October 2009 and WEO Update January 2010, International Monetary Fund.
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Chart I11.1: Key Global Indicators

a. Real GDP Growth (Year-on-Year)
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c. Quarterly World Merchandise Trade (Y-0Y)

d. Index of Industrial Production (Monthly variation)
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world merchandise exports increased by
10.3 per cent (sequential quarter-on-quarter)
in the fourth quarter of 2009, though on a
year-on-year basis, the increase was lower
at 3.9 per cent.

1.5 The recovery in advanced economies
was also evident in the growth of industrial
production (month over month) (ChartII1.1
d). With stronger recovery in EMEs and
given the easy global liquidity conditions,
capital inflows to EMEs have been projected
to revive in 2010, though may remain much
below the high level reached in the pre-
global crisis period (Chart III.1 e). The
persisting high unemployment has brought
to the fore the risk of jobless recovery, which
would influence country strategies on exit
(Chart IIL.1 f). Post-stimulus high levels of
public debt in advanced economies and the
challenges of recovering to pre-crisis levels
would remain a permanent concern for the
global economy in the post-crisis period
(Chart I1I.1 g and h).

.6 On the way forward, there are
significant risks to the global growth
outlook. On the downside, a key risk
emanates from differential growth and
inflation conditions across countries leading
to asymmetry in the timing of exit from
crisis-time supportive policies, which may
negatively impact global growth pattern and
its rebalancing, besides influencing
exchange rate and asset prices in EMEs
through shifts in the pattern of capital
flows. The impaired financial systems/
housing markets and rising unemployment
in key advanced economies may hold back
the recovery in household spending.
Another key risk to global growth at the
current juncture seems to be rising
sovereign risk, presently confined to parts
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of Europe but likely to extend over time to
other advanced economies. The other risk
is the threat of rising inflation if large fiscal
deficits are monetized. The still-low levels
of capacity utilisation and well-anchored
inflation expectations are expected to
contain inflationary pressures. Growing
concerns about worsening budgetary
positions and fiscal sustainability could
ruffle financial markets and stifle the
recovery by raising the cost of borrowing for
households and companies.

II1.7 The impact of the recovery in the
global economy on India’s external sector
was visible in the turnaround in exports and
continuation of capital inflows. Despite
concerns about protectionism as a response
to the global crisis, the recovery in world
trade projected for 2010 would improve the
export prospects for India. Easy global
liquidity conditions and higher growth
prospects of India could add momentum to
the revival in capital flows seen so far. The
de-coupling of recovery across countries and
the increasing divergence of inflationary
conditions were also reflected in India. This
suggests that while global developments
continue to impact India, there is greater
evidence of asymmetry, both in terms of the
pace of recovery and the headline inflation.

Merchandise Trade
Exports

[I1.8 Trade channel of the contagion from
the global crisis had affected India's export
performance, which declined over twelve
consecutive months. Since October 2009,
export growth has turned around (Chart I11.2).
Export growth averaged at 20.5 per cent during
November 2009 to February 2010. The



Chart I11.2: India's Merchandise Trade
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increase in exports has coincided with the
uptrend in world commodity prices as well
as the recovery in the global economy.
Cumulatively, exports during 2009-10 (April-
February) registered a decline of 11.4 per cent
as against a growth of 18.2 per cent a year ago.

[I1.9 Commodity-wise exports data for the
period 2009-10 (April-September) revealed

Feb-09
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that manufactured goods continued to
maintain their largest share (69.4 per cent),
followed by petroleum and primary products.
Moreover, during the period, the share of
manufactured goods increased along with
decline in the shares of petroleum and
primary products. During April-September
2009, the exports of all major commodity
groups declined (Table IIL2).

Table II1.2: Exports of Principal Commodities

Commodity/Group US$ billion Variation (Per cent)
2008-09 2008-09R | 2009-10P 2008-09 | 2008-09R | 2009-10P
April- April-September April- April-September
March March
1 2 3 4 5 6 7
1. Primary Products 25.3 14.8 10.5 -8.0 43.0 -29.3
of which:
a) Agriculture and Allied Products 17.5 10.3 7.2 -4.9 50.8 -30.6
b) Ores and Minerals 7.8 4.5 3.3 -14.5 27.6 -26.5
2. Manufactured Goods 123.1 70.6 54.3 19.6 46.4 -23.0
of which:
a) Chemicals and Related Products 22.7 12.6 10.2 7.1 315 -19.0
b) Engineering Goods 47.3 27.1 18.6 26.5 58.1 -31.3
¢) Textiles and Textile Products 20.0 10.6 9.3 3.0 13.6 -11.6
d) Gems and Jewellery 28.0 17.4 13.7 42.1 81.3 -20.9
3. Petroleum Products 26.8 18.7 10.7 -5.4 47.4 -43.0
4. Total Exports 185.3 108.9 78.3 13.7 48.1 -28.1
Memo:
Non-oil Exports 158.5 90.2 67.6 17.8 48.2 -25.0

R: Revised.
Source : DGCI&S.

P: Provisional.
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II1.10 Destination-wise,  developing
countries and OECD countries were the
major markets for India's exports,
accounting for 37.9 per cent and 36.6 per
cent shares, respectively. Another major
destination was OPEC with 23.3 per cent
share. Country-wise, the UAE (with a share
of 14.1 per cent) was the largest destination
for India’s total exports followed by the US,
China, Singapore, Hong Kong and the UK.
Exports to all major export destinations
declined during the period.

Imports

II1.11 India's imports, after declining since
December 2008 for eleven months,
exhibited reversal in trend in November
2009 with an increase of 2.6 per cent. The
uptrend in imports continued through
February 2010. Between December 2009 and
February 2010, import growth averaged at
43.0 per cent. Cumulatively, during 2009-
10 (April-February), imports recorded a
decline of 13.5 per cent in contrast with a
growth of 25.9 per cent a year ago, which
resulted from lower international crude oil
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prices during the period and slowdown in
domestic economic activity. Reflecting the
increase in oil prices and the higher volume
of oil imports on account of the economic
recovery, oil imports have increased during
the recent period (Chart IIL.3).

I11.12 The commodity-wise imports during
April-September 2009 indicated slowdown
in non-POL imports, which was mainly due
to sharp decline in imports of capital goods,
gold and silver, pearls, precious and semi-
precious stones, chemicals, iron and steel.
Imports of edible oil and pulses, however,
witnessed considerable growth, reflecting
domestic supply constraints and higher
prices (Table IIL.3).

I11.13 Source-wise, during April-September
2009, developing countries had the highest
share in India's imports (33.6 per cent),
followed by OECD (32.7 per cent) and OPEC
(30.7 per cent). Country-wise, China
continued to be the single largest source of
imports with a share of 12.0 per cent in
India’s total imports, followed by the US,
the UAE, Saudi Arabia, Australia and Iran.

Chart I11.3: India's POL Imports and International Crude Oil Prices
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Table III.3: Imports of Principal Commodities

Commodity/Group US$ billion Variation (Per cent)

2008-09 | 2008-09R | 2009-10P | 2008-09 | 2008-09R | 2009-10P
April- [ April-September April- | April-September
March March

1 2 3 4 5 6 7

Petroleum, Petroleum Products

& Related Material 91.3 63.3 37.4 14.6 83.0 -40.8

Edible Oil 3.4 1.5 2.4 34.4 4.7 67.4

Iron and Steel 9.5 5.1 3.9 8.9 14.5 243

Capital Goods 71.6 39.0 29.2 2.2 53.7 -25.0

Pearls, Precious and Semi-Precious

Stones 16.6 10.5 5.5 107.6 122.2 -47.7

Chemicals 12.2 7.6 5.6 23.1 61.4 -26.3

Gold and Silver 21.8 15.4 11.6 22.3 323 -24.6

Total Imports 303.7 185.0 124.6 20.8 55.1 -32.6

Memo:

Non-oil Imports 212.4 121.7 87.2 23.6 43.8 -28.4

Non-oil Imports excluding Gold and Silver 190.5 106.3 75.5 23.8 45.6 -28.9

Mainly Industrial Inputs* 169.3 94.9 67.3 20.2 40.4 -29.1

R: Revised. P: Provisional.

*. Non-oil imports net of gold and silver, bulk consumption goods, manufactured fertilisers and professional

instruments.

Source : DGCIS&S.

[I1.14 Merchandise trade deficit during than the level during 2008-09 (April-
2009-10 (April-February) stood at US$ 95.7  February), reflecting relatively larger decline
billion, which was lower by 16.6 per cent  in imports than exports (Table II1.4).

Table II1.4: India’s Merchandise Trade

(US$ billion)
Item April-March April-February
2008-09R 2008-09 R 2009-10 P

Absolute | Growth (%) Absolute | Growth (%) Absolute | Growth (%)
1 2 3 4 5 6 7
Exports 185.3 13.7 172.4 18.2 152.7 -11.4

0il 26.8 5.4 25.4 4.4
Non-oil 158.5 17.8 147.0 20.9 . .
Imports 303.7 20.8 287.1 25.9 248.4 =155
oil 91.3 14.6 89.5 26.6 73.2 -18.2
Non-oil 212.4 23.6 197.6 25.6 175.2 -11.4
Trade Balance -118.4 33.7 -114.7 39.6 -95.7 -16.6

Non-Oil Trade Balance -53.9 44.8 -50.6 41.4

R: Revised. P: Provisional. .. Not Available.

Source: DGCIS&S.
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Balance of Payments (BoP)
Current Account

[I1.15 The impact of global economic
recovery was visible in different accounts
of India's balance of payments. The current
account position during the third quarter of
2009-10 witnessed a turnaround in both
exports and imports. India's merchandise
exports (on BoP basis) registered a robust
growth in the third quarter of 2009-10 as
compared with decline in the corresponding
period of 2008-09. Imports (on BoP basis)
increased moderately during the quarter as
compared with a higher growth in the
corresponding quarter of the previous year.
Trade deficit was lower during the third
quarter of 2009-10 as compared with the

preceding quarter and the corresponding
quarter a year ago. During April-December
2009 also, trade deficit remained lower (US
$ 89.5 billion) as compared with the
corresponding period of the preceding year
(US$ 98.4 billion) led by decline in both oil
and non-oil imports (Table IIL5).

Invisibles

[I1.16 The robust growth observed in
invisibles receipts and payments in the past
few years was reversed during 2009-10,
reflecting the lagged impact of the recession
in advanced economies. The decline was
seen in both factor and non-factor
components. Although software exports
witnessed a turnaround, the decline in non-
software exports mirroring the impact of

Table II1.5: India's Balance of Payments

(US $ billion)
2008-09PR 2008-09 2009-10 2008-09 | 2009-10
April- | Apr- Jul- Oct- Apr- Jul- Oct- Apr- Apr-
March |Jun PR | Sep PR [Dec PR | Jun PR | Sep PR Dec P | Dec PR Dec P
1 2 3 4 5 6 7 8 9 10
1. Exports 189.0 57.5 53.6 39.4 37.9 41.9 44.6 150.5 1245
2. Imports 307.7 82.7 92.8 73.5 64.8 73.8 75.4 249.0 214.0
3. Trade Balance (1-2) -118.7 -25.3 -39.1 -34.0 -26.9 -31.9 -30.7 -08.4 -89.5
4. Net Invisibles 89.9 22.0 26.5 22.4 20.5 20.0 18.7 70.9 59.2
5. Current Account Balance (3+4) -28.7 3.3 -126 | -11.7 6.4 -11.9 -12.0 -27.5 -30.3
6. Gross Capital Inflows 3124 94.4 00.0 68.7 77.9 97.7 815 | 253.1 257.1
7. Gross Capital Outflows 305.2 89.5 82.9 74.8 72.0 75.1 66.8 | 2472 213.9
8. Net Capital Account (6-7) 7.2 4.9 7.1 -6.1 5.9 22.6 14.7 5.8 43.2
9. Overall Balance (5+8)# -20.1 22 4.7 -17.9 0.1 9.4 1.8 -20.4 11.3
Memo:
i.  Export growth (%) 13.7 57.0 39.6 8.4 -34.0 -21.8 13.2 275 -17.3
ii. Import growth (%) 19.4 46.8 54.8 9.2 21.7 -20.4 2.6 35.6 -14.0
iii. Trade balance (as a % of GDP) 9.8
iii. Invisibles receipts growth (%) 9.8 31.8 33.1 5.4 6.3 -13.0 3.1 222 -7.7
iv. Invisibles payments growth (%) 0.6 18.5 12.0 2.4 5.8 3.3 12.9 10.4 3.7
vi. CAD as a % of GDP 2.4
vii. Foreign Exchange Reserves
(as at end of Period) 252.0 | 3121 286.3 | 256.0 265.1 281.3 2835 256.0 283.5

# Overall balance also includes errors and omissions apart from items 5 and 8.

PR: Partially Revised.
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global economic slowdown resulted in a
decline in the overall services exports
during the quarter. The decline in
investment income receipts during the
quarter was mainly on account of continued
lower interest rates in advanced economies.
Private transfer receipts, however,
remained strong during the quarter.
Invisibles payments registered a higher
growth during the quarter as compared with
the corresponding period of 2008-09.
Overall, the net invisibles (ie., invisibles
receipts minus invisibles payments) were
lower during the quarter as compared with
the corresponding period of the previous
year (Table I11.6).

Table IIL.6: Invisibles Gross Receipts
and Payments

(US$ billion)

Item Invisibles Invisibles
Receipts Payments
April-December
2008-09 | 2009-10 | 2008-09 | 2009-10
PR P PR P
1 2 3 4 5
1. Travel 8.2 7.9 6.8 6.6
2. Transportation 8.4 8.0 10.3 84
3. Insurance 1.1 1.2 0.8 1.0
4. Govt. not included
elsewhere 0.3 0.3 0.4 0.4
5. Miscellaneous 60.0 47.7 20.6 24.2
Of which:
Software 35.5 34.9 2.4 1.2
Non-Software 24.5 12.8 18.2 23.1
6. Transfers 37.6 41.2 2.3 1.7
Of which
Private Transfers 37.1 40.8 2.0 13
7. Income 10.9 10.3 14.2 15.3
Investment Income 10.3 9.6 13.2 14.1
Compensation of
Employees 0.6 0.7 1.0 1.2
Total (1 to 7) 126.4| 116.7 5505 57.5

P: Preliminary. PR: Partially Revised.

[I1.17 During April-December 2009,
invisibles receipts (except private transfer
receipts) registered a decline, while
invisibles payments witnessed a marginal
increase over the corresponding period of
the previous year. Net services exports of
India declined by 36.9 per cent during April-
December 2009 as against an increase of
30.9 per cent during the corresponding
period of last year, mainly due to significant
decline in services receipts coupled with
increase in services payments. While the
decline in services receipts was due to
decline in almost all the components of
services, the increase in services payments
was mainly driven by business and financial
services. Consequently, net invisibles stood
lower during April-December 2009 as
compared with the corresponding period of
the previous year. At this level, the
invisibles surplus financed 66.1 per cent of
trade deficit during April-December 2009 as
against 72.1 per cent during April-December
2008. Despite lower trade deficit, the fall in
invisibles surplus led to marginally higher
current account deficit during the third
quarter of 2009-10 (Chart I11.4). The current
account deficit during April-December 2009
stood at US$ 30.3 billion, higher than US$
27.5 billion during April-December 2008.
During 2008-09, current account deficit as
a per cent of GDP stood higher at 2.4 per
cent as compared to 1.3 per cent a year ago.

Capital Account

II1.18 Capital flows continued to remain
buoyant during the third quarter of 2009-
10, mainly led by large inflows under foreign
direct investments, portfolio investments
and short-term trade credits (Chart I11.4 and
Table I11.7).
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Chart II1.4: Current Account and Capital Fl
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II1.19 The latest available information on
certain indicators of the capital account
indicates that the revival in capital inflows,
which started at the beginning of 2009-10 and
gathered momentum in the second and third
quarters, has remained buoyant even in the
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last quarter (Table II1.8). Stronger recovery in
2009-10 ahead of the global economy coupled
with positive sentiments of global investors
about India’s growth prospects are the factors
that underlie the momentum of sustained
capital inflows during the year.

Table II1.7: Net Capital Flows

(US$ billion)
Item 2007-08 | 2008-09 2008-09 2009-10 2008-09 (2009-10
April- | April- Apr- Jul- Oct- Apr- Jul- Oct- Apr- |  Apr-
MarchR | March Jun Sep Dec Jun Sep Dec Dec Dec
ER PR PR PR PR PR P PR P
1 2 3 4 5 6 7 8 9 10 11
1. Foreign Direct Investment (FDI) 15.9 17.5 9.0 4.9 0.5 6.1 6.5 3.9 14.3 16.5
Inward 347| 350| 119 8.8 63 87| 107 71| 270| 266
Outward 18.8 17.5 29 3.9 5.9 2.6 4.2 3.2 12.7 10.0
2. Portfolio Investment 27.4| -140 4.2 -1.3 5.8 83 9.7 57| -11.3 23.6
Of which:
Flls 203| -150| 52| 14| 58| 82 7.0 53| -124| 205
ADR/GDRs 6.6 1.2 1.0 0.1 — 0.04 2.7 0.4 1.1 3.2
3. External Assistance 2.1 2.6 0.4 0.5 1.0 0.1 0.5 0.6 1.9 1.2
4. External Commercial Borrowings|  22.6 7.9 1.5 1.7 3.8 0.5 1.2 15 6.9 23
5. NRI Deposits 0.2 4.3 0.8 0.3 1.0 1.8 1.0 0.6 2.1 3.5
6. Banking Capital excluding
NRI Deposits 11.6 -7.5 1.9 2.0 -6.0 5.2 3.4 1.3 2.1 -0.5
7. Short-term Trade Credits 15.9 -1.9 4.5 0.4 4.2 -1.5 0.8 3.3 0.7 2.7
8. Rupee Debt Service 0.1 -0.1| -0.03 - -| -0.02 - -| -003| -0.02
9. Other Capital 11.0 -1.5 -8.9 -1.4 3.7 3.2 -0.6 2.2 -6.6 6.1
Total (1 to9) 106.6 7.2 4.9 7.1 -6.1 5.9 22.6 14.7 5.8 43.2
P: Preliminary. PR: Partially Revised. R: Revised.
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Table II1.8: Capital Flows in 2009-10, so far

(US$ billion)

Component Period 2008-09|2009-10
1 2 3 4
FDI to India April-Feb. 313 33.1
FlIs (net) April-Mar. -15.0 29.0
ADRs/GDRs April-Mar. 1.2 3.3
ECB Approvals April-Mar. 17.2 21.7
NRI Deposits (net) | April-Feb. 2.9 3.0

FDI : Foreign Direct Investment.
FII : Foreign Institutional Investors.
ECB : External Commercial Borrowings.
NRI : Non Resident Indians.

ADR : American Depository Receipts.
GDR : Global Depository Receipts.

111.20 Going forward, capital inflows to
India during 2010-11 are expected to be
stronger driven by both push and pull
factors. While the push factors for surge in
capital inflows include excess global
liquidity accompanied by low interest rates
leading to search for higher yield, the pull
factors include the buoyant growth
prospects, favourable interest rate
differential and relaxation of ECB norms for
3G spectrum. Higher expected capital
inflows, however, may exert pressures on
asset prices and exchange rate.

Chart I11.5: 6-Currency REER and NEER

115+

I11.21 The appreciation of the rupee against
the US dollar and increase in inflation
differentials between India and its trading
partners during the year led to appreciation
of the real exchange rate (Chart I11.5 and
Table II1.9).

Foreign Exchange Reserves

111.22 On balance of payments basis (i.e.,
excluding valuation effects), the foreign
exchange reserves increased by US$ 11.3
billion during April-December 2009 as
against a decline of US$ 20.4 billion during
April-December 2008. The valuation gain,
reflecting the depreciation of the US dollar
against the major international currencies,
accounted for US$ 20.2 billion during April-
December 2009 as compared with a
valuation loss of US$ 33.4 billion during
April-December 2008. Accordingly, valuation
gain during April-December 2009 accounts
for 64.1 per cent of the total gross increase
in foreign exchange reserves.

[I1.23 During 2009-10, India's foreign
exchange reserves increased by US$ 27.1
billion to reach US$ 279.1 billion as at end-

r75

1104 F70
105+ 65
100+ + 60
95+ F 55
90 50

- - -
0 © 0 o
Sgoggoogaog
TS g - O
5§ EE 2 &85 B g 5B
< g A 2 @ zZ A = =

—— 6-Currency REER Index (+ appreciation, - depreciation)

Mar-09

Apr-09
May-09
Jun-09
Jul-09
Aug-09
Sep-09 |
Oct-09
Nov-09
Dec-09
Jan-10
Feb-10

—— 6-Currency NEER Index (+ appreciation, - depreciation) (RHS)

RBI

Monthly Bulletin
May 2010

MONETARY POLICY
STATEMENT 2010-11

Macroeconomic and
Monetary Developments

in 2009-10




MONETARY POLICY
STATEMENT 2010-11

Macroeconomic and
Monetary Developments
in 2009-10

Table III.9: Nominal and Real Effective of gold from the IMF on November 3, 2009 as

Exchange Rate of the Indian Rupee part of the Reserve Bank's foreign exchange
(Trade-based Weights, Base : 1993-94) reserve management operations. The foreign
A E gy —— exchange reserves, however, remained
2007-08 | 2008-09 | 2008-09 | 2009-10 unaffected by this transaction as it merely
(P) (l‘:P;)' (:_‘P;; reflected substitution of foreign currency
€| €

! > 5 p 5 assets by gold. The IMF made additional
36-currency REER 64| -100] 111 98  allocations of SDRs to India in two tranches,
36-currency NEER 93 99| 69 7.5 viz.,, general allocation of SDR 3,082 million
6-currency REER 8.2 -8.5 -10.4 15.5 ( ival tt US$ 4.82 bll ) A t 28
6-currency NEER 7.6 -13.2 =112 7.5 cquivalent to ' 1lion) on Augus '
Rs/USD 125 -124| -215*| 129* 2009 and a special allocation of SDR 214.6
NEER : Nominal Effective Exchange Rate. million (equivalent to US$ 0.34 billion) on

REER : Real Effective Exchange Rate.  P: Provisional. .
. Up to end-March. September 9, 2009. Foreign exchange reserves
Note: 1. Data from 2008-09 onwards are provisional. stood at US$ 280.0 billion as on April 9, 2010.

2. Rise in indices indicates appreciation of the rupee
and vice versa.

External Debt
March 2010 (Table III.10 and Chart IIL.6).

Foreign currency assets (FCAs) increased by ~ 111.24 India’s external debt stock at US$
US$ 13.3 billion during the year. Furthermore, ~ 251.4 billion at end-December 2009
the Reserve Bank purchased 200 metric tonnes ~ recorded an increase of US$ 26.8 billion over

Table II1.10: Foreign Exchange Reserves

(US $ million)

End of Month Gold SDR@ Foreign Reserve Total Memo:
Currency Position |(2+3+4+5) |Outstanding Net Forward

Assets* | in the IMF Sales (-) /Purchases (+) of

US dollar by the Reserve

Bank at the end of the

month

1 2 3 4 5 6 7
March 2000 2,974 4 35,058 658 38,604 () 675
March 2009 9.577 1| 241,426 081 251,985 () 2,042
June 2009 9,800 1 254,093 1,248 265,142 (+) 745
September 2009 10,316 5224 | 264,373 1,365 281,278 (+) 539
December 2009 18,292 5169 | 258583 1,426 283,470 (+) 525
January 2010 18,056 5124 256362 1,413 280,955 (+) 525
February 2010 17,920 5053 253991 1,393 278,357 (+) 525
March 2010 17,986 5,006 254,685 1,380 279,057 =
April 2010 ## 17,986 5,000 255,663 1,379 280,028 -

* ;. Excludes US$ 250 million invested in foreign currency denominated bonds issued by IIFC(UK) since
March 20, 2009.

@ : Include SDRs 3,082.5 million allocated under general allocation and SDRs 214.6 million allocated under
special allocation by the IMF on August 28, 2009 and September 9, 2009, respectively.
## : AsonApril9,2010. - : Not available.
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Chart II1.6: India's Foreign Exchange Reserves
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its level at end-March 2009, mainly on their levels at end-March 2009. Of the total
account of increase in long-term debt increase in India's external debt at end-
(Table I11.11). Both long-term and short-term  December 2009, the valuation effect on
debt increased at end-December 2009 from  account of depreciation of US dollar against

Table II1.11: India's External Debt

(US $ billion)

Item End- End- End- End- Variation
March March |September | December (Dec 2009 over
2008 2009 2009 2009 March 2009)
Amount Per cent

1 2 3 4 5 6 7
1. Multilateral 39.5 39.5 42.4 42.7 3.2 8.1
2. Bilateral 19.7 20.6 22.1 223 1.7 8.4
3. International Monetary Fund* 1.1 1.0 6.3 6.2 5.2 512.7
4. Trade Credit (above 1 year) 10.3 14.5 15.4 15.7 1.2 8.2
5. External Commercial Borrowings 62.3 62.4 66.6 70.0 7.5 12.1
6. NRI Deposit 43.7 41.6 46.0 47.5 5.9 14.3
7. Rupee Debt 2.0 1.5 1.6 1.6 0.1 7.9
8. Long-term (1 to 7) 178.7 181.2 200.3 206.2 25.0 13.8
9. Short-term 45.7 43.4 42.4 45.2 1.9 4.3
Total (8+9) 224.4 224.6 242.7 251.4 26.8 11.9
Memo: (Per cent)
Total Debt /GDP 19.0 215 -
Short-term Debt/Total Debt 20.4 19.3 17.5 18.0
Short-term Debt/Reserves 14.8 17.2 15.1 15.7
Concessional Debt/Total Debt 19.7 18.7 18.4 17.7
Reserves/Total Debt 138.0 112.1 115.9 112.8
Debt Service Ratio 4.7 4.4 4.9 5.l

* ; Includes SDR allocations by the IMF on August 28, 2009 and September 9, 2009.
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Chart II1.7: International Investment Position of India
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major international currencies accounted
for 36.9 per cent.

I11.25 The ratio of short-term to total debt
declined at end-December 2009 from its
level at end-March 2009. Similarly, the ratio
of short-term debt to foreign exchange
reserves moderated during the period. In
terms of currency composition, the US
dollar denominated debt accounted for the
major portion of total external debt at end-
December 2009.

International Investment Position

[11.26 India’'s net international liabilities
were placed at US$ 117.1 billion at end-
December 2009 as compared with US$ 96.0
billion at end-September 2009. The
international assets increased from US$
378.9 billion at end-September 2009 to US$
385.9 billion at end-December 2009, mainly
on account of increase in direct investment
abroad, reserve assets, and other
investment during the quarter. The increase
in international liabilities from US$ 474.8
billion to US$ 503.0 billion during the same
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period was on account of an increase in
inward direct investment and portfolio
equity investment (Chart IIL.7).

II1.27 India's external sector, thus,
improved alongside the recovery in global
economy and further stabilisation in global
financial conditions. This was reflected in
the turnaround in exports and continued
buoyancy in capital inflows. Despite higher
net capital inflows during 2009-10,
reflecting improved absorptive capacity of
the economy, capital inflows mostly
financed the higher current account deficit.
Reflecting easy global liquidity conditions
and both interest rate and growth
differentials in favour of India, capital
inflows are expected to be strong, which
may put pressure on asset prices and
exchange rate. Global commodity price
trends, particularly possible firming up of
oil prices could exert pressures on the
balance of payments through higher
imports. For dealing with the external
shocks transmitting through various
accounts of the balance of payments, it is
important to have adequate foreign
exchange reserves.





