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| NDI AN ECONOMY: A RETROSPECT AND PROSPECTS

Y. V. Reddy

@mngtoTirupati islikeajourney down
nenory lane for ne. | belongtoavillage
near by t hough i n Quddapah di strict, studied
what was known t hen as | nt er nedi at e Gour se
inSi Venkat eswara Lhi versity and wor ked
for several years on devel opnent of the
Rayal aseenaregion. | servedin Qhittaoor,
your district as Secretary, ZillaParishadin
1967. So, for nore than one reason, | am
grateful totheorganisersfor givingnethis
opportunity to bewthyou, inagathering
sponsored joi ntly by The Madabhushi
Anant hasayanaml nstitute of Public Affairs
and The S ati stics, Econonics and Gonmer ce
Departnents of Si enkat eswara Lhi versity.
Shri Anant hasayanamgar u, who hai |l ed from
Ti ruchanur, was an emnent | anyer, Sanskrit
schol ar, a freedomfighter, and a
Parlianentari an of great standi ng who was
respected by | eaders | i ke Panditji and Pantji
for hisabilitiesas Seaker of Lok Sabha. He
ledalifeof sinplicityandsacrificetohe p
our country gai ni ndependence. Qnthe eve
of | ndependence Day cel ebrations, | t hought
it woul d be appropriate to reviewthe
per f or rance of our econony and obj ecti vel y
assess the prospects for the current year.

| wll, a theoutset, sharebrieflywthyou
sone facts about our grow h perfornance in
the ‘eighties todenonstrate that whilewe
nai nt ai ned a r easonabl y respect abl e record
of econom c performance, we undert ook
refornsintheearly ‘nineties not nerelyto
neet acrisisbut alsoensurethat thereis
sust ai nabl e growt h al ong wi t h nacr o-
stability. | wouldthenrecall theinpressive
achievenentsinthe‘ nineties. However, inthe
| ast year, i.e, 1997-98, wed dnot performas
well aswedidinafewof theimed ately
precedi ng years, and yet, by nost
internati onal standards as al soour owntrend
linegrovthrate, we nai ntai ned an i npressi ve
rateof grovth. | wll thensharewthyouthe
| at est assessnent of the prospects for 1998-9
and concl ude t hat the extrene pessi msm
expr essed by nany about our prospects for
growth and stability for 1998-99 is
unwar rant ed and we need to be, in fact,
cauti ousl y opti nnsti c.

Perfornance During ' B ghti es

During the ‘eighties, whi ch we may
descri be as pre-reformphase, our growthin
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real @Pterns was at an annual aver age of
5.9 per cent. Thisis better thantheworld
out put growt h of 3.3 per cent, that of
devel opi ng countries at 4.3 per cent, and of
MsiaexcludingCinaandIndiaat 5 1 per cent.

As regards prices, we nai ntai ned an
i npressi ve record of nai ntai ni ng an aver age
annual inflationrate as neasured by t he
increaseinViA (onaverage basis) at 8.0 per
cent during the period, as agai nst an annual
aver age of 36.0 per cent anong devel opi ng
courntries, 8. 8per cent inAsiaand9. 6 per cent
i n Asi a excl uding i na and | ndi a.

Oh the external sector front too, we
perforned as wel | . Qur exports grewin US
dol lar terns at anannual averagerateof 8.1
per cent andinports at 7.2 per cent. The
average current account deficit was of the
order of 2.0 per cent of @P. The | evel of
forei gn currency reserves coul d be regar ded
as adequate until the attack on our forex
reserves began in 1990-91. A venthe | ow
interfacewththeworl deconony, relativeto
other countries, Indi afaced asevere BoPcrisis
wthacurrent account deficit of nere 3.2 per
cent. This order of deficit coul d not be
sust ai ned because the current recei ptsto GP
ratiovas | owat 8.5 per cent.

Gisis and Reform

If our performance was all right as
brought out by the above anal ysi s, why did
we t ake up ref orn?

The nacr o- econon ¢ i ndi cat or s appear ed
reasonabl einthe ‘ eighties but the econony
exhi bi ted seri ous structural probl ens
especiallyinthe area of fiscal nanagenent,
trade policy, inhavingrecourseto externa
conmer ci al borrow ngs of short-termnat ure,
inregardto perfornmance of public sector
enterprises, and the overal | incentive
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franmewor k consi stent w th productivity
gains. If wedidnot address t hese i ssues by
bringi ng about reforns, it woul d have been
difficult toensurethe processes that hel p
attai n hi gh growt h on a sust ai ned basi s.

The BoPcrisis, actuallytriggeredbythe
Qi f var, vasessentiallyaliqudtycrisison
theexternal front, but drewour attentionto
t he deep structural inbal ances i n what
economists cal | the factor and product nar ket
activitiesasa sothefisca systemandthisin
a sense underlined the need for a
conpr ehensi ve programe of reform

V¢ shoul d be very proud of our response
tothecrisis. V& denonstrated our econony’ s
resiliencetowthstandacrisis situationand
our preparedness to adopt appropriate
policies inresponse to suchacrisis.
International ly, there are nany i nstances of
fits-and-starts ref orns and sever e agj ust nent
costs, to the donestic econony. By any
standard, our responsetothecrisis andthe
subsequent adj ust nent has been snoot h and
far | ess costly thanin a nunber of other
countries. Theexternal confidencecrisisin
1991 was deal t w t h by sone deci si ve pal i cy
neasur es such as t he downwar d adj ust nent
of the rupee, the pl edgi ng of a part of the
country’ s gol d reserves to avert defaul t of
schedul ed repaynents, the i nport-
conpr essi on neasur es, the tighteni ng of
nonetary policy and the tinel y excepti onal
assi stance fromthe i nternational financial
institutions. Thesepolicyinitiatives were
fol | oned up by a conpr ehensi ve st abi | i sati on
and structural reformprogramme to correct
t he macr o- econom ¢ i nbal ances and
structural deficienciesinthe econony. The
r ef or mpr ogr amme was al so backed by t he
provi sion of asafety net system Gow h at
0.82 per cent sufferedtenporarily. There vas,
however, a quick revival and accel erationin
growt h nonent umi n t he successi ve years.
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Thi s achi evenent is significant when
conpar ed t 0 successi ve peri ods of negative
grow h and poverty aggravati on faced by a
nuner of countriesintheir post-ad ust nent

peri od
Post - Ref or mPer f or nance

Post - ref or mshoul d i deal | y cover t he
period 1990- 91 up t o 1997-98. Hwever, since
| amand ysing 197-98indetail separatdy, in
thissection, wvewl!| focus onthe period 1990-
91t01996-97. Here again, 1990-91 and 1991-
R2wererea |y the years of crisisandsevere
adj ust nent. Hence, atwo-foldclassification
has been attenpted. For our purpose, | wil
gover bahsasd figres, viz, first fiveyears
(1990-9%5) andthetruly reformyears (1992-97),
even t hough t he two peri ods overlapw th
each other. Thisis done essential lyto see
whet her the | ndi an Econony duri ng t he
ref ormyears (1992- 97) has perforned better
than the peri od whi chincl ude years of crisis
and adj ust nent .

The annual averagereal @Pgronthrate
was 5. 1 per cent inthefirst fiveyearsbut in
thereformyearsit went upto 6.8 per cent, as
against 5. 9per cat in‘edgties.

G oss donesti ¢ savi ng and i nvest nent
rates as a percent age of P were 23.5 per
cent and 25, O per cat, respectivay, inthefirst
five years as agai nst 24. 3 per cent and 25.7
per cent, respectively, duringthereformyears.
This was an inprovenent over the
perfornance of 20.0 per cent and 22. 0 per cent
recordedinthe’e ghties.

Theinflationratewas onanaverage at a
hi gh of 10.7 per cent per annuminthe first
five years vhi ch cane downto 8.7 per cent in
reformyears, but still higher thanthe annual
averagerated 8 0per cat in‘eghties.
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The external debt to @Pratiowent up
from30. 4 per cent in1990-91to 32. 3 per cent
in 1994-95 but cane down to 26. 4 per cent
by 1996-97. Debt - servi ce burden cane
down dramatical |y from35. 3 per cent to
26.2 per cent and to 21.4 per cent inthe
correspondi ng years. Export growthin US
dollar terns went up from9. 2 per cent in
1990-91 to around 20. 0 per cent per year
during 1993-94, givi ng an average of 10.0
per cent inthefirst five years and 13. 6 per
cent duringthe reformyears, which were
shar pl y hi gher than t he average of 8.1 per
cet inthe e ghties.

The Qurrent Account Deficit (CAD) as
a percent age of @Pwas 2.0 per cent inthe
‘eighties, L4 per cent infirst fiveyearsand
1.2 per cent inthe reformyears. Foreign
currency reserves went up fromUs $ 5. 8
billionin1990-91to WS$25.2hbillionin
1994-95 and US$ 26.4 bil li on by the end of
1997.

A this stage, |et us quickly see howwe
perforned i n conpari son wth the rest of
the worl d during 1992-97. Qur annual
aver age growt h rat e was hi gher than
devel opi ng countri es’ average at 6. 4 per
cent, lessthanthat of Asiaat 8 7 per cent,
and above Asi a excl udi ng | ndi a and Chi na
at 6.3 per cent. Qur savi ng and i nvest nent
rates appear to be | ower than t hose of
devel opi ng countries. Qur inflation
perfornmance at 8.7 per cent conpares
favourabl y w t h t he devel opi ng countri es’
aver age of 30.0 per cent, the Asi an average
of 9.1 per cent and 7.5 per cent for Asia
excluding Chinaand India. Qur growhin
exports i s margi nally higher than
devel opi ng countries’ growth at 11.1 per
cent thoughlessthan Asia s at 15.9 per cent,
but about the sane as Asi a excl udi ng Chi na
and Indiaat 13.6 per cent.
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Per f or rance i n 1997-98

Then, why i s there a sudden feel i ng t hat
the econony i s not doi ngtoowel | ? To put in
per spective, the econom c growt h has
aver aged over 7 per cent duringthe four-year
peri od begi nni ng 1993-94. There are,
therefore, msperceptionsthat if actual gronth
happens to be bel owthisrate, therewoul d be
econoni ¢ decel erati on. For i nstance, the
proectedgronthrate of 5 1 per cent i n1997-
98, woul d have been consi der ed a r easonabl e
out cone by t he st andar ds of achi evenent in
the‘eighties, whereas thisis considered by
sone t o be an under - per f or nance.

The | oner growth rate i n 1997- 98 was due
toasignificant declineof 3.7 per cent in
agricultural output. Foodgrai ns productionis
estinated t o have decl i ned, reflecting nai nl'y
the declineinwheat output attributableto
| over yi el ds resul tingfromincl enent weat her
conditions at thetine of sowng. Anong non-
food crops, oi |l seeds, sugarcane, cotton and
jute have a soreg stered decl i nes.

The concern about the recent grow h
situation cones fromthe fact that there has
been decel eration ontheindustria front,
perticul arly nanuf acturing sector. I'n1997-98,
nanuf act uri ng sector put up agrow h of 6.6
per cent, aroundthe sane | evel as in 1996- 97,
agai nst the peak of 13.8 per cent i n 1995 9%6.
M ni ng and quarryi ng grewby 5. 6 per cent
agai nst adeclineof 1.9 per cent in1996- 97.
Fromthe use-baseside, it isthecapital goods
sect or whi ch decel erated sharply i n 1997-98,
wththegrowwhrateinthis sector bei ng one
of thelonest (0.7 per cent) intherecent years.
The growth rat e i n consuner goods sector is
expected to be around 6. 0 per cent in 1997- 98,
sonavhat hi gher than 5.2 per cent i n 1996-97.

Several internal and external factors
appear to have been at work i nthe grow h
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decel eration in 1997-98, and these are
anal ysed here.

Frst, anexternal root of the current
industria decel erationrelatestotheslunpin
export growth. Exportsin Usdollar terns
grewby only 1.5 per cent in 1997-98. Mre
speci fical ly, nanufacture exports, whi ch has
awve ght of about 75 per cent intotal exports,
decel eratedto 3. 3 per cent. Thiswas partly
contributed by the decel erationinworl dtrade
vol une and a sharp fall inworld export
[rices.

Scond y, thedeclineintheagricul tura
out put in 1997-98 woul d have contributedto
t he sl ondown of rural demand. The denand
constraint argunment of industrial
decel erati on, however, shoul d be seeninthe
context of thefiscal and nonetary situation
in1997-98. F scal deficit of the central
government at 6.1 per cent in 1997-98
exceeded t he budget target by nearly 1
per cent age poi nt whi chinplies that denand
constraint duetofisca pdicywas not severe.
The br oad noney grewby 17. 6 per cent as
agai nst 16. 2 per cent in1996-97. Thel evel of
aggr egat e denand nanagenent t hus di d not
appear to have acted as a constraint to
industria growth.

Thirdy, there coul d be afund constrai nt
argunent totheindustrial perfornancein
1997-98. Asfar asthecredit availability from
t he banki ng sector was concerned, the
conventi onal non-food credit expansi on
showed an accel eration from10.9 per cent in
1996-97t015. 1 per cent in1997-9B. Infact, the
total flowof resources tothe conmercial
sector fromconmerci al banks was nuch
hi gher in 1997-98 as conpared with the
previasyear. Itisdfficdt toseethisasafud
constraint for working capital. The
di sbur senent of financial institutions al so
nai nt ai ned a confiort abl e growt h of 28. 5 per
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cent in1997-98 as conpared t0 9. 8 per cent in
199%6-97.

The condi tions incapital narkets have
admtted y not been conduci ve. There was a
sharp decline i nthe resources rai sed by
conpani es through prinary i ssues to Rs. 3,138
crore fromRs. 10, 424 crore i n 1996- 97.
Resour ce nobi | i sation through portfolio
i nvest ment through FIls and GDRroute
anountedto Rs. 1,624 crore as agai nst Rs. 3,292
crorein1996-97.

Fourthly, the nomnal interest rate
situationin1997-98was coniortabl eto agreat
extent. Theprinelendingrate of anunber of
banks renai nedinthe range of 13to 13.5 per
cent agai nst theband of 14to14.5per cent in
1996-97. There was al so a declineinthe
lending rate of financial institutions.
Hwever, duetoasharpdeclineintherate of
inflation, therea interest rates coul d be
consi dered hi gh, but the changes insuchrates
oftenoperatewthalagandcritica |y depend
oninterest rate expectations as well as
i nprovenents i nthe effici ency of t he banki ng
system

Ffthly, ang or sl ondown occurredinthe
infrastructureindustries, wichgrewby 4.6
per cent in 1997-98 agai nst 11. 7 per cent in
1996-97. Theinfrastructure constrai nt needs
tobevievedbothfromthe angl e of utilisation
rateandthe creati on of capacity. Thegrow h
ininfrastructureindex shoul dreflect nore
about the capacity utilisationasthereisa
reasonabl e ti me | ag i nvol ved bet ween
expendi t ure on new proj ect s and out put

generation.

Lastly, there are sone ot her expl anations
al so such as cyclical nature of grow h and
excess capacity build-up. It isinportant to
note that the recent years have seen a
significant devel oprnent interns of price

Reserve Bank of India Bulletin 741

conpetitionanong firns. Thisis, infact, a
gl obal phenonenon, as consuners are nore
and nore driven by a psychol ogy of | ow
prices, reflecting ontheir consunption
behavi our. Efective price conpetition by
firns, however, presupposes cost conpe-

titiveness and fl exi bl e mark up condi ti ons.

Theref ore, i nnovati ons and t echnol ogi cal

upgradationplay akeyro eintoday sworld.

Smlarly, the mark-up or profit rateis
i nf | uenced by t he ener gi ng denand and
conpetitioninthe narket. Boththesefactors
nowseemto play asignificant roleinthe
Indianindustria scene.

Asignificant aspect of thepricesituation
in1997-98was that theinflationrate, as
neasur ed by t he Wol esal e Pri ce | ndex,
declinedto 5. 3 per cent on a poi nt-to-poi nt
basi s from6.9 per cent a year ago. The
reductionintheinflationrate coul dbe
attributedto coniortabl e supply position
refl ected by hi gher stocks of foodgrai ns and
sl ack i n export demand and sl uggi sh
industria growh. Ingenera, there has been
subdued denand i n t he econony.

The Central Governnent finances
wtnessed strainsin1997-98. The Gaoss H scd
Deficit (@D at 6.1 per cent of QP exceeded
t he budget estinates of 4.5 per cent of QF.
The sl i ppage occurred partly due to non-
real i sati on of envi saged di si nvest nent
proceeds and due to shortfall intax
col I ections. The year 1997-98 al so sawt he
di sconti nuance of the i ssuance of ad hoc
Treasury B Il s andintroduction of aschene
of Ways and Means Advances.

The external sector perfornance i n 1997-
98 was strong despite | ower export grow h
and pressures on the exchange rate. I nports
grewby 4.2 per cent indollar terns as
conpared wth 6.7 per cent during 1996- 97.
Sonificatly, nonoil inports grewby 11 9 per
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cent, whilesoftening of oil pricesinthe
international narkets sawareductioninoil
inportsby 18 1 per cert. Asaresut, thetrade
deficit wdened as conparedtothe preced ng
year. Net invisiblesrece pts continuedtobe
robust at about $10hbillion, thesaneleve as
1996-97. The current account deficit renai ned
nodest at about 1.7 per cent of QF.

The forei gn exchange mar ket was
characterised by turbulence as aresut of the
Asiancrisis and donesti c uncertai nties. The
RB took strong and ti nel y nonetary pol i cy
actionin January 1998 t o danpen specul ati ve
activityandensured orderly conditionsinthe
exchange narket. As aresult, we ended up
addi ng about $ 3 billionto our foreign
exchange reserves duri ng 1997-98, despite
paynents of over $2billioneffecteddirectly
fromreserves under the FONR(A) deposits
schene.

Inbrief, there are sone probl ens t hroan
up by our perfornance i n 1997-98, but gi ven
t he weat her condi ti ons and the i nt ernat i onal
envi ronnent due to the Asian crisis, our
per f or nance i n 1997- 98 was r easonabl e. To
hi ghl i ght a f ewachi evenent s, t he econony
has wi t hst ood t he cont agi on of the Asi an
currency crisis and ended wth a reasonabl e
real @Pgrowthrate of 5.1 per cent, an
i npressi veinflationperfornancewth the
point-to-point increaseinVA at 5.3 per cent,
conmiortableliquidity position, | oner interest
rates, larger flowof resources tothe
comerci al sector as conparedto the
previ ous year, and net addi ti onto reserves of
$3billiondespiteturbu enceinthe exchange
mar ket and redenpti ons of | DBs and

FONR(A) deposits.

R ospects for 1998-99

As usual, there are varying perceptions
and expect ati ons of prospects for our

September 1998

econony in 1998-99. In particular, the
downgrading of Indiabyinternational credit
rating agenci es has | ed sone peopl e t o be very
pessi msti c about the outl ook. It wil be usefu
toput together recent data and f ocus on sone
structural aspects so that we can nake an
i nf or ned assessnent of t he prospects.

Agriculture

Duri ng 1998-99, accordingtothe forecasts
of the meteorol ogi cal departrent, the
nonsoon i s predi cted to be nornal . The
foodgrains out put for 1998-99is currently
expect ed to be about 10 ml I'i on t onnes hi gher
thanthelevel of 194. 1 mlliontonnesin 1997-
XV Agicdtud productionis, therefore likdy
t o showa recovery i n 1998-99 and we coul d
reasonabl y expect a grow h of about four per
cert inagicdtue

I ndustry

The i ndex of industrial production
registeredagronth of 5per cent during April-
Miy 1998, whichis al nost doubl e the growth
ratecf 2. 7 per cent recordedin April-NMy 1997
(latest press rel ease pl aces growt h during
April-June 1998 at 5.4 per cent). The capital
goods i ndustri es have posted a growt h of 9.6
per cent duringthis periodagai nst adecline
of 0.7 per cent inthe correspond ng peri od of
thelast year. Theinternedi at e goods sect or
has i nproved i ts perfornmance nargi nal |y
from7 per cent in April-NMy 1997. Wat is
significant tonoteis that consuner goods
sector has shown a turnaround in their
per f or nance by posting 3. 7 per cent positive
gowhas against adeclineof 3.8 per cent in
April - My 1997. Bot h consuner durabl es and
non-dur abl es have | ed thi s uptrend. The
conposi te i ndex of six coreinfrastructure
industriesregisteredagronhof 5 4 per cent
inApril 1998, vhichis about threefol dhigher
thanthat inApril 1997. The basi c goods sector,
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on the ot her hand, grewby only 3.1 per cent
agai nst the 6.1 per cent registeredinthe
correspondi ng peri od of the previous year. In
particul ar, uni npressiveresul tsinwhat nay
be described as sel ect highprofileindustries
such as steel, cenent, autonobi | es, textiles
and petrochemcal s, seemto overpl ay t he
adverse sentinentsintheindustria front as
awhol e.

Aleadingindicator of theindustria pick
upisavailab efromthe steepincreaseinthe
di sbursenents of the All-1ndiafinancial
institutionsduringthefirst quarter of 1993 by
48.1 per cent as agai nst 10.1 per cent inthe
previous year (April-June 1997). Infact, itis
reportedthat sanctionsduringthefirst quarter
of the year are double that of the
correspondi ng period of | ast year.

GDP Growt h

The servi ces sector wthashare of 48.6 per
cent inreal GPin 1997-98 has been grow ng
a 89per cet inthe past fewyears. Wtheven
avery conservativeestinatethat agriculture
wthaweight of 24.4 per cent woul d growby
only 3.5per cent; industry wthashareof 27.0
per cent inreal GPrecords agrovthof just
5per cent; andgrowthinserviceswl!l bea
nere 8 per cent; real GPwII growby at | east
6 per cent during 1998-99. dearly, the
pessi m smexpr essed by sone that real P
woul d growonly by 4.5—5.0 per cent during
1998-99 i s unvar rant ed.

Infrastructure

Theinfrastructure sector has startedthe
year wth a good prospect as reveal ed by the
growth of 5.4 per cent inthe output of six
na or infrastructureindustriesinAril 1998.
For continuationof thistenmo, thereis aneed
for acontinuous highrate of i nvestnent in
theinfrastructure sectar. As per detaavail ad e,
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thesactiosof dl Indafinancid instituions
toinfrastructure as a percentage of total,
i ncreased froma nere 10 per cent to around
30 per cent last year, andthetrendis upvards.
The share of di sbursenent s has al so doubl ed
duringthe period. Qur i nmedi at e prospect,
of - cour se, depends on howt he exi sting
infrastructureindustries performduringthe

year by inprovingthei r capacity utilisation.
Fscd Dficit

The GDof the Gentre for 1998-99 was
projectedat 6.1 per cent of GPinthelnterim
Budget and reducedto 5.6 per cent inthe H nal
Budget . The out cone of revenue assunpti ons
depends si gni fi cantly onthe @Pgrowt h and
thereaisationof privatisationrecei pts.
privatisationreceipts, pessimstswoul dl ook
a therecent trackrecordandthe state of stock
narkets. The optimsts woul d | ook at the bol d
pol i cy statenent nade i n t he Budget about
thestrateg c sal e and goi ng bel ow51 per cent
of Governnent hol ding. If thereis good
progressinthisregard, recei pts nay exceed
the estinmates significantly. Goupledwth
sone control over expenditure, it shoul d be
possibl etoensurethat thefisca deficit iswel
w thinthe budgeted | evel .

V¢ have to careful | y observe howt he
i npl enent at i on of t hese appr oaches eval ves.

Gedit Of-take

Thereisaninpressionthat credit of f-take
f romt he banki ng syst emt o t he conmer ci al
sectar, particuarly private sectar, hes declined
inthecurent firencid year. It istrue that nont
food bank credit has decl i ned by 2. 1 per cent
inthecurrent financial year uptoJuy 31, as
agai nst adeclineof only 0.9 per cent during
the correspond ng period of the previ ous year.
However, onayear-on-year basi s, theincrease
was 13. 7 per cent as agai nst 12. 1 per cent in
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the previ ous year.

Further, it i s necessary to recogni sethat
the decel erati oninthe grow h of non-food
credit isexplicablebydrasticreductionin
advancestothe ol sector, especialy, Ind an
Q! Qxporation (1Q). Thereductioninoil
credit vasalittleover Rs. 2, 100croreinthe
current financia year uptoJuy 31, as agai nst
Rs.675 croreinthe previous year, whi ch nay
be expl a ned by the settl enent of theoil pool
afiat.

Gommer ci al Banks' i nvest nent s i n bonds,
debent ures, commerci al paper, etc. upto
Juy3 incressedonly by 115 per cert (Rs.3,7%5
crore) duringthecurrent fisca year as aga nst
14.1 per cent (Rs. 2,736 crore) | ast year.
However, on ayear-on-year basi s, there has
been an i npressi ve grow h of 66.5 per cent
this year as agai nst 47.8 per cent inthelast
year. Mbreinportant, investnent i n bonds,
etc. of theprivate corporate sector duringthe
current financia year increased by Rs. 1, 465
crore conparedto Rs. 764 crore a year ago.

As nentioned earlier, disbursenents by
Hsduringthefirst quarter of 1998-99 have
al so i ncreased by 48 per cent as conparedto
t he correspondi ng period of 1997-98.

Thus, | woul d urge that a di saggregat ed
appr oach i s needed bef ore draw ng any
concl usi ons about credit of f-take.

Incidental |y, the conditions in capital
nar ket s conti nue t o be a sour ce of di sconfiort,
and need t o be wat ched.

Inerest Rtes

Early inthe year, there were concerns
that interest rateswll hardensignificantly
due to | arge borrow ng progranme of
Gvernment. The RBl del i berat el y chose for
awhiletotilt infavour of nonetisation
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rat her than al | ownervous and i nperf ect
narkets to set undul y hi gh benchnar ks f or
Gover nnent paper. After sone stability
was achi eved, it was possiblefor the B to
of f -1 oad Gover nment securitiesinthe
narket. The latest trends shownore stabl e
expect ati ons and sone sof t eni ng of i nt er est
rates at the short end. As about 65 per cent
and 72 per cent of the gross and net nar ket
borrow ng requi renent s, respectively, of
thisyear is already conplete, therearetwo
inportant gai ns that one canforeseeinthe
near future. One, the genuine credit
requi renents of productive activities can be
net by the significant accretionsthat are
t aki ng pl ace i n bank deposi ts. Secondly,
therew! | beless of pressure onnarket rates
of interest evenafter taki ngintoaccount the
possi bl e pi ck up i n denand i n busy season.

RiceSdility

The nmonet ary condi ti ons have eased
consi derabl y during the current year whi ch
w il not only hel p denand, but al so i nprove
avalablityandcost of credit. Uptothefirst
hal f of Jul'y 1998, M expanded by 4. 1 per cent,
nore or less of thesimlar order duringthe
correspondi ng period of |ast year. Oha year-
on-year basis, Mgronthis currently ruling
at over 17 per cent, bei ng the average of the
recent years. It nay be notedthat, to keep
liquiditywthinnanageablelimts, the KB
has so far post poned rel ease of GRRbal ances
duringthecurrent financia year. Infact, repo
operations are conti nuousl y undertakento
nop up short-termliquidity andthi s process
often had the short-termeffect of increasein
CRR by around 1 per cent age poi nt. Repo
operations alsohel pset afloor toshort-term
interest rateswiletherefinancerateof the
RB setsaceiling. Thus, we are operatingan
effective, though sonewhat w de, i nterest
rate corridor. By and | arge, therefore,
nmonet ary acti ons are ai ned t o manage
ligudtyandachievepricestablity.
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I ndeed, pricerisesinrecent weeks have
been a matter of concern. They seemt o be
| argel y a product of seasonal factors. The
influence of “fruits and vegetabl es’ onthe
inflationrate has been high. Ocethe seasond
factorspeter out, it ishopedthat theinflation
ratew!| decel erate, thoughwe cannot rul e
out transmssionof priceriseinprinary
atidetoahers.

The RBl i s keepi ng a careful watch on
devel oprent s si nce price stability and
inflationary expectationsaredf vita concern.

Externa Sector

The forecast of growthinworldtrade
vol unme i n 1998 does not give a very
encouragi ng pi cture for asubstantial export
pickup. Véridtrade voluneis estinatedto
growby 6.7 per cent in 1998, as conparedwth
9.6per cent in1997. Interns of val ue, world
exports of goods woul d growby 3.1 per cent,
reflectingthe depressioninthepricefront.
Thus, apart frominfrastructure bottl enecks,
theinternational environnent is al so not
conduci ve t 0 expanded trade and t hus t o our
export growth. Infact, external trading
envi ronnment is getting nore and nore
dfficdt thisyear. Accord ngtotheprovisiod
data, during April-June 1998, exports showed
anegativegronhof 7.9 per cent, andthus a
substantial stepupduringtherest of the year
isneededif even anodest annual growthis
sought. Ohthe positiveside, the exchangerate
adj ust nent that has al ready occurred shoul d
hel p t hough sone of our strongly grow ng
exports |ike software exports are not very
elastictoexchangerate. Recently, aseries of
i ncent i ve neasures have been put inplaceto
provi de boost tothe export sector.

Al t hough we may not be abl e t o reach
highgronthratesinexports that we hadin
sone years i nthe past, we should ai mfor a
better perfornance thanlast year.
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Qhinports, thenajor itens areoil and
fertilisers, theprices of wiicharefallingin
theinternational narkets. Gventhe general
dowward trend i n prices of nanufact ured
goods i nworl d narkets, we shoul d not expect
any sharpriseinour inport bill during
1993- 9.

Net invisibles areexpectedtoconti nueto
be strong at over $10 bi I li on si nce t he denand
for and suppl y of workers’ remttances wl |

parss.

Qrerdl, therefore, inspiteof apossible
increeseintrade deficit over the previ ous year,
we expect the CADto be about 2 per cent of
@Ponly and, as | woul d nowexpl ai n, such
adeficit coul d be net by anti ci pat ed net
cgpita flovs.

(h external assi stance, sone di sruption
due to sanctions, inafewbilatera and
nul tilateral agencies, was feared. Anal ysis
shows that only 2 per cent of sanctions
duringayear fructifiesintod sbursenents
i nthe sane year si nce nost of t he assi st ance
isinthe formof project financewth a
disbursal profileof about 4to7years. In
fact, approval s have al ready been gi ven by
the Vér| d Bank for hunani tari an and soci al
devel opnent pur poses. I n any case, wth
diplonatic and other efforts, even over the
medi umterm it i s inconceivabl e t hat
ri gorous sancti ons woul d conti nue for | ong.
Qverall, during the current year, net
ext ernal assi st ance shoul d be about t he
sane | evel as|ast year.

FO flowsarealsolikelytocontinueto
grow si nce many proj ects are under
i npl enent ati on or at advanced st ages. There
i s a ways al ag bet ween approval s and fl ovs,
and approval s have beenontheriseinthe
past. Thereis no evi dence of reversal of
interest. Infact, effortsarebeing nadeto
accel erate approval sandfacilitateinfl ovs.
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Net FII inflows turned negativein
Novenber and t he trend conti nued unti |
January. There were positive flows in
Febr uary and Mar ch and agai n negat i ve fl ows
until June. The H I sentinent currently seens
tobenargina |y positive, but adecel eration
during 1998-99 on t hi s account need not be
ruedout.

W have been noder ati ng Ext er nal
Cormer ci al Borrow ngs (ECB) and i nposed
astrict cellingonshort-termborrowngs. The
recent events i ncl udi ng downgr adi ng by
Mbody’ s has no doubt af f ect ed t he spreads
on bonds and hence possi bl e i nfl ows.
However, suppliers credit conponent is
ulikeytobeaffectedsignficantly. Thus, the
cost coul d i ncrease and the i nfl ownay be
affected only inrespect of bond i ssues.

h NR deposits, inany case short-term
deposi t s wer e di scour aged and t he overal |
growt h of | ong-termdeposits have al so been
noder at ed. Thi s was awel | desi gned pal i cy.
However, under the current circunstances, a
| onger-termsour ce at a reasonabl e cost
appears desirabl e and i s bei ng expl ored
t hr ough Resur gent | ndi a Bonds.

Any nargi nal shortfall inportfolio
i nvest nent fl ows and ECB coul d be nade
good by NR fl ows t hr ough Resurgent I ndi a
Bonds.

Qverall, inour assessnent, as far as
1998-99 i s concerned, capital inflows shoul d
be, by and | arge, adequate to finance the
current account deficit though we have
adequat e cushi on i n forei gn exchange
reserves t o neet unforeseen ci r cunst ances.

Summi ng up

Inbrief, we have perforned reasonabl y
vel |, responded effectivelytothecrisis of
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1990-91, undertook ef fective reformand
perforned reasonabl y wel | | ast year al so. It
nay not be easy tofindparallels of any other
country i n nai ntai ni ng such a record. The
stability of the politica systemthrough
denacr at i ¢ processes has served us vel | . True,
thereispotentia for noreinpressi ve grow h
andthereisneedtoinprove substantiallyin
areas of education, heal th, physical
infrastructureandwork cul ture. Thesearethe
i ssues that have to be addressed i n t he
medi umterm

I should real | y be endi ng t he speech
w th assessnent of prospects for 1998-99.
There are sone pol i cy areas requi ri ng cl ose
noni toring and ef fecti ve i npl enent at i on,
and there are al so energi ng very seri ous
international uncertainties which could
i mpact on us, but there are a host of
fundanent al strengt hs and evi dence of
recent trends i n advance i ndi cat ors whi ch
woul d certai nl y not warrant pessi msmand
woul d demand cauti ous opti m sm Even
recogni singthat international econonic and
tradi ng environment is getting
progressivel y adversethis year, it isclear
that innany respects, the overal | economc
perfornmance, includinggronthrateinreal
dPislikelytobebetter thanlast year.

I woul d |ike to enphasi se that a
di saggregated anal ysisisrequiredto
di scern the correct picture of the
per f or mance of our econony both to
underline the areas of strengthandto
identify points for corrective action. |
woul d, therefore, urge anal ysts, researchers
and nar ket participants to cl osel y anal yse
t he conponent s of various aggregat es, as
alsointernational environnent, inorder to
draw any reani ngf ul concl usi on on t he
enduring trends rather than enphasi si ng
theverytransient blips.



