





2 =T< ?/cé;‘
Ly A S}%\-\

““AT'O /
¥ Office M. e 7
=° ffice Memorandum =
Q‘)AR‘€°
TO: The Chairman of the Committee on Liaison October 5, 1989

with the CONTRACTING PARTIES to the GATT

p [

FROM: P.R. Narvekar, Helen B. Junz nd T. Ledd

SUBJECT: India--Consultation with the CONTRACTING PARTIES to the GATT

The Fund has been invited to consult with the CONTRACTING
PARTIES in conjunction with their forthcoming consultation with India,
during the week of October 16, 1989. It is proposed that the Fund be
represented at the meeting by Mrs. Helen B. Junz, Special Trade
Representative and Director, Office in Geneva.

In accordance with procedures set in EBD/56/102 (8/29/56) the
latest Recent Economic Developments paper on India is being transmitted
to the CONTRACTING PARTIES. It is expected that the CONTRACTING PARTIES
will request the Fund's views with respect to India. It is recommended
that, in reply to such a request, the Fund representative should be
guided by the attached statement.

Attachment
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TO: The Deputy ManaginglgigeﬁEOTY M50 \

The purpose of this memorandum is to describe in more detail A
than in my initial memorandum the outline for the World Bank's next /
annual economic report (Country Economic Memorandum) on India. There ‘/7
has been some change in the outline for the main topic chapter since the
last memo I sent to you. Specifically, a section on agricultural’ c_
policies has been added and some other sections have been consol-— &=
idated. As in the past, there will also be two other chapters—-one ..
dealing with economic developments during the past year and the ~:
achievements of the Seventh Plan period (1985/86-1989/90) and the other,

with financing requirements as background for the Aid Consortiums.
: €

The current outline for the main topic chapter envisages
sections to address three issues: agricultural policies, trade and
industrial liberalization, and public sector finances. On agricultural
policies, the intention is to assess policies needed to sustain growth
in the post-Green Revolution period. The analysis is to focus mainly on
the effects of recent pricing and subsidy policies on both output and
the use of inputs. It will also discuss reforms to such policies that
would help improve efficiency and growth in agriculture.

There are two large studies now in progress in the Bank
examining strategies for trade and industrial liberalization; these are
to feed into the chapter on this subject in the report. In addition to
summarizing the nature and extent of distortions in the present system,

this section will explain how eliminating distortions would boost the
growth potential of the economy, and will discuss some rough illustra-
tive estimates (based on a simple growth model) of the possible
contribution of structural reform to long-term growth.

The third section will examine prospective effects of large
public sector deficits on growth, inflation, and the external
position. 1In addition to scenarios with a 5-10 year time horizon,
options for increasing public sector savings through expenditure control
or resource mobilization will be examined. This analysis will focus on
medium- to long-term growth, investment, and financial strategies as
opposed to short- to medium-term stabilization issues.

I have spoken to Mr. Yenal (Chief Economist of the Asia
Region) about the Managing Director's concern over the "demonstration
effect" of a Bank report on macroeconomic policy. He is eager to work
closely with the Fund staff to ensure that our views and concerns are
fully taken into account. There is, however, considerable sensitivity
about appearing to modify the content or title of the report under




pressure from the Fund. In our view, the present outline does not
conflict with the Fund's work on India. We have explained to our Bank
colleagues the sensitivity about the title, "Macroeconomic Choices for
the 1990s"; I believe that making a further issue of the title at this
stage is likely to harden resistance to changing it.

Mr. Yenal has informed Mr. Qureshi of the issue. You could
therefore raise it with him, although it does not seem necessary. The
Bank staff has similarly recommended that Mr. Qureshi need not raise the
matter with you. (I understand Mr. Qureshi will be on leave for a month
beginning today; Mr. Karaosmanoglu, the Asian Regional Vice President,
will be acting in his place.)

A
cc:Mr. Whittome
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The Deputy Managing Director

FROM: P.R. NarvekarZYﬁd % fuf:'.;:} SREDT ééi,//’
;W 44 o OIS i "
SUBJECT: India--Bank/Fund Collaboration ,/<7

ol
C

The special topic of the World Bank's next annual economic
report (Country Economic Memorandum) on India will be "Macroeconomic
Choices for the 1990s." (This year's special topic was '"Poverty,
Employment, and Social Services.'") The report is to encompass four main
issues: (1) the evolution of the fiscal and external current account

deficits that would be consistent
viability; (2) structural reforms
(3) policies for improving export

with satisfactory growth and external
required for sustained growth;
performance; and (4) ways of

increasing public sector savings.

We have participated in the planning discussions and I have
discussed the matter with Mr. Karaosmanoglu who has told me that the
Fund's views and concerns will be fully taken into account. On our
part, we must recognize that with the enormous staff resources devoted
to India in the World Bank, they are capable of going much further than
we can in the assessment of all issues, including important macro-
economic ones. Our working relations with the World Bank on India--as
on other countries——-have been excellent, and our colleagues there have
informally expressed interest in our participation in a preparatory
mission for the report. Owing to manpower constraints, however, it is J
unlikely that we shall be able to send anyone. Nevertheless, we would
not expect any major conflict between our own views and those that are
likely to be expressed in the report.

cc: . Karaosmanoglu
Mr. Whittome

Mr. H. Simpson






Office Memorandum

TO: Ms. Schadler June 23, 1989

FROM: Thomas Leddyﬁ/‘

SUBJECT: 1India: Supplement to Staff Report

The description of the model for India and the medium—-term
scenarios provide very useful information, but the medium-term scenarios
do not seem entirely consistent with the conclusions in the staff
appraisal.

a) The staff appraisal notes that "Although the staff
projects a manageable current account and stable reserves, there are
important uncertainties in this forecast: the strength and breath of
export growth; import requirements to sustain rapid export growth; and
the flow of non-resident deposits™. This statement would seem to be
correct only if certain assumptions implying major policy changes are
made. The supplement on medium—-term sgenarios does not include a
projection, based on present policies of either the current account or
international reserves. The baseline projection assumes that reserves
remain equivalent to 2.5 months of imports, and the resulting current
account deficit (apart from making certain implicit assumptions on
exchange rate policy and import liberalization) would require policy
adjustments to reduce the public sector deficit by 5-1/2 percent of GDP
by mid 1990s. While the staff appraisal correctly stresses the need for
demand restraint, and a significant contribution by the public to sector
to increase domestic savings, the extent of the effort required by the
public sector only becomes apparent in the medium-time scenarios.

b) Related to the above, the baseline scenario is based on
assumptions contained in the five-year plan for growth and inflation.
Based on these and other assumptions, the policy ad justment to achieve
these targets are derived. While this is a useful scenario, it would
also be helpful to include a scenario based on present policies. This
would illustrate the consequences of current policies for important
variables such as debt and debt service ratios.

c) The baseline scenario assumes that trade and industrial
deregulation will be stepped up early in the scenario period. Some
doubts must remain on this score. Thus, the implications for growth and
other variables of an unchanged stance of trade and industrial policies
would also be useful. & :

Some additional comments on the scenarios are attached.

Finally, given the importance of trade and industrial policy,
we would welcome the opportunity to review the Annex to the RED as well
as other Annexes.

Attachment '
oo i MbiTlome (8F) , Tha- A< . s kdy
As. b
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Comments on India--Supplement to Staff Report

1. The supplement is & useful explanation of the framework that the
medium-term scenario is based on, but it may create the impression that
the framework consists of a more comprehensive model than is actually
the case. In fact, it would be more correct to avoid the term "model™
and instead to describe the framework as the usual macroeconomic
identities with nearly all variables determined exogenously, some of
them with reference to an estimated equation, and the remaining ones
determined as residuals. This would also help clarify that public
saving is only a residual when there is a target for the current
account, as in the baseline, but that the current account is the
residual when public saving is determined exogenously, as in the
sensitivity analysis (the statement on page 3, line 4, should be
modified to make it symmetric with the current account description on
page 2). The two "blocks"--dealing respectively with balance of
payments and the savings and investments of the public and private
sectors, could be explicitly shown, so that the reader can clearly
identify the relationships between the various variables that are
mentioned. It would be useful, moreover, to include the estimated
equations in the supplement, as was done in the previous staff report.

2. Furthermore, the important conclusion is drawn that "even with
a moderate deterioration in the external environmment, the external
position would remain manageable provided appropriate economic policies
that strengthen the underlying position are adopted,” (last sentence on
p. 7, continuing to p. 8; emphasis added). It would be useful to spell
out some of the appropriate policies.

Page 4, middle and page 5, line 7. It should be made explicit
whether a strengthening of domestic competitiveness means a depreciating
real effective exchange rate. ;

Page 1. The only reference to the money demand equation is on this
page, but it would be helpful to indicate how it was used to derive the
baseline and alternative scenario.

Table 2. Gross domestic savings are projected to increase from
20.8 percent of GDP in 1989/90 to 21.7 percent in 1990/91, which means a
corresponding 4.3 percent decline in the ratio of public and private
consumption to GDP. Since real GDP is projected to increase by
5.6 percent in 1990791, real public and private consumption will only
increase by about 1.3 percent, implying a per capita decline. The
projected savings path may, therefore, be too ambitious. It should also
be noted that not too much reliance should be placed on the estimated
private savings function (page 3, line 2), given the comsiderable
disagreement in the literature on the effect of growth and population
composition on the savings ratio.



Page 6, line 6. 5-1/2 percent rather than 6-1/2 percent.

Table references pages 3 and 4.

’

Reverse order of tables.







Office ]Wemordndum

TO: Ms. Schadler June 1, 1989
FROM: Thomas Leddy/ﬁ//’— >4/

SUBJECT: India--Draft Staff Report

I enjoyed reading this paper, which is very nicely written.

number of comments are attached for your consideration.

At tachment

ce:. Mr..Tanzi
Mr. Francotte
Operations Division for General
Resources (TRE)
Mr. Ritchie (IBRD)

6¢<:: Mr. (\TfﬁJdlk
Ms. kC“.\’
Blue Clde—

T

A



June 1, 1989

India--Comments on Draft Staff Report

1. The report is comprehensive and its policy thrust is appropriate,
especially the focus on the medium term and the need for reform and
liberalization of what remains a rather highly regulated economy.
However, several indications in the text give cause to be somewhat less
sanguine about the outlook than is conveyed by the general tone of the
report. Among the most important are the following examples:

(i) 1Industrial decontrol: There is a commitment to prevent "any
backtracking” (page 10); yet the emphasis to be placed on
"employment creation” and poverty alleviation could act as
constraints on progress (pages 19, 20).

(ii) Public sector policies need to generate the equivalent of
some 2 percent of GDP of savings, implying a significant fiscal

ad justment by the Central Government, the state governments, and
"the public enterprises sector (page 21). Yet the state governments
are suffering from "weak revenue mobilization and expenditure
control” and large deficits (totaling some 4 percent of GDP), and
consequently a dependency on Central Government budgetary support
(page 22). Also, the public enterprises have serious shortcomings
that "are unlikely to be solved by administrative needs alone”, yet
there is no indication of the authorities' reaction to the
discussions on possible "reform of" the administrative price
system, reducing the reliance of public enterprises on budgetary
resources” etc.

(iii) Financial reforms: "The authorities are eager to push
reforms further". However, they are constrained by the tradition
of providing interest subsidies to certain sectors—-farmers, small-
scale industry exporters, and the Government (page 23).

(iv) External policies: There is little scope for additional
export incentives and therefore there is to be greater reliance on
"the liberalization of imports, exchange rate policy, and restraint
of demand management” (page 24). Yet "while further increasing the
export orientation of the economy was generally embraced by the
authorities” there was concern that it would render the economy
vulnerable to the foreign trade policies particularly of industrial
countries” (page 25). More importantly, there appears to be a
strong predispostion to use the exchange system as a tool for
balance of payments management, while the staff expects continued
maintenance of "the more liberal conditions for imports and a
supportive exchange rate policy" (page 28). Incidentally, nothing
is said about the adequacy of the prevailing exchange rate.

(v) Finally, there is the external indebtedness problem, which
leaves "relatively little scope for increasing the use of foreign




savings (loans) without jeopardizing external viability" (page 17);
whereas the private savings rate is already relatively high (page
16), implying that the savings—-investment balance can only be
improved through fiscal retrenchment. On this point, should the
report in particular be so felicitious about the budget for
1989/90? The budgeted deficit of 7.3 percent is virtually
unchanged from the 1988/89 budgeted level, even as revenue
performance is projected to be slightly better. Moreover, little
is presented about the public sector deficit which has remained
unchanged at about 10 percent of GDP since 1985/86.

In view of all these, it might have been useful to have provided a
quantified medium—-term scenario indicating the possible adjustment path
under unchanged policies, and to highlight the implications for growth
and the balance of payments as an alternative to the scenario presented
in the report.

2. With respect to the staff appraisal, we would suggest inclusion
of the following:

a. An explicit recognition that the Indian trade and industrial
system remains highly complex and restrictive despite recent
liberalization measures and that access to its market is highly
uncertain. In this context I would note that the staff is more
forthright in expressing its views on the exchange system (p. 14).

b. The substance of the last paragraph on p. 14 could be restated
at the end of the staff appraisal section (page 32) and a sentence added
as to why the staff is not recommending approval of the bilateral
payments agreements with Fund members and the multiple currency
practice, noting that the multiple currency practice constituted by the
exchange rate guarantee on interest payments in foreign currency
nonresident accounts is new (it was not mentioned in the previous staff
reports or Board decisions). There should also be an indication that
the details on these exchange restrictions would be provided in the RED.

c. Access to foreign markets by India is important; it could also
be stated, however, that this could be facilitated by increased (and
more certain) access for other countries to India's market.

d. An explanation of what is necessary for increase transparency
(referred to on p. 30). This might refer to a need to reduce the
layering of restrictions, to eliminate redundant restrictions, to
replace QRs and bans with tariffs, and to simplify the import licensing
system.

e. A recommendation to increase competition in final goods markets
by substituting tariffs for QRs.



f. On p. 28, second complete paragraph, line 4, the word "expects”
is a bit weak. The staff might "urge" the authorities to maintain more
liberal conditions for imports and a supportive exchange rate policy.

g. A clearer position on export subsidies would also be
desirable. In fact, there may be a case for the staff to recommend a

reduction in subsidies.

3. Some other specific comments and questions on the body of the
report.

a. On p. 5 it would be useful to include the maximum debt service
ratio reached in the early 1980s in the first incomplete paragraph.

b. In the second line from bottom (p. 7), "$60 million" should be
replaced by "$60 billion".

c. Should the words "improve inputs” on p. 8 (first paragraph) and
p- 9 . (second paragraph) be "improve access to inputs”™?

d. Section 2.c on external short-term policy issues seems to
represent the authorities views (with the exception of the last
paragraph pp. 13-14). This might be made more explicit given that staff
views on these issues do not appear until much later in the paper in the
staff appraisal. It is not clear in the last paragraph of p. 14 whose
view is reflected in the sentence "The economic impact of these measures
is insignificant.” The basis for this view (be it the authorities' or
the staff's) might be given.

e. The quantitative restrictions placed on important inputs for
low value-added consumer goods are described as "not significant in
terms of the main goods of import liberalization” (p. 14). This does
not sit well alongside the statement that they were meant "to avert the
potential for a weaking of the balance of payments”.

f. The Statement on p. 19 that (industrial reform and trade
liberalization) "measures” are "now isolated from political pressures”
seems inconsistent with the statement on p. 10 that "owing to political
constraints in an election year, major changes in structural policies in
1989/90 could not be expected.”

g. Page 19-20, the staff might question whether limits on closures
and exits of firms in an efficient way to preserve employment.

h. Page 20, first complete paragraph; what are "universal imported
inputs™?

i. Page 22-23; the content and outcome of staff discussions with
the authorities on the "possibilities for reforming the administrative
price system, etc.” might be described.




j- Page 24, the word "felt” on line 5 is a little odd; it would
make more sense if the word "would” on the following line was changed to
"should."

k. Page 24, the nature and extent of "export incentives"” could be
described (or a reference to the annex to the RED where trade and

industrial policies are described could be given); if data are not
available this might be made explicit in the staff report or in the RED.

1. Page 25 first incomplete paragraph,
increased "vulnerability” of a more

a big problem if eXports are reasona
markets.

last sentence, the
"export-oriented" economy may not be
bly diversified both by products and
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SUBJECT: India--1989/90 Budget

-
~o

The 1989/90 (April-March) Central Government budget, which
will be the last before elections due by end-December, was announced on
February 28. 1Its principal objectives are to expand anti-poverty and
employment programs, to discourage consumption of luxury goods, to
provide relief to middle income taxpayers, to maintain the pace of
modernization and growth, and to contain the budget deficit. Major
measures directed toward these objectives included the restructuring of
existing rural employment programs and the creation of a new employment
scheme targeted at the poor (the consolidation of employment programs
will increase implementation efficiency); increased excise duties on
luxury goods; an increase in the progressivity of income tax rates; and
lower import duties on capital goods. Reductions in the growth of
expenditure on subsidies and capital outlays and a cut in the absolute
amount of defense expenditure contribute to the containment of the
deficit. 4

As expected in an election year, the budget statement included
no major structural reforms, while the budget expands popular
expenditure programs. Nevertheless, the budget provides for a reduction
in the overall deficit from a provisionally estimated 8.4 percent of GDP
in 1988/89 to about 7 percent of GDP in 1989/90 (see attached table).
The projected deficit coincides with the target discussed with the
authorities in January in connection with a possible safety net
arrangement. Although capital spending is to decelerate, most of the
improvement in the budgetary position is to come from a lower '"revenue
deficit" which largely coincides with the deficit on current
transactions. While these projections indicate the authorities' concern
about reducing the deficit, they may be optimistic. Total revenue and
grants are budgeted to rise by l.l1 percent of GDP, of which 0.2 percent
of GDP reflects the impact of new budget measures. The main source of
the revenue increase (excluding budget measures) is a projected
18 percent growth in excise duty collection; based upon past
performance, this projection seems optimistic. On the expenditure side,
the contribution of lower defense expenditures to the reduction in the
deficit is highly praiseworthy. On subsidies, however, it is difficult
to see how a sharply lower growth of expenditure can be achieved when
there has been no change in policies affecting food and fertilizer
subsidies. Finally, the containment of capital spending is a concern in
light of the Government's ambitious medium—term growth objective.

Attachnent
cc: ETR //
FAD

Mr. H. Simpson



Table 1. India: Central Government Operations, 1987/88-1989/90

1988/89 1989/90
1987/88 Budget Estimate Budget
(In percent of GDP)
Total revenue and grants 11.9 115 11.7 12.8
Total expenditure and net lending 20.0 19.2 20.1 19.7
Current expenditure 14.5 14.0 14.6 14.5
Capital expenditure and net lending 5.5 A2 5.5 552
Overall deficit -8.1 -7.8 -8.4 -6.9
External financing (net) 8.7 0.8 0.6 0.7
Domestic financing (net) 1.4 7.0 7.8 6.2
Of which: Reserve Bank of India (2.0) (1.9 (24 (1.7)
Memorandum item:
Revenue deficit =27 =2.7 -3.0 =l
(Percentage change)
Total revenue and grants 11.6 11.8 14.2 21.4
Of which: Income tax 15.9 10.9 13.3 13.6
Excise duties 14.6 3.6 11.9 22.4
Import duties 18.0 15.8 17.4 1351
Total expenditure and net lending 10.1 11.6 16.5 8.8
\-2.
Current expenditure 14.4 12.5 i 10.0
Of which: Interest payments 28.3 2340 26.0 20.1
Defense =37 3.0 6.9 =4.0
Subsidies 11.7 16.6 24.0 8.5
Capital expenditure and net lending 0.2 9.4 14.6 5.4
Memorandum item:
Defense current and capital
expenditure 17.8 8.3 10.2 =1.5

Sources: Data provided by the Indian authorities; and staff estimates.
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Office Memorandum

TO: Mr. Neiss August 18, 1988

FROM: Patricia Brenne r?

SUBJECT: India--Some Comparisons with Other Developing Countries

As you requested, attached is a table comparing the share of
gross capital formation financed by foreign savings in India with that
in several other countries. You had suggested Indonesia, China and
Brazil as comparators. I have included several others, for a sample
which may be sufficiently wide to suggest that India finances a
relatively small proportion of its domestic investment with foreign
savings, or, conversely, that India finances more than 90 percent of its
investment from domestic effort. You also requested information on
India's share in total aid, which is shown in Table 2.

Thinking about questions that could arise at the Board
meeting, I have also prepared a table of exchange rate depreciation and
export expansion showing India's experience relative to that of the
economies of the "dynamic East Asian region.” As we stressed in the
staff report, India has shown a decided improvement in export
performance compared with its own past. However, several other Asian
developing countries have done even better. Thus, with the right policy
effort it should be possible for India to achieve the export expansion
contained in our high-growth scenario, particularly as the "tigers” lose
GSP status and provide India with an opportunity to increase its market
share»

Attachments

cc: Mrs. Junz (o/r) V//



SBP TBL tbpdb01(8/18/88)

Table 1. Share of Gross Capital Formation
Financed by Foreign Savings 1/

(In_percent)

4 year
1984/85 A 1985/86 1986/87 1987/88 average

India 7.2 10.4 9.8 8.0 8.9
Indonesia 8.2 9.1 21.4 10.0 12.2
China 2/ 11.1 6.9 2 oo
Bangladesh D5l 65.6 59.3 44.4 56.3
Pakistan 31.2 22.2 11.8 17.7 20.7
Sri Lanka 16.3 42.9 40.0 33.8 33.3
Brazil 0.6 12 9.8 2.0 3.4
Argentina 24.8 12.1 30.3 41.5 27.2
Chile 78.7 60.5 46.6 25.4 52.8

1/ Foreign savings defined as current account deficit of the balance

of payments.
2/ Current account surplus.




SBP TBL tbpdb03(8/18/88)

Table 2. Distribution of Official Development Assistance 1/
(In US$ million)

1983 1984 1985 1986
Europe 521 413 409 604
Africa 10,364 11,395 12,889 14,305
America 3,431 3,523 4,000 4,421
Middle East 4,120 3,668 3,922 4,023
South Asia 4,490 4,463 4,644 5,941
of which: India 1,741 1,609 1,527+ 2,059
Far East Asia 11,444 11,808 11,670 15,471
of which: 1India 670 798 940 1,134
Oceania 1,027 974 900 1,159
LDCs unspecific 3,290 3,073 3,442 3,491
Total, all LDCs 30,078 31,185 33,307 39,451

Memorandum items:
India as a proportion of ODA to Asia 15.2 13.6 13.1 13.3
India as a proportion of total ODA 5.8 5.2 4.6 542

Source:

Development Cooperation, 1987 Report of the OECD, Table

18.

“1/ Total ODA, net, from DAC countries, multilateral organizations and

OPEC.



SBP TBL tb2pdb

Table 3. Changes in Real Effective Exchange Rate
and Exports—-Several Countries

(In percent)

Depreciation of REER 1/ v Increase in US$
Sept. 85-Dec. 87 April 87-April 88 exports, 1987
India 25 16 23
Korea 15 =32/ 36
Thailand 19 12 17
Hong Kong 20 11 29
Pakistan 29 20 21
Indonesia 45 37 29
Singapore 20 10 25
Philippines 32 14 19
Sri Lanka 21 15 17
Nepal 17 5 41
Bangladesh 14 6 15
Malaysia 24 B 0
Average 23 13 25

1/ Real effective exchange rate data from INS.
2/ Appreciation.






Office Memorandum
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TO: Mr. Narvekar August 5, 1988
FROM: Patricia BrennerT B

SUBJECT: India--Illustrative Calculations of Cereal Access

You have expressed an interest in some illustrative
calculations of India's potential access for a drawing under the cereal
decision. With calendar 1988 as the shortfall year, and based on the
mission's estimates for exports and for cereal imports for the five
years centered on 1988, India could request an amount equivalent to
roughly SDRs 480 million (22 percent of quota), or US$650 million at
present exchange rates. This is a mechanical calculation, however, and
before a request could be made, several factors would have to be
clarified.

A drawing under the cereal decision must be made on the basis
of a joint calculation of the export shortfall or excess, and the cereal
excess (higher average foodgrain imports), based on the same shortfall
year. In addition, the export calculation must be based on at least 6
months of actual data. The amount presented above assumes 6 months of
actual exports data (January to June, 1988) that are not yet available,
but which the authorities would have to provide. Therefore, a decision
would have to be made about the trade-off between availability of actual
data, and the amount of a drawing that might be available. A request
based on the 12 months ended September 1988, for which we would already
have sufficient actual data would not likely generate enough net cereal
excess to be worth the effort. In the absence of the requirement of 6
months actual data, given the concentration of foodgrain imports, the
"optimum” foodgrain excess year would be fiscal 1988/89. This, however,
would require actual exports data for March through September 1988,
which would delay the request until the last quarter of 1988. Based on
our estimates and projections, a request for roughly SDRs 850 million
(39 percent of quota), or US$1.1 million at present exchange rates,
might be made on the basis of a 1988/89 cereal excess year.

Within the range of potential access suggested by these
illustrative calculations, a drawing would fall within the normal access
limit of 42 percent of quota under the new Compensatory and Contingency
Financing Facility.

The projections of cereal imports and total exports for
1988/89 and after are based on the mission's projections, converted to



SDRs at the geometric average US$/SDR rate of June 1988 for the period
after June 1988. The authorities were reluctant to provide a specific
projection of foodgrain imports for 1988/89. They indicated that in the
first fiscal quarter, one million tons of wheat and one-half million
tons of rice had been imported. They would need to provide a much more
detailed projection of foodgrain imports (and exports) before we could
proceed seriously.

Attachment

cc: Mrs. Junz v//
Mr. Neiss
Mr. Hemming
Mr. Shome



NOTE: The net cereal excess is calculated as follows:
1. Determine excess year (12 continuous months)
2. Establish five years centered on excess year
3. Calculate in SDRs:

a. The simple average of foodgrain imports.
The difference between cereal imports in
the excess year and the average for the five
years is the cereal excess.

b. The geometric average of exports. The difference
between exports in the center year and the
average for the five years is the export short-
fall or excess.

c. The net cereal amount is the cereal excess
less the export excess or shortfall (i.e., shortfall
is added, excess substracted).

Calculation of net cereal excess for center year fiscal 1988/89

(In SDR millions)

Actual Mission's Projection
1986/87 1987/88 1988/89 1989/90 1990/91

Foodgrain imports 30 19 1,147 - -
Exports, f.o.b. 8,544 9,669 10,817 12,063 13,415

Average foodgrain imports: 239 million
Center year foodgrain imports less average: 908 million

Geometric average exports: 10,766 million
Center year exports less average: 51 million

Net cereal excess: 857 million

For center year calendar 1988, a similar calculation yields a net
cereal excess of about 480 million




Calculation of net cereal excess for center year, calendar 1988

(In SDR million)

Actual Mission's Projection

1986 1987 1988 1989 1990

Foodgrain imports 42.9 21.7 859.4 287.3 =
Exports, f.o.b. 8,673 9,457 10,426 11,757 13,077

Cereal excess 617
Export excess 136
SDR 481 million
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INTERNATIONAL MONETARY FUND

August 4, 1988

Mr. Neiss:

As discussed.

Attachment

Helen B. Junz




INTERNATIONAL MONETARY FUND

August 3, 1988
Mres. ‘Junzi

India--Staff Report

Attached please find our
comments on India's staff report
which I reviewed myself. The
comments have been cleared with
Mr. Quirk. j

Attachment

cc: Mr. Acquah
Mr. Quirk
Ms. Brenner

Ana Maria Jul




“ETR2/ERD/COM — indcom, 8/3/88

Comments on India Staff Report

The paper states in a few places that there have been efforts to
liberalize trade policies and that the process of liberalization was
continued in 1987. Do these trade liberalization efforts include
measures affecting imports as well as exports? Measures affecting
exports are described on pages 10 and 12, but the only import measure
mentioned in the paper refers to a surcharge of 5 percent imposed on the
ad valorem auxiliary import duty (page 8, footnote 1). Also, on page 20
it is said that "a new Import-Export Policy for 1988-91 has just been
introduced. While the new policy provides for some further
liberalization of imports, its main thrust is directed toward extending
the range and coverage of incentives available for exporters.” 1If
import liberalization measures were introduced in 1987-88 (according to
the draft country page for the 1988 Annual Report on Exchange
Arrangements and Exchange Restrictions this does not appear to have been
the case in 1987), a brief description of these measures should be
included. If this was not the case, then the paper should state so, and
instead of referring to trade liberalization measures it should label
them specifically as measures affecting exports.

Furthermore, given that the measures affecting exports which have
been implemented result in budgetary costs (at a time when fiscal trends
remain a source of concern) and interest rate subsidies, the report
should explain why the staff did not discuss with the authorities an
acceleration of the rate of real effective depreciation of the exchange
rate, and instead advocates the continuation of the recent slow downward
trend in the real effective exchange rate (page 15). Except in the past
few months, the exchange rate policy appears to have been passive, with
incentives being provided to promote exports while a cumbersome system
of trade restrictions was used to contain imports. Also, while the
paper links the behavior of exports to exchange rate developments, no
reference is made to the impact on imports of these developments.

Page 11, para. 3, lines 5 and 6. According to the paper "the
external accounts would show a slight deterioration (in 1988/89), under
pressure from increasing foodgrain imports and an SDR 800 million
repayment to the Fund."” Given that the repayment to the Fund is a below
the line item, and that the overall balance of payments surplus for
1988/89 is projected to increase from $0.6 billion to $1.3 billion,
wouldn't it be more appropriate to say that gross international reserves
are expected to increase only slightly in 1988/89 despite the
improvement in the overall balance of payments position because of the
repayment to the Fund? Also, I would suggest using "gross international
reserves”" instead of "official reserves” throughout the paper to avoid
any confusion in concepts.

Pages 20-21, last para. This paragraph could be placed at the end
of the staff appraisal section (page 24) and a sentence added as to why
the staff is not recommending approval of the bilateral payments
agreements with Fund members and the multiple currency practice.



Page 25. Paragraph 1 of the proposed decision should read "The
Fund takes this decision relating to India's exchange measures subject
to Article VIII, Sections 2 and 3, and . . .", because of the multiple
currency practice.




_INTERNATIONAL MONETARY FUND

August 3, 1988

Mr. Kincaid: ’ S, LN 2

Attached are comments on the India
staff report which was reviewed by

Mr. Tiwari and discussed with me.

Attachment

cc: Mr. Quirk
Ms. Brenner

Paul A;uah




ETR2/CGK/IND--coindstt
August 3, 1988

India--Comments on Draft Briefing Paper

We enjoyed reading this well written brief. But we must note that
we were surprised at the complete absence of staff discussion of
economic progress in relation to the Seventh Five-Year Plan (1985/86-
1989/90). The report should indicate whether the main plan targets of
GDP growth, export and import volume growth, and of investment, national
savings, and current account deficit will be realized, including whether
it is still possible to reverse policy slippages. This discussion could
be tied in with the discussion of the high growth scenario.

Regarding Article IV reporting requirements, the report should
indicate that India will remain on the standard 12-month consultation
cycle, and indicate whether Board approval/disapproval is being sought
for maintenance of restrictions and multiple currency practices.

The following comments may also be of use.

Page 2, top. Report should indicate that self-sufficiency was
achieved at an economic cost.

Page 3, Table 1. Data on poverty is missing.

Page 4, bottom. Timing of the conclusion of last Article IV
consultation discussion should be indicated.

Page 9, bottom. It would be useful to indicate the size of the
short-term money market.

Page 12, bottom. Some indications should be provided of the size
of the loss in official reserves since recent press reports have
reported varying amounts.

Page 17a. Some negative signs in the adjustment column are
missing.

Page 18. This page is missing from our copy of the report.
Page 19, top. It would be useful to elaborate on the timetable for

expected implementation of enterprise reform, and the envisaged savings
to the consolidated budget.

Page 20, middle. A brief description of the main elements of the
new Import-Export Policy for 1988-91 together with an indication of the
magnitude of the envisaged llberallzatlon in the field of industrial
licensing would be useful.
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TO: Mr. Hubert Neiss DATE: August 3, 1988

FROM: Pierre Francotte 8f/

SUBJECT: India - Draft Report for the 1988 Article IV Consultation

/
J

“We have the following comments on the draft report:

L In accordance with standard practice, there should be a
sentence at the end of the introductory paragraph indicating that India
continues to avail itself of the transitional arrangements of Article XIV,
Section 2, as well as a sentence at the end of the staff appraisal
recommending that the next Article IV consultation with India be conducted
under the standard 12-month cycle.

2 The staff appraisal should also indicate whether approval of
the restrictions and multiple currency practice subject to the approval of
the Fund is recommended and give the rationale therefor. In accordance
with Fund policies, restrictions arising from bilateral payments
agreements are not approved because they are discriminatory. As for
multiple currency practices, the policy of the Fund is to approve them if
they are introduced or maintained for balance of payments reasons,
provided they are temporary and being applied while the member is
endeavoring to eliminate its BOP problem and provided that they do not
give the member an unfair competitive advantage over other members or
discriminate among members.

3 Since the description of the exchange restrictions maintained
in accordance with Article XIV will appear in the RED rather than in the
staff report, we would appreciate it if we could be provided with a copy
of the relevant section of the RED before its finalization.

4. Because India’'s exchange measures include a multiple currency
practice subject to approval under Article VIII, Section 3, paragraph 1 of
the draft decision should refer to "India’'s exchange measures subject to
Article VIII, Section 2 or 3." (See attached.)

5. Other comments have been written directly on the attached
copies of the relevant pages of the draft.

Attachment

cc: Mrs. Junz
Mr. Mathuran
Mr. Hemming
Mr. Liuksila



VII.

VIII.

IX.

ANNEX IV

India: Fund Relations (cont'd.)

B. Nonfinancial Relations

Exchange Rate Arrangements MJWNJ‘NvLi : v

The Indian rupee is linked to a basket of currencies with percent* -
margins. The intervention currency is the pound sterllng India

maintains extensive exchange restrictions which are
Article XIV. 1India has restrictions on the making of payments and

transfers for current international transactions1HETT3EZ?ET“~—-—-—-‘Aﬁ“ﬁ~g“"
payments agreements with two Fund members (Poland and Romania)-- e, thL

wﬁ;&;*ife sub ject to approzal under Arg;cle VIII Sectlon 2, &NML
A CMNRNU#% V"%hCL QN\VWQv(va L
Last Article IV Consultation YW'V“LU‘ ‘(JWWL WW\ (4

WKGWW Mae VL, Lt 3
Article IV consultation discussions were held during May 4-18,

1987. The staff report (SM/87/160, 7/9/87) was discussed by the

Board on August 7, 1987, and the following Decision

No. 8677-(87/120) was adopted:

18, The Fund takes this decision relating to India's exchange
measures subject to Article VIII, Section 2, and in concluding the
1987 Article XIV consultation with India, in light of the 1987
Article IV consultation with India conducted under Decision

No. 5392-(77/63), adopted April 29, 1977 (Surveillance Over
Exchange Rate Policies).

2. The restrictions on the making of payments and transfers for
current international transactions described in SM/87/178 are
maintained by India in accordance with Article XIV, except that the
restrictions arising under the remaining bilateral payments
agreement with two Fund members are subject to approval under
Article VIII, Section 2. The Fund encourages the authorities to
terminate the bilateral payments arrangements with two Fund members
as soon as possible and to further simplify the exchange system.

Technical Assistance

None has been provided by the Fund during the last three years.

Resident Representative/Advisor

None.




-

V. Proposed Decision

The following draft decision is proposed for adoption by the
Executive Board:

1. The Fund takes this decision relating to India's

N dr oA 3
exchange measures subject to Article VIII, Section 2} and in
concluding the 1988 Article XIV consultation with India, in
the light of the 1988 Article IV consultation with India
conducted under Decision No. 5392-(77/63), adopted April 29,
1977 as amended (Surveillance over Exchange Rate Policies).

2. The restrictions on the making of payments and
transfers for current international transactions described in
SM/88/... are maintained by India in accordance with Article XIV,
with two exceptions. The restrictions arising under the remain-
ing bilateral payments agreements with two Fund members are
subject to approval under Article VIII, Section 2. The 15 per-
cent tax on foreign exchange provided for travel abroad is a
multiple currency practice subject to approval under Article VIII,
o) dt
Sectioq&é. The Fund the authorities to terminate the
restrictive features of the bilateral payments agreements with
two Fund members, to eliminate the tax on foreign exchange for
(ST 74

travel abroad as soon as possible andjto further simplify the

exchange system, which remains complex.
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o Office Memorandum
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TO: Peter Quirk B July 25, 1988
FROM: Patricia Brenner ?

SUBJECT: India: Nonresident Accounts

You asked me for a brief description of India's provisions for
nonresident accounts. India maintains provisions for nonresident
foreign currency (FCNR) deposits, which the Government regards as an
attractive alternative to foreign borrowing as a source of foreign
exchange. Authorized dealers, mainly commercial banks, maintain FCNR
accounts in U.S. dollars and pounds sterling and NRE accounts in rupees
for nonresident individuals of Indian origin. An interest rate premium
is paid on the latter accounts with respect to the rate payable on
domestic deposits. Interest rates on FCNR deposits are changed
frequently to maintain a small premium over the respective international
deposit rates.

Authorized dealers are required to sell inward remittances
under the FCNR scheme to the Reserve Bank of India at a specified rate
of exchange. Dealers are authorized to repurchase corresponding amounts
at the same rate of exchange when deposits are withdrawn. The
authorities pointed out that interest rates on NRE accounts are about
2 percentage points higher than those of FCNR accounts, since in the
former case the depositor bears the exchange risk.

In previous reports, the use of separate exchange rates for
purchases and rates by the Reserve Bank of proceeds of remittances under
the FCNR scheme has been reported as constituting a multiple currency
practice involving capital transactions. Following upon our discussion
before the mission, I inquired about the treatment of interest under the
scheme. It appears that interest would in principle be repatriable at
the accounting rate applicable at the time of the deposit. The
representatives from the Exchange Control Department insisted, however,
that these deposits were in practice maintained "in perpetuity” and that
interest simply accrued without ever being withdrawn. Although this
would seem implausible for all deposits, the time series shows a
continuous increase in the outstanding level of these deposits since
1981.

cc: Mr. Neiss (on return)
Mr. Vittas
Mrs. Junz
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P.R. Narvekar ppN

Mr. Sengupta's Speech in India

Attached are press clippings on remarks made by Mr. Sengupta

in a seminar held in India last month. In these remarks he (i) cautions

that the threat of an external debt trap in India was real, and

(ii) provides a critique of adjustment policies recommended by the Fund.

Attachment

ce: Mr. Whittome “/

el
N My Y

Mr. He. Simpson



The Economic Times, p.l, Mgy 25, 1988.

Debt trap re

- From Om' New Delhi Burean

. NEW DELH]I, May 24.

The threat facing India that the
ccuntry may land itself in the external
debt trap 1s real, the International
Monetary Fund (IMF) executive direc-

tor, Dr Arjun Sengupta, has cautioned. .

Dr Sengupta, who was the economic
advisor to the prime minister before Were
taking up the IMF assignment, told a
meeting attended by eminent econom-
ists here on Tuesday that if the country
continues to resort to international
borrowing, it might reach a similar
situation being encountered by many
developing countries at present. “The
danger becomes even more imminent
when the distinction between borrow-
ing for production and borrowmg for
consumption o&ses 1 exist”, he re-
marked.

Dr Sengupta asscned India must
stop borrowing for consumption.

Speaking on “IMF a ‘;uslmcnt poli-
cies — a critical review”, Dr Sengupta
observed that for quite some time to
come, the Fund would face the criti-

© cism thal it could not draw up adjust-
_“ment programmes which would ensure

both balance of payment equilibrium

with growth of the economy. This was

because the answer to the question,
what produces powth. was yct to be
found. } e -

pta admxned that polmcs
par:Fu responsible for the Fund
adopuing -certain - adjustment ..pro-
grammes and policies. But at the same
time, no particular set of adjustment

“policies could. be termed as correct

measures in Thé a of emperical
evidence 1o suggest their effectiveness.
Since economists had not provided a
concrete answer, opinions ruled the
current decision-making in the Fund.

Giving a historical perspective to the
entire issue, Dr Sengupta noted that the
early years of the Fund witnessed

efforts at giving assistance to member
nations to tide over their short-term
balance of payments difficulties. With
the industrial nations ceasing to be the
borrowers of the Fund and the develop-
ing eounxms going m for the Fund s

The Times of India, p.ll, May 29, 1988.

al: IMF dlrecto~ :

assxstance in a bng way. me basnc

- problem confronting IMF was how to

ensure growth while bringing about
balance of payments adjustments.

It had been increasingly felt that
developing countries with their struc-

tural problems could not sustain the

desirable balance of payments position

wngout achxevmg substanual growth
m :

Howcver, Dr Scngupta observed
that the approach to balance of pay-
ments adjustment adopted by the Fund

“so far had not provided the solutions.’

The Fund’s adjustment policies heavi-
ly depended on the proposition that if
the money supply and demand dif-
ference could be controlled, the balance
of payments position could be con-
trolled. The instrument suggested was
restrictions on domestic credit and
thereby curbs on demand. The assump-
tion was domestic cmdn dxd not affect
production. i

But in actual practice, the domestic
credit restrictions did affect production
and mmby gromh. .

Larger exports for debt service needed

By D. G. GUPTE

HE rising trend in India’s debt
Tsemce ratio has been causing
concern. It is estimated that the
country’s debt service in 1986-87
on external debts on government
account, non-government ..ac-
count, IMF drawals and com-
mercial borrowings (including sup-
plier’s credits) amounted to about
22 per cent of current receipts.
This is likely to increase to 23-24
per cent in 1987-88 because of
higher IMF repayments and debt
service on commercial borrowings
-contracted in earlier years.

Dr Arjun Sengupta, executive direc-
tor of International Monetary Fund,
has cautioned that the country may
land itself in the external debt trap, if
it continues to resort to international

Money & Banking

borrowings. He has asserted that India
must stop borrowing for consumption.
Dr Sengupta has brought into focus
the nmsing proportion of exports
towards interest element of external
loans. In September, 1588, an instal-
ment of Rs 1,000 crores of IMF adjust-
ment credit is due. It would thus
appear that the current level of exports
to service external debts is expected to
rise from 24 per cent to 38 per cent. In
this context a substantial increase in
exports as 8 means of meericg debt
Service ‘cannot be overemphasised.
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TO:2 Mr. Vittas May 17, 1988
FROM: Patricia Brenner’?d;

SUBJECT: India--Draft Paragraph on Trade Issues

Per your request late this afternoon, here are draft
paragraphs of material on trade issues that could be included in the
pre-briefing for Mr. Sengupta:

In April 1988 the government announced a new Import—-Export
Policy for 1988-91. A preliminary look at thg documents containing the
policy suggests that the new policy generaliy increases export
incentives and varies the limitations on imports, although the overall
impact on import liberalization is as yet unclear. The staff will
discuss the new policy in detail with the authorities and will continue
to endorse the policy of replacing import controls with tariffs and
gradually reducing the level and dispersion of tariffs. As this is
done, compensating subsidies to éxporters can be reduced and progress
can be made toward ensuring that effective prices for imports and
exports are not significantly different. Such a policy is essential to
the liberalization of the restrictive industrial and trade systems that
have biased production against exports.

The staff believes that if India is to-sustain a high rate of
economic growth over the medium term, it will be essential to promote
export volume growth of 6 to 7 1/2 percent a year. In this regard, the
ten to fifteen percent growth of export volume in 1987/88 is noteworthy,
and appears to have been related both to the real effective devaluation

of the peso between late-1985 and mid-1987 and to the enhancement of

export incentive programs. Nevertheless, exchange rate policy during



the last twelve months appears to have been less forceful, with only a
real depreciation of 3 to 4 percent. The authorities should be careful
to assure that exchange rate policy continues to be used actively to
support exports, particularly as structural reforms are implemented.

The staff will also inquire as to India's impression of
progress in the Uruguay Round of multilateral trade negotiations and its

own priorities in the negotiationms.

cc: Mrs., Junz
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Office Memorandum %

e
TO: The Deputy Managing Director April 26, 1988
FROM: Anupam Basu b@%?

e

SUBJECT: Staff Visit—--Reserve Bank of India Study on Domestic
Financing of Central Government Deficits

During the period April 11-23, 1988, I visited the Reserve
Bank of India (RBI) in Bombay to participate in the preparation of a
study on the domestic financing of Central Government deficits. My
visit was in connection with work which remained to be completed from
my last assignment at the RBI on leave of absence from the Fund. I had
a very useful discussion with the Governor, Mr. R.N. Malhotra, when I
submitted the first draft of the study which was prepared on the basis of
extensive consultations with the Deputy Governor, Dr. C.R. Rangarajan,
and senior staff of the RBI's Department of Economic Analysis and
Policy. Some further work will be needed before the study can be
finalized, but this will be completed by the RBI staff. On my part, I
have agreed to visit the RBI for a week in August 1988 during my annual
leave to finalize the study; the RBI will bear all the expenses. Apart
from the timing of the next visit in August 1988, there is no further
commitment on the part of the Fund to the RBI.

The basic motivation of the study is the fact that in the
1980s, as a proportion of GDP, the deficit in Central Government
operations (excluding interest payments) has been growing more rapidly
than the household sector's net financial savings (a large portion of
which is held in banks and other financial institutions). The study
tries to point out the implications of rapidly increasing the
Government's use of resources from a relatively slowly growing pool of
financial savings and, alternatively, of relying more heavily on pure
monetary financing. The first form of financing seems to suggest a
slowdown in the real rate of growth, because government expenditures
have lower productivity and the private sector seems to be crowded
out. The second form of financing leads to "crowding out" and infla-
tion. The policy recommendation is a combination of a more active
interest rate policy and fiscal adjustment, the former to help raise the
financial savings ratio and the latter to avoid "crowding out” and a
continued rapid rise in the public debt ratio.

cczb/g;. Whittome
Mr. Narvekar
Mr. Brau
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‘ RESERVE BANK OF INDIA
EXCHANGE CONTROL DEFARTMENT
CENTRAL OFFICE

SechmmC

Question - Please provide a chronological list of all

Iv.8 : changes in the exchange and trade control
regulations and in other gaspectsiof+the
exchange and trade system since December 31,
19855 Please describe any changes
introduced or contemplated in policies
with respect to foreign collaboration
arrangements in industry, including royalty
pPayments and purchases of technology and
in the regulations and incentives for
foreign direct and portfolio investment,

Answer - The answer to this question is given

in three parts as under:

(A) Chronological list of changes
in the exchange and trade
control regulations and in
other aspects of the exchange
and trade system since
December 31, 1985,

(B) Changes introduced or contemplated
in policies with respect to
foreign collaboration arrangements
in industry including royalty
bayments and purchase of technology.

(C) Chancges introduced or contempl ated
in the regulations and incentives
for foreign direct and portfolio
investment.

(A) Chronological list of changes
in the exchange and trade control
regulations and in other aspects
of the exchange and trade system
since December 31, 1985

The information pertaining to trade

control regulations and system is




14.3.86

(L

obtainable from the Chief Controller of
Imports and Exports, Ministry of Commerce,
Government of India, New Delhi.
Information regarding changes in the
exchange system and Exchange Control is .

furnished below -

5 % Hitherto non-residents of Indian

nationality or origin returning to India

Returning Indians Foreign for permahent
Exchange Entitlement ;
Scheme (RIFEES) settlement

were entitled to avail of foreign exchange

upto 25 per cent of the total amount of
foreign exchange repatriated to India and
balances held in their Non-resident
(External) Rupee accounts and Foreign
Currency Non-resideﬁt (FCNR) accounts at

the time of transfer of residence. The

" limit for the foreign exXchange entitlement

under the Scheme has been raised from

25 per cent to 50 per cent of the total
amount of foreign exchange repatriated to
India by the applicant and balances held
in his Non-resident (External) Rupee/FCNR

accountse



7.4.86
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K Under the Foreign Travel Scheme (FTS)
Indian residents were eligible to undertake

Foreign Travel under visits to any
Special Travel Schemes

country (other than
Nepal and Bhutan) once in two calendar years
and were entitled to draw foreign exchange upto
the equivalent of US § 500 per capita. Similarly,
under the Neighbourhood Travel Scheme (NTS)
Indian residents were eligible to visit any-
country in the group of eight neighbouring
countries (viz. Bangladesh, Burma, Malaysia,v
Maldive Islands, Mauritius, Pakistan, Seychelles
Islands and Sri Lanka) once in two calendar
years and to draw foreign exchange'upto the
equivalent of US § 250 per capita. The
following changes have been introduced in the
Special Travel Schemes with effect from 7th
April 1986,
(i) PTS as well as NTS will be

available once in three calendar

years instead of once in two

calendar years.

(ii) PTS and NTE will be mutually

exclusive., A traveller visiting

any country/ies in the NTS group

on his way to other countries

covered by FTS would be eligible

for relcase of exchange under
FIS ionly.
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(iii) Minor children upto the age
of twelve will be eligible to

draw exchange at half the
normal FTS/NTS quota.

24.7.86 3.(a) The Reserve Bank has issued a notification

under the Foreign Exchange Regulation Act, 1973

Hospitality to non-residents in terms of

on visits to India and

surrender of unspent foreign which it has
exchange by travellers on

return to India granted general

permission to any person resident in Indié td
make payments in Indian rupees towards
hospitality extended to any person resident
outsidé_India who is on a visit to India, upto

a maximum of Rs. 2, 000/- during the course of

a single visit.

(b) The Reserve Bank has issued another
notification under the Foreign Exchange
Regulation Act, 1973 in terms of which any
person resident in India who had acquired
foreign exchange under general or special
permission of the Bank for travel abroad is
permitted'to surrender the unspent foreign
exchange brought back to India by him, to a
bank authorised to deal in foreign exchange

against payment in rupees (i) within 60 days




28.7.86
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ey
from the date of his return if the value of
foreign exchange brought back does not exceed
US $ 200 or its equivalent and (ii) within
30 days of his return if the value of such
foreign exchange exceeds US $ 200 or its
equivalent, Earlier such unspent balances were
required to be surrendered to authorised ’

dealers immediately on the travellers' return

to India.

4.(a) The Rescrve Bank has enhanced the scales
for release of exchange for travel abroad for

Release of foreign practical and
exchange for travel abroad

specialised training
and medical treatment. Details of the enhanced

£33

scales are as unders:

Purpose New scales for release
of exchange

(i) Practical US $ 900 per month
training
(upto 12
months)
(ii) Specialised US § 100 per day for the
training first month and US $

IS5 per. day for:the
balance period

(iii) Medical treatment:

a)oImitial Upto US $ 7500 subject to
remittance accounting. Higher amount
towards medical can be released if
expenditure estimate of expenditure

from the overseas hospital
specifdes  its



o

b)

c)

(iv)

(v)

Pre and post-
hospitalisation
stay abroad of
patients

Attendants
accompanying
patients

Incidental
expenses where
no per diem
amount is
released

Travel to
Bilateral Group
countries

(i.e. USSR,
German Democrat-
ic Republic,
Romania,
Czechoslovakia
and Poland)

US $ 100 per day upto
2 months.

US $ 75 per day upto
2 months.

US' § 15 per day subject
to minimum of US $

150 and maximum of
USESii900..

Indian travellers
visiting these countries
are issued rupee
travellers cheques
encashable in the
respective countries.
However, - free foreign
exchange will be released
upto 20% of the traveller's
exchange entitlement or
US § 100 whichever is
more.

(b) Reserve Bank now considers requests from

consultants/specialists holding post-graduate
qualifications awé—heviag—to—thedr credit
RERifam—erperience—of—3—years, for release of
exchange for undergoing advanced training
specialised medical fields like heart surgery,
neurology, oncology, etc. at reputed overseas
institutions upto a maximum period of 6 months.
This facility is distinct from the facility

of undertaking study tours abroad which is already

available to leading consultanté/specialists.



29.7.86
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Se The following changes have been
introduced in the relevant regulations with

Remittance/Retirement facilities effect
to Indian/foreign nationals

from 29th
July 1986 -

(a) Persons of Indian nationality or origin
who had settled down abroad permanently before
the introduction of Exchange Control in India

will henceforth be entitled to release of

foreign exchange upto Rs. 1 million in one lump sum

towards transfer of their Indian assets
including bequests, legacies and inheritances

as well as balances held in the applicants'
ordinary non-resident accounts. The balance,

if any, left over after availing of the lump sum
remittance of Rs. 1 million will be allowed to be
remitted abroad in annual instalments not

exceeding Rse 0,25 million each.

(b) Foreign nationals leaving India on
retirement for settlement abroad will be allowed,
on their retirement from India, an initial
remittance upto Rs. 0.5 million and subsequent
annual instalments of Rs. 0,25 million on account

of transfer of their capital assets. In
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addition, they would be eligible to remit

the value of their entire current assets.

(c) Persons who were never: resident in India
will be eligible for remittances towards
legacies, inheritances and bequests subject to a
ceiling of B, 0.5 million for the initial
remittance, the balance, if any, being remittable
in annual instalments not exceeding

Rse 0,25 million each.

(d) Foreign born-widows of Indian nationals
will be eligible to transfer abroad their capital
assets plus current income in India upto
Rse0e5 million in one lump sum and upto
Rse 0,25 million each towards the subsequent annual
instalments,

B Reserve Bank has granted general permission

to Indian companies to incur hotel expenses

Expenditure on official wvisits- upto
to India of non-resident
directors of Indian companies Rs. 3,000/~

per day for a period upto 5 days on account of
their non-resident directors in connection with
the JlaEte eisSvissiims st o tpdia for official

business like attending board meetings etc.
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11.8.86 Ty As from August 1986 Reserve Bank has

allowed firms/companies holding valid blanket

International Credit Cards permits under the
RBI or ITC Schemes to obtain and ﬁse international
credit cards tc facilitate business visits

abroad of their representatives. Applications

for the facility have to be submitted to the
Central Office of the Bank's Exchange Control

Department.

11.8.86 8e The Export-Import Bank of India (EXIM Bank)
has concluded an agreement with the Bank of

Exim Bank Line of Credit Jamaica on 31lst
to Bank of Jamaica

veteper 1985 for
making available to the latter, a line of credit
of Bs. 50 million. The credit is available for
import into Jamaica from India of certain capital
and engineering goods including spares. The
last date for opening of letters of credit for
contracts tc be eligible for finance under the
line of credit is 30th April 1987 and the last
date for making disbursements by EXIM Bank is

31st October 1987,
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9. Reserve Bank has granted a licence to
deal in foreign exchange to Bank of Bahrain

Authorised Dealer in and: Kiwait: B .5.C.
Foreign Exchange

in terms of Section 6
of the Foreign Exchange Regulation Act, 1973.
The bank has been permitted to undertake all

types of foreign exchange transactions in all

permitted currencies subject to usual conditions

and obligations.

10. Till January 1987, Reserve Bank bought
Pound sterling, US dollar, Deutsche mark and
Japanese yen on spot as well as forward basis.

Sale of foreign currency by Reserve Bank was

Sale of US dcllars by restricted to Pound

Reserve Bank to

Authorised Dealers sterling on spot

basis. With a view to making US dollars
available to authorised dealers tc meet their
merchant commitments in that currency, Reserve
Bank has started selling US dollars for spot
delivery to authorised dealers with effect
from@ndElebruo i @8 . The ~facility is

subject to the following main conditionss-

i) Reserve Bank will sell a minimum
of US dollars 2,50,000 and higher
amounts in multiples of US §
25,000/-. There will, however,
be no ceiling on such 'sales.
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ii) The US dollars to be purchased
from Reserve Bank should be only
for covering sales of US dollars
for specific merchant transactions
or commitments in that currency
such as remittances to be made
on account of imports, dividends,
profits, royalty, technical know-how
fees, etc. from India in conformity
with existing Exchange Control
Regulations,.

012086 d i The Government of Ind{a have signed on

11th September 1986 an agreement with the

Indo-Nicaraguan Credit Government of the
Agreement dated 1l1th
September 1986 for Republic of

Rse 125 million

Nicaragua under
which the former will makée available to the
latter: a line of credit of Rs. 125 million.: The
credit will be available for export from India
of certain specified goods of Indian manufacture
and services. The export contracts to be
financed under the credit agreement must be
signed and relative lettercs of credit established
by 30th September 1987. The terminal date
for drawzls under the credié is 30th September

1988,
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(B) Changes introduced or contemplated
in policies with respect to foreign
collaboration arrangements in
industry including royalty payments
and purchase of technology

L]
1

Government of India have introduced a
revised procedure for approval of foreign
collaboration agreements with effect from 2nd
August 1985. The important changeg_which have
been introduced through the revised procedure

are the following -

(a) Foreign Collaboration Agreements will
not be taken on record by the Government of India
but will be filed with Reserve Bank of India(RBI).
The date of receipt of a collaboration
agreement in the concerned Regional Office
of the Exchange Contrcl Department of RBI will
be taken as the date of filing of the agreement

WisEh S REE TS

(b) In the Government approval letter, the
following clause will be added.

"This approval letter is made a part

of the foreign collaboration

agreement to be executed between you
and the foreign collaborator and any
provision of the same agreement which
is not covered by the said letter

or is at variance with the provisions
of that letter shall be void and be not
binding on the Government or Reserve
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Bank of India. If a question
arises as to whether a provision
in this agreement is or is not
covered by the Government
approval, the parties hereto agree
that the decision of Government in
the Department of Industrial
Development shall be final®.
(c) The foreign collaboration approval
letter will form part of the foreign

collaboration agreement.

(d) The revised procedure is applicable only
to approval letters issued by the Governmen£
of India on or after 2nd August 1985.
Information regarding changes in the policy
cn téchnology transfer is obtainable from
2 Government ovandia who formulate and

administer the policy.

(C) Changes introduced or contemplated
in the regulations and incentives
for foreign direct and portfolio
investment

The process of liberalisation and
simplification of procedures relating to
investment in India by non-resident Indians(NRIs)
and Overseas Corporate Bodies owned to the

extent of at least 60% by NRIs (OCBs) continued
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during 1986., The following is a summary

of major changes introduced in this areas

(1) Government of India issued a Notification
under Section 19(6) of Foreign Exchange
Regulation Act, 1973 on 10th June 1986
in terms of which sale/transfer of
shares of Indian companies on non-
repatriation basis through stock exchanges
intfavouregtvan individual and/or
company or other corporate body
incorporated under any law in force
in India (excluding companies with more
than 40% non-resident interest) will
not require Reserve Bank's clearance
under Section 19(5) of FERA, 1973,

In terms of another Notification issued

by Government of India on 10th June 1986

transfer of shares of Indian companies
by NRIs with repatriation rights
through stock exchange in India in
favour of a person who is a citizen of
i ciilaor e sperson . of. ITndian: origin,
whether resident in India or outside
India or in favour of a company
(excluding a FERA com»any) will not
require RBI's permission provided

(2) shares had been purchased under the
Portfolio Investment Scheme, (b) shares
are held for a period of not less than
one year prior to transfer, (c) shares

are sold in stock market through the
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(3)

(4)
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same designated bank through whom
they were purchased and (d) the sale
proceeds are paid to the designated

bank.

Under the Portfolio Investment Scheme

the validity of general permission

"granted by RBI to designated banks for

purchase of shares on behalf of NRIs

has been raised from 3 to 5 years.

In order to eliminate delays in
submission to RBI of inward remittance
certificates evidencing receipt of

funds from abroad, it has been decided
to introduce with effect from 18t

April 1987 a separate series of NRE
cheques which would enable the bankers to
the new issues to issue a consolidated
bank certificate without calling for

any certificate from the paying banks.

Under the 40% Scheme, private limited
companies engaged in manufacturing/
industrial activity and/or hotelscof 3
star and higher ratings, hospital
projects, etc. arc now being permitted
to issue shares to NRIs upto 40% of the
new issue without any monetary ceiling
thereon. Earlier there was a ceiling of

RBse 4 mrllion on such issues to NRIs.



(5)

(6)

(7)

(34

16

NRIs are now permitted to participate

in the revival of sick industrial units
by making investments with full
repatriation rights either by purchasing
equity shares from the existing
shareholders or by way of subscription
to new equity issue of the Indian sick
company upto 100%. Repatriation of
capital would, however, be permitted
after a minimum period of 5 years taking
into account the future payment

liabilities cf the company.

Indian companies engaged in shipping/
computer software/oil exploration were
not hitherto allowed to issue shares to
NRIs with repatriation rights. NRIs
were also not permitted to invest in
Medical Diagnostic Centres. These
fields have since been thrown open for
NRI participation with repatriation

benefits under the 40% Scheme.

With effect from 29th November 1986

HRIs have been granted general permission
to (a) subscribe to Memorandum and
Articles of Association (MA & A) and

take up shares of the company for the
purpose of its incorporation upto upto

a face value of s, *10,000/= and (b) the
company to issue, shares as above

tofsuch NRIs subject to compliance with

certain conditions. NRI promoters can
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thus now subscribe to the MA & A
and take up shares upto face value
of Ps. 10,000/~ without approaching

RBI for prior permission.

Designated banks are allowed to
repatriate from India the sale proceeds
of shares/debentures held by NRIs to
credit such funds to the seller's
NRE/FCNR accounts to the extent of cost
of acquisition of investment or sale
proceeds whichever is less. The

excess amount (if any) representding
capital gains is permitted to be
repatriated/credited to NRE/FCNR account
after submission of No Objection
Certificate/Tax Clearance Certificate
from Income-~tax Authorities., With a
view to reducing the time lag,
Authorised Dealers have been given
powers to deduct tax @ 20% on the

long term capital gains (in case of
individual NRIs) and remit the balance
sale proceeds or credit them to the
NRI's KNRE/FCNR account in India

immediatelye.

General permission has been granted
to Indian companies with more than 40%
non-resident interest to acquire or
hold any immovable property in India

which is necessary for or incidental
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considered in case of import of

high technology in specialised fishing
and post harvest operations like
processing and marketing of fish and

fishery products.






INDIA

Briefing for Management
Meeting with Indian Delegation

1. Biographical sketch of Mr. N.D. Tiwari, Minister of Finance and Commerce:

Mr. Tiwari, with whom you met during the Annual Meetings, took over the
Finance portfolio from the Prime Minister in July 1987. He previously held
other portfolios, including Planning, Industries, and External Affairs, and
served as Chief Minister of Uttar Pradesh, India's largest state.

2. Recent Developments and Fund Relations

Economic performance in 1987/88 (April-March) was dominated by one of the
worst droughts on record. GDP, however, is estimated to have increased by
1.5 percent despite a 10 percent decline in agriculture. Inflation has risen
to about 10 percent. The fiscal deficit, about 9 percent of GDP, was only
slightly higher than original projections as revenue measures were taken to
meet drought-related expenditures. The current account deficit remained about
2 percent of GDP; the strength of exports largely compensated for drought-
related imports. Gross official reserves fell to four months of imports, and
the external debt service ratio was steady at about 22 percent.

Staff discussions for the next Article IV consultation are to begin in
late May. India has sizable repurchase obligations to the Fund over the next

several years.

2. Topics for Discussion

a. You may wish to compliment the Government on its handling of the
drought. The macroeconomic ramifications have been relatively mild owing to
policy initiatives before the drought--in particular, renewed efforts to
contain the fiscal deficit and the introduction of monetary targeting--and
structural changes that have rendered industry more drought-proof. Large
foodgrain stocks and a sizable effective depreciation of the rupee since late
1985 cushioned the impact on the external sector. However, the rebuilding of
foodgrain stocks could weaken the budgetary and external positions.

b. The 1988/89 Central Government budget, which appears to have been
influenced by the need to hold parliamentary elections by end-1989, envisages
another deficit of about 9 percent of GDP. Concessions to agriculture to
mitigate the effects of the 1987 drought are financed largely by discretionary
revenue measures. However, it is of concern that the recent increase in the
current deficit, mainly reflecting higher spending on defense, interest, and
subsidies, will not be reversed and that the share of capital expenditure will
once again fall. Financing needs will continue to place pressure on money
growth.

cte Exports picked up sharply in 1987/88 owing to promotion measures and
a 25 percent real effective depreciation of the rupee between late-1985 and
mid-1987. During the remainder of 1987, however, the real effective depre-
ciation tapered off to about 3 percent. Medium-term prospects for exports and
overall growth depend critically on further import liberal<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>