
DOCUMENT OF IMTERNATIONWL MONETARY FUND 
I AND NOT FOR PUBLIC USE 

CONTAINS CONFIDENTIAL 
INFORMATION 

January 25, 1985 

To: Members of the Executive Board 

From: The Secretary 

Subject: India - Staff Report for the 1985 Article IV Consultation 

Attached for consideration by the Executive Directors is the 
staff report for the 1985 Article IV consultation with India. A draft 
decision appears on page 32. 

It should be noted that Executive Board consideration of this 
item has been shifted from Wednesday, February 20 to Friday, February 22, 
1985. 

If Executive Directors have technical or factual questions 
relating to this paper prior to the Board discussion, they should contact 
Mr. Scott (ext. 7607) or Ms. Ripley (ext. 6531). 

Att: (1) 

Other Distribution: 
Department Heads 





CONTAINS CONFIDENTIAL 
INF3RMATION 

[NTERNATIONAL MONETARY FUND 

INDIA 

Staff Report for the 1985 Article IV Consultation 

Prepared by the Staff Representatives for the 
1985 Article IV Consultation with India 

Approved by Tun Thin and Eduard H. Bt-au 

January 24, 1985 

Contents 

I. Introduction 

II. A Retrospective and Economic Background 
to the Extended Arrangement 

III. Adjustment Strategy, Instruments and Targets 
Under the Extended Arrangement 

IV. Recent Developments and Performance Under the 
Extended Arrangement, 1981/82-1983/84 

1. Overview 7 

2. Balance of payments and external debt 8 

3. Real sector and prices 9 
4. Financial policies 12 

5. Measures to improve efficiency 13 

a. Industrial Licensing and pricing policies 15 

b. Import liberalization 15 
6. Exchange and payments system 16 

7. Cooperation with the World Bank 18 

I/ Under normal practice7 this would be considered as the 1984 - 
Article IV consultation. It is attributed to 1985 in this case because 
the Last Article IV consultation discussions were held in October- 
November 1983 .snd the Board concluded the 1984 Article IV consultation 
on January 27, 1984. 

l/ 

Page 

1 

1 

3 

7 



Contents 

V. 1984/85: Prospects and Policies as Seen at tiid-Yea 

1. Prospects 
2. Policies 

a. Fiscal policy 
b. Credit and monetary policies 
C. Trade and industrial policies 
d. Balance of payments financing and 

exchange rate policy 

VI. Medium-Term Prospects and Projections 26 

VII. Staff Appraisal 28 

Text Tables 

1. Selected Economic and Financial Indicators, 
1980/81-1983/84 

2. 

3. 

4. 
5. 

6. 
7. 

Agriculture and Industry Targets and 
Achievement, 1980/81-1983184 

Balance of Payments, Program Targets, 
and Outturn, 1980/81-1983184 

Monetary Survey--Programs and Actuals, 1981-84 
Various Licenses Issued, Imports under OCL, 

and Total Non-oil Imports, 1980/81-1983/84 
Balance of Payments, 1980/81-1984/85 
Summary Operations of the Central Government, 

1980/81-1984/85 
8. Medium-Term Debt Projections 

4 

5 

10 
14 

17 
20 

22 
27 

Charts 
1. 
2. 
3. 
4. 
5. 

Selected Macroeconomic Indices and Rates of change 2a 

Savings and Investment Ib 

Trade Volumes, Domestic and Foreign Demand 2c 

Exchange Rate Indicators 18a 

Budgetary Developments Z4a 

Annexes 

I. Basic Data 33 

II. Fund Relations 35 

III. Relations with the World Bank Croup 38 

IV. Statistical Issues 40 

r 

Page 

18 

18 

19 
21 
23 
24 

25 



I . Introduction 

A staff mission ?:isited New Delhi and Bombay during the period 
November ?- 17, 1984 to hold the 1985 Article IV consIrLt.ntion discussions 
.and in this connect ion to revi k:‘w devel.opments under t-he extended 

arrangement. The principal Indian ottlcials participating in the 
discussions were Messrs. P.K. KauL, Finance Secretary, BimaL Jalan, 
Special Secretary and Chief Economic Advisor, Mvntek Singh Ahluwalia, 
Economic Advisor, all of the Department of Economic Affairs; and 
Manmohan Singh, Governor, Reserve Bank of India. Meetings were held in 

New Delhi with officials from the Ministries of Finance, Agriculture, 
Commerce, Industry, Petroleum, and from the Planning Commission; and in 
Bombay with the Reserve Bank of India and specialized development 
finance institutions. The staff representatives were Xr. Scott (Head, 

ASD), vs. Ripley (ASD), Ms. Kelly (ETR), Messrs. Choudhry and Hides 
(ASD) and Ms. Job (ASD). Messrs. Crawe and Hansen (tBR3, New Delhi) 
participated in some of the discussions. Mr. Malhotra, Executive 
Director for India, attended the meet inqs as an obsers:er. 

The Executive Board approved an extended arrangctment for India 
(EBS/81/198) on November 9, 1981 in an amount of SDR 5 billion (291 per- 
cent of old ~quota). Programs were negotiated covering the three fiscal 
years (ending ?larch 31) 1981/82 to 1983/84. All performance criteria 

were observed and scheduled purchases, totaling SDR 3.9 billion, were 
made. In January 1984, the Indian authorities announced their intention 
to cancel the extended arrangement, effective May 1. 1984. This 

released committed resources amounting to SDR 1.1 billion. 

India continues to avail itself of transitional arrangements under 

provi s ions of Article XIV and maintains a bilateral payments agreement 
with a Fund member (Romania) that is subject to approval under 
Article VIII. 

II. A Retrospect i-./e and Economic Background 
to the Extended Arrangement 

Indian economic performance during the 1970s was characterised by 
modest economic growth, moderate inflation, and a sustainable external 
position. De~:eLopment plans aimed At a reduction in the number of 

fami 1 ies below the poverty Le,leL, but performance in this resard was 
disappointing. Between 1970171 and 1980/811 real GDP rose at an annual 
rate of 3.2 percent; in per capita terms the increase was only 1 percent 

(Chart 1). I/ Despite the rise in gross domestic savings from 17 to 
23 pet-cent of GDP. with a commensurate rise in gross investment, there 

l! AIL macroeconomic statistics are reported on a fiscal-year basis 
(April-Marl:h) unL+ss ‘.7therwise nuted. 
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was no ascertainable increase in the trend rate of growth over the 
period. This may be attributed 1.0 both a high rate of capital consump- 
tion--about one third of gross fixed investment--and inefficiencies in 
the use of resource:; (Chart 2). ii In most key industries there vas a - 
marked fall in capacity utitizatlon. 

Exports grew rapidly in real terms in relation to GDP growth. 
Nonetheless, with export growth of 6 percent per annum, there was a 
continuing Loss in India’s market shares (Chart 3). The reiative pro- 
fitability of exports continued to deteriorate in relation to domestic 
sales. Imports rose, in real terms by 6 percent annually, with wide 
annual variations reflecting the availability of f0reiE.n exchange and 
also the developments in import prices. The approach of the authorities 
toward commercial borrowing and reserves management was extremely cau- 
tious; reserves came under pressure during 1974-75. but were restored to 
relatively high Levels during the second half of the decade. 

Developments in the external balance during the 1970s were marked 
by the two oil shocks. The first was followed by an increase in the 
VaLkJe of merchandise imports (in terms of SDRs), which, despite a marked 
increase in the value of exports, caused the trade balance to move into 
a deficit equivalent to about 2 percent of GDP in 1974175 and 1975176. 
The current account deficits that emerged in these two years were more 
than offset by concessional inflows and net drawings from the Fund, 
including a first credit tranche purchase and drawings under the com- 
pensatory financing and oil facilities. The current account was brought 
into surplus in i976/77 and 1977/78 with the elimination of the trade 
deficit through substantial export growth, cautious import management, 
and a significant strengthening on invisibles. Gross reserves rose to 
SDR 4.7 billion at end-1977178, equivalent to 9 months of imports. 

The rise in oil prices and associated deterioration in the terms of 
trade caused the current account to shift from near balance in 1978179 
to a deficit equivalent to 1.6 percent of GDP in 1980!81. The shift in 
the trade balance over this period was almost 3 percent of GDP. Two 
thirds of the increase in the import bill in these years was accounted 
for by crude oil and oil products. Capital inflows more than offset the 
modest current account deficit in t979/80, but fell far short in the 
subsequent year, despite disbursements from the Trust Fund of 
SDR 525 million. This period was associated with a reorientatia3n ot 
policy toward a longer-term strateq,y to strengthen economic efficiency 

and growth, and particularly export growth, rather than to sharply 

curcail imports for purposes ot external adjustment. 

l/ Net investment as a proportion of net domestic product rose from 
12-percent to 18 percent over the same period. About one third of the 

increase reflected higher annual. invencori/ accumulation. 
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TII. Adjustment Strategy? Instruments and Targets 
Under the Extended Arrangement 

The adjustment strategy pursued under the extended arrangement was 
based on that of the Sixth Plan (1980/81-1984185); the strengthening of 
the balance of payments was sought through measures to increase agri- 
cultural and industrial supplies and to make the domestic economy more 
efficient. Structural reforms were to be pursued particularly in the 
areas of industrial and trade policies in coordination with a careful 

policy OF demand management. Because policies aimed at strengthening 
the structure of production were expected to have a Long gestation 
period and because the external balance was still sustainable, the 
external adjustment path sought was a gradual one coupled with 
substantial domestic growth. The current account deficit was expected 

to remain broadly unchanged at about 2 percent of GDP until 1983/84 and 
to decline somewhat in 1984/85. 1/ Sizable overall balance of payments 
deficits were projected for the period of the arrangement (Table 1). 

Real growth was targeted at 4.8 percent per annum, and the rate oE 
wholesale price inflation was to be reduced from 15.4 percent in 1980/81 
to 8 percent in 1983184. High sectoral and overall rates of growth were 
to be achieved through an increase in the already high Level of invest- 

ment, particularly in the public sector, the alleviation of infra- 
structural bottlenecks, and generally improved efficiency of resource 

use. Particular stress was Laid on the alleviation of shortages of 
coal, electric power, steel, cement, and railway transportation and on 
greater use of fertilizer and on the extension of the area under irriga- 
tion (Table 2). The accelerated schedule for crude oil production was 

expected to result in a decline in oil imports over the program as 
increases in domestic production were expected to exceed increases in 
consumption. 

Improvements in efficiency were to be achieved by maximizing pro- 
duction from existing industrial capacity, and stimulating capacity 
expansion so as to (a) overcome bottlenecks; and (b) exploit economies 
of scale and areas of comparative advantage. Policies to achieve these 
objectives were to include improved access to imported inputs, including 
capital goods and foreign technology; the easing of regulatory res- 
traints on capacity and production expansion; and heightened internal 
resource mobilisation and production incentives through more flexible 
pricing policies. 

Financial policies were designed to generate the increase in total 
domestic savings required to support the step-up in investment. 
Increased domestic savings were to result primarily from additional 
resource mobilization efforts by the public sector. Public sector 
savings targets (Table 1) were to be achieved mainly through a reduction 

I/ The current account deficit tor 1980/81 initially was estimated at 
2.1 percent of GDP. Subsequent 1 y, this was revised to I .6 percent. 
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Table I. Selected Economic and Financial Indicators, 1980/81-1983/84 

l l9&ln/sl 1981/82 1982/83 19K3/XS 
Program Original Original Revised Original Revised ACtUalI 
base L/ ACttIC program I! Actual program ‘I pr”gralll Actual prngram I/ program prov . - - 

(EBS/82/lO:) (EBS/83il30) 

National income and 

prices 
Real CD, ac tactor cost 

ARriculture 
Manufacturing 

GDP def later 
Wholesale prices .?I 
Consumer prices 3J 

External SectOr 
exports. f.o.b. 
Imports. c.i.f. 

Oi I 
Ncan-m, i I 

Export vdlumu 
Import volume 
Terms of trade 

deterioration -1 
Nominal effe<.tive 

exchange rate 2/ 
Real effective - 

exchange rate 2/ -’ 

Central gwernment budget 
~evenn,e and grants 
Total expenditure and 

!nrt lending 

Money and credit 
Domestic credit 

Government 
Commmercial sectOr 

Money and quasi-money 

!M3) 
Narrow monev 

Interest rate (annual 
rate, five-war 
savings deposit) 

Public plan outlays 
Public sector savings 
Central government savings 
Central government 

budaet deficit 
Domestic bank financing 
Foreign financing 

Gross capital formation 
Cross domestic savings 
Current account deficit 
Overall balance of 

payments (SDR on.1 
External debt 

(including. LMF) 

Debt service ratio 4/5i 
Interest payne”ts-4~5/ 

Gross official reserves 
(months of imports) 

External payments arrears 
Ceilings on nonconces- 

sional loans 
(in millions of SDRs) 
1-t: years 
l-5 years 

7.11 
IS.0 

4.1 
12.0 
15.4 

. . . 

7.8 
12.R 

1.7 
Il.4 
16.7 
I I .4 

13.3 
41.2 
A5.1 
17.2 

. . . 
. . . 

. . . 

. . . 

. . . 

7. I 
41.6 
hh.fl 

3.0 
-0.8 
15.x 

-il.7 

-3.9 

-3.4 

123.9 

13.9 

13.1 

19.3 

24.b 
34.2 
lR.B 

18.5 
12.3 

2 5 . 10 
29.4 

IH.6 

18.2 

lb.6 

I 1) 1 ii 

I1.h Il.7 

3.h 3.6 
2.3 2.3 

b-2 h.5 
3.4 3.1 
. . . I.1 

23.7 
23.9 
-2.1 

-712 

10.9 

8.3 
. . . 

h 
-- 

-- 
-- 

24.b 
23.f) 
-1.6 

-774 

11.8 

x.5 
2.9 

h 
-- 

-- 
-- 

4.8 
I.4 

7.3 
9.0 

II.0 
. . . 

16.2 
12.4 
-7.9 
29.8 

5 II . 
I.6 

-- 

. . . 

. . . 

16.8 

15.5 

19.4 
211.1 
18.9 

15.7 

11.3 

I I! 

Il.8 
4.4 

3 . Lb 

6.4 
3.1 
1-1 . 9 

‘25.7 
23.7 
-?.I 

I ,a3 

II.2 

9.5 
3.1 

5 
-- 

I , 4 liu 

400 

5. 3 4.8 5. 0 1.8 
3.3 I .4 1.7 -3.9 
5. I 7.3 7.0 2.4 

111.2 9.5 8.5 7.A 
2.4 9. I! A.0 6.6 

12.5 . . . . . . 7.8 

Il.8 16. I 
5.3 12.0 

-0.5 0 . h 
13.9 19.0 

3.5 7.0 
-4.9 2.7 

-2.4 -0 . 0 

0.e 
-2.P 

-10.4 
1.7 

-2.9 
-5. I 

I .I? 

-2.5 

-4 . I! 

-3.h 

-1.1 

21.4 

14.7 

16.2 

2h.2 

IR.9 
19.1 
18.7 

17.5 
14.9 

19.3 

12.7 

h.R 
15.8 
14.0 

IfI 

. . . 

. . . 

. . . 

. . . 

18.3 
17.6 
18.9 

14.5 
II.0 

. . . 

II.9 
3.9, 

-A. I 
11.2 

7.0 
-1.0 

-- 

. . . 

. . . 

14.5 

1l.b 

18.6 
17.9 
19.11 

15.9 
13.8 

I 0 II.0 

(In percent of GDP) 

12.3 
4.3 
2.H 

12.9 12.5 
4.n 5.0 
3 . 2 3.3 

h.4 5.6 
3.0 2.8 
I .!) il. 7 

2b.l 25.5 
24.1 23.4 
-2.0 -2.1 

-2,024 -l,hR3 

II .7 12.1) 

9.2 I I . 10 
4.2 4.3 

3 4 
-- -- 

13.2 
4.9 
3.2 

5.P 
2.6 
0. 7 

7.5 
2.2 
0 . 8 

?4.? 

22.6 
-1.8 

-2.17: 

I?.? 

24.1 
22.4 
-1.6 

-1,143 

14.2 

9.3 
3.3 

4 
-- 

3h3 
44 

II.3 
5.3 

5 
-- 

-- l , 4 ?I!] 
-- 200 

I.255 -- I 5w , 
I20 -- 2fll-J 

(Annual percent changes) 

4.8 
I .4 
7.3 
8.0 
8. 0 
. . . 

16.6 
15.8 
14.3 
16.5 

I! . 0 
. . . 

-il. b 

. . . 

. . . 

b.O-6.5 
5 .<I 
7.0 
7.0 
7 . II 
7.il 

7 ’ 
3:; 

-17.7 
IL.2 

5 . rl 
4.11 

3.2 

. . . 

. . . 

. . . 15.5 

. . . l3.1! 

17.4 17.8 
14.3 17.3 
18.1 18.1 

I 4 . 10 15.0 
Il.0 12.0 

. . I I .n 

14.1 
5.2 
3.5 

6.8 
2.9 
. . . 

26.5 
24.3 
-2.3 

-2,655 

14.5 

9.9 

5.2 

3 
-- 

14.3 
5.r 
3.5 

b.5 
2.9 
0.9 

2b.4 
24.3 
-2.1 

-I ,49i 

14.4 

! 3.R 

7.1 

4 

H. II 
1n.7 

‘.‘I 

7 .I1 

9. I 
I2.h 

b.4 
4 .! 

-23.9 
19.7 

1.9 
8.5 

H.: 

-n.R 

4, . 7 

14.5 

IL.1 

15.5 
14.3 

16.4 

1X.2 
I5 .7 

I I.0 

13.4 
5. Cl 
3.4 

7.1 
2.4 
II . ‘I 

25.1) 
13.h 
-1.5 

-373 

14.7 

IL.11 
7.4 

-- 

!51 
?I., 

I/ Original program projections (November 1981). Includin,: subsequent refinements to the statistical definition of public 

saTings. 
:/ End-“ear percentage change. 0 

51 An&l a&rage percentage change. 

Tf I” percent of total current receipts. 

‘;/ Including IMF. - 



.cm 3 
h . . 
- r, r. 

--r? 

-7 rc =, 
. . 

2 c, m 
-7 

,=, m = 
=, . . 
c-1 .Y = 

-.3 

35 “I tn 
r. . . 
-3-m 

+r? 

.7 .7 - 
m . -. 
4 ?.I x 

-?- 

in-- 
r .-. 
- .I3 In 

-m 

.* .?4 r-7 
r. . . 
--n 

- r.1 

i7 Z-J =, 
h . . 
- - .= 

-I? 

x ,̂ c. 
. . 

2, 
d ‘A 

TX. 7-1 ?, 
. . 

“- 
- w 

. 

2 



- 6 - 

in subsidies and improved profitability of public enterprises. l/ It 
was recognized that the targeted levels of public sector savings would 
be insufficient to finance the ambitious investment plan and that 
increased efforts would be required, particularly at the State level, 
for this purpose. However, if sufficient savings were not forthcoming, 
investment targets in key sectors for which the States had a major 
responsibility, notably electric power and irrigation, were to be safe- 
guarded. Measures to encourage private savings included widening the 
range of attractive financial assets available to private savers and, if 
necessary, a more flexible interest rate policy. 

The Central Government budget deficit was projected to remain at 
6-7 percent of GDP. 21 The annual rate of increase in bank credit to 
Government (including both the Central and State Governments) was tar- 
geted to decline from 34 percent in 1980/81 to 16 percent in 1983/84, 
thus leaving adequate room to meet the financing needs of the commercial 
sector. The projected increase in monetary aggregates during the pro- 
gram was consistent with a reduction in inflationary pressures. 

External ; llicies stressed the development of a dynamic export 
sector; this represented a major change from the earlier emphasis given 
to import substitution. Export policies were generally to focus on 
identifying and removing disincentives, e.g., from the tax system, from 
inadequate access to imported inputs, and from industrial and other 
regulatory constraints. In addition, special export incentives were to 
be provided to industries considered to have high export potential. The 
authorities recognized that their goal of increasing the volume of 
exports by 8 percent in 1983184 (and by 9 percent in 1984/85) would 
depend in part on the adequacy of financial incentives. Exchange rate 
policy was to be consistent with achieving a strengthened export 
performance. 

Import policies were to continue to provide protection to domestic 
producers, while at the same time carrying forward the policy on lib- 
eralizing access to imported inputs, including capital goods, estab- 
lished in the late-1970s. Imports of finished consumption goods, other 
than essential items, were not expected as part of the more liberal 
import policy. Rather, policies were to focus on enhancing the 

l/ Public savings under the program were defined as savings available 
EoT Plan expenditure. This definition differs from the national 
accounts concept, but historically there has been no large difference 
between these alternative measures. The program concept was adopted to 
facilitate monitoring on a timely basis. 

2/ Explicit targets were not established for the consolidated deficit 
of-the Central and State Governments or for the consolidated public 
sector. The implicit public sector deficit (defined as the difference 
between public plan outlays and public sector savings) was projected to 
increase from 8 percent of GDP in 1980/81 to almost 9 percent in 
1983184. 
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efficiency of resource use by overcoming supply-side weaknesses, thus 
helping to reduce production costs. Significant me,asures aimed at 
increasing access to imported inputs were to be implemented in the 
Import Policy Orders for 1982/83 and 1983/84. The authorities undertook 
to provide an assessment of the significance of these measures at the 
time they were introduced. ?leasures to be considered included sreater 
access to restricted imports, a shift in some items from more restricted 
to Less restricted import categories, and measures to simplify regu- 
tat ions and procedures governing import 1 icense approval. A more 

flexible implementation of policies governing imports of capital goods 
and technology and foreign collaboration agreements was also to be 
pursued. 

IV. Recent Developments and Performance Under the 
Extended Arrangement, 1981/87-1983/84 

1. Overview 

The extended arrangement was predicated on the assumptions of 
normal weather, a buoyant world economy, buoyant commodity prices, and 
successful implementation of structural and demand management poli- 
cies. International oil prices were expected to remain constant in real 
terms and India’s terms of trade were to continue to decline, though 
onty slightly. Oil imports were expected to decline in volume terms 

over the period of the arrangement, and in nominal terms for the 
first two years. A shift in the composition of imports toward more 

expensit:e refined products, as the Limits of domestic refining capacity 
were reached, was expected to result in an increase in the oil bill in 
nominal terms in 1983,/84. Non-oil imports were projected to increase 
substantially in volume terms both on account of more rapid growth and 
in response to a more Liberal import policy. Notwithstanding a Large 
increase in the total import bill and some weakenint: in invisibles on 
account of rising interest payments and slow growth of remittances, the 
rapid growth of exports was expected to keep r_he current account deficit 
roughly unchanged in t-elation to GDP. 

Circumstances differed significantly from those #assumed. The war- 1.d 
recession lasted longer than expected: India experienced a major drou:zht 

in 1982 followed by extremely favorable weather conditions in 1983 and 
1384 ; oil prices declined in terms ot the U.S. (dollar; and world 
inflation was less than envisaged. Thus, after deteriorating in 
1981182, India’s terms a.)f trade improved in both 1982;83 and 1983iS4. 

ALSO. the estimate of the current account deticit for 1980/81 subsc- 
quently was revised downward from 2.1 percent of GDP to 1.6 percent, 
both on account of re\;isions in the balance of payments figures and in 
nominal GDP. 

Assessing performance under the extended arrangement in terms other 
than established performance criteria, which were consistently observed, 



- 8 - 

is difficult. Apart from changes in underlying assumptions and base 
data, the data covering the period of the arrangement are, at best, 
highly tentative and will be subject to further revisions. In addition, 
the inadequacies or limited availability of data preclude assessment of 
the extent to which such underlying objectives as improvements in effi- 
ciency and competitiveness were achieved. However, the broad objectives 
of higher economic growth, lower inflation, and avoiding a deterioration 
in the external balance on current account, appear to have been 
achieved. 

Reflecting the effects of weather and world demand, the growth path 
was different from that envisaged, with growth falling short of the 
program target in 1982183 and exceeding it in 1983184. Inflationary 
tendencies re-emerged toward the end of the second year of the program 
and continued into 1983/84, partly as a result of weather-related 
factors, but also as a result of higher than programmed monetary 
expansion. The outturn on both the current account and overall balance 
of payments was significantly better than expected, but at much lower 
levels of exports and imports (both in volume and value terms) than 
envisaged. Higher than projected domestic oil production and lower oil 
import prices were major contributing factors. Non-oil imports were 
also below projections. 

While the stronger external performance and the attainment of 
growth objectives are to be welcomed, the reduced growth of non-oil 
imports and exports suggests that economic policies have had a smaller 
impact on external trade than expected, and that the Looked-for 
strengthening of the export sector under the initial program has not 
been fully realized. Although this was due partly to slower growth in 
world trade, the original program anticipated that India’s exports wouLd 
rise more rapidly than import growth in its major markets. Available 
data indicate that India’s export performance has continued to lag 
behind market growth (Chart 1). 

2. Balance of payments and external debt 

At the time the extended arrangement was negotiated, the current 
account deficit was projected to remain approximately unchanged in 
relation to GDP during the program period but to decline as a percent of 
GDP from 1984185. Debt service payments (including those to the Fund, 
but excluding interest on nonresident deposits) were projected to rise 
from 8.3 percent of current receipts in 1980/81 to 10 percent in 1983/84 
and to a peak of 16 percent in the late-1980s before receding. In the 
event, the current account deficit in relation to GDP has remained 
relatively stable around the actual base year value of 1.6 percent, a 
level considerably lower than envisaged. Reflecting this development 
and more buoyant capital inflows, the cumulative overall balance of 
payments deficit during the program was less than two thirds of that 
envisaged under the original program. 
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The more favorable outturn on the current account now provisionally 
estimated for 1983/84 reflects primarily the lower deficit at program 
inception, the greater strength of workers’ remittances, and higher 
domestic oil production (Table 3). Notwithstanding policy initiatives 
to improve competitiveness and reduce domestic nonprice barriers to 
exports, export performance was disappointing over the program. Export 
volume increased on average at an estimated 0.8 percent per annum, 
compared to a program target oE 5.7 percent (based on revised program 
estimates) and market growth for India of almost 4 percent. Measures to 
encourage exports, such as special tax benefits to 100 percent export- 
oriented units and units in free trade zones, revisions of cash compen- 
sation and duty drawback rates, and frequent adjustment to the nominal 
exchange rate so as to maintain the same real effective rate as in 
November 1981 were not sufficient. Export performance was also 
adversely affected in 1983184 by a brief dock strike l/ and by a decline 
in exports to bilateral areas (mainly the U.S.S.R.) to reduce surpluses 
in bilateral accounts. 

The trade balance has been more in Line with program expectations 
as import growth was also substantially Less than foreseen. Both oil 
and non-oil imports fell well below the original program projection for 
1983/84, due to Lower price and volume increases and base period revi- 
sions. Accelerated domestic oil production and weaker than expected 
industrial growth and investment dampened import demand. 

Higher commercial borrowing and substantially Larger inflows of 
nonresident Indian deposits were the major sources of increased capital 
inflows. The latter reflected the maintenance of attractive interest 
rates. Government and government-guaranteed Loans subject to program 
ceilings were held well within the Limits. This financing was augmented 
by several public sector enterprises which increased their reliance on 
suppliers’ credits and other loans that did not require a government 
guarantee (Table 1). 

The lower cumulative current account deficit, coupled with more 
buoyant capital inflows, caused gross reserves to reach Levels substan- 
tially above those anticipated in the program. However , largely because 
of the slower export volume growth and decline in gLobaL inflation, the 
burden of debt ser./ice payments for 1983184 is estimated at 14 percent 
of current receipts, compared to the program forecast of 10 percent. 
Including interest on nonresident deposits, the ratio in 1983184 was 
15 percent. 

3. Real sector and prices 

For the period 1981/82-1983/84, real growth (at factor-cost) 
averaged 5 percent per annum, somewhat higher than the program tarRet. 
The stronger overall performance mainly reflected favorable developments 

11 [f adjusted to exclude the effects of the dock strike of March- 
ApTi 1984, the average annual rate of export volume growth would ha:;e 
been about 1.5 percent over the program period. 



Table 3. India: Balance of Payments, Program Targets, :Ind 
(Jutt urn, 198U/81-1983/84 

(In millions of SDRs) 

19&w/81 1981/82 
Original 
program 

Original 
Actual program Actual 

IJriginal 
progran 

1982/83 
Revised 
program Act ua 1 

1963!84 
Original Kevised Prel. 
prtogram prugram actual 

Exports, f.o.h. 6,99h 

Imports, c.i .f. -I 2,!121 
(Ii 1 -5,567 
Non-oil -h,454 

Trade balance -5,(1?5 

Net invisibles 2,4u9 
Nonfactor services 734 
Investment income 1/ 345 
Private tranfers I.3311 

Current account 
balance -2,b 16 

Net aid I.528 
Disbursements 2,101 I/ 
Repayments -573 - 

Commercial borrowing I 26 

Bilateral arrangements ) 

Other capital 11 ; 250 41 
) - 

Errors and omissions 

(net) ; 

weral I hAlance -712 

Monetary movements 712 
IMF (net) 320 
Keserves (increase -) 392 

Exchange rate (Rs/SDK) IO.153 
(;I)P (KS bi 1 lion) I ,294.5 
Current account/GDP 2. I 

b,4?9 

-I 2,359 
-5,IdR 
-7,171 

8,128 

-13,508 
-5,128 
-8,38Cl 

-5,380 

2,350 
910 

40 
I ,4iliJ 

7,324 9,435 8,23il 7.581 I I .l!U2 

-13,271 -15,133 -13,876 -13,069 -17,519 
-4,840 -5,159 -4,641.l -4,219 -5,H95 
-8.431 -9,974 -9,236 -8,850 -I I ,b24 

8.171 

-I 3,538 
-3,528 

-lO.~~lU 

7,894 

-13,265 
-3,3Uh 
-9.959 

-5,947 -5,698 -5,646 -5,487 -6,517 -5,367 -5,371 

3,409 2,285 2,235 3,1.,51.1 2.221 1,967 2,746 
923 990 1,097 917 I ,o 20 1,l I3 I ,OOU 
329 -180 -135 -2h8 -349 -512 -554 

2, I57 1.475 1,273 2,401 1,55(J 1,346 2,3wJ 

-5,880 

3,816 
1,I 15 

477 
2,224 

-:,I)64 -3,030 -2,538 -3.4 13 -3,411 -2,437 -4,296 -3.4OU -2,hZS 

1,384 
2,OWl 2/ 

-b76 - 

1,267 975 
1,889 1 ,hlO 
-622 -635 

8U 80 

-28U 

1,293 1,460 
1,950 2,096 
-657 -636 

96 364 

1,579 I ,4bh I.532 1,495 
2,137 2, I IJLl 2,l 16 2,077 
-558 -634 -584 -582 

91 

-73 ) 
) 

148 4/) - 
1 

-- 

334 l?h 

-333 ) 

; -- 

464 

135) 

499 

I83 

-- -142 -Y6 914 -232 422 

-2bO ) -267 - 1 ) 200 -347 

-774 -1,683 -2,172 

774 I ,ht33 2,172 
266 900 bO0 
508 781 1,572 

IO. 150 I0 .oOO 10.295 
I, 274.9 I .47n.u I ,48b.E( 

I .6 2. I 1.8 

-2,1)14 -1 ,b83 -1,143 -2,655 -1,497 -373 

z,rl24 I.683 1,143 2,b55 1,497 373 
I ,801l 1,800 1,800 2,344 I.233 1,234 

224 -117 -657 421 254 -hh I 

IO .OOIl 
1,681 .I1 

2.0 

10.450 
l,hRl.4 

2. I 

10.526 
l,h44.1 

I .h 

111 .UUO 
1,902.n 

2.3 

IO.791 
I ,780.5 

2. I 

10.914 
I ,9uo.u 

1.5 

I/ Excludes interest on nonresident deposits. 
/ Includes l’rust Fund loans of SDK 52i million. 
T/ includes nonresident deposits. 
z/ Includes SDR allocations ot SUR IXJ million. - 
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in 1983184, following a year ot severe drought and accompanyin% a 
revival in economic acti:;ity abroad. Inflation was brought under 
control during the first two years ot’ the pt-oqt-am. However, wholesale 
prices began to accelerate at the end of 1982183, a trend which con- 
tinued into 1983184. While initially this development reflected short- 
ages of some items affected by drought and the impact of increases in 
administered prices, the continuation of these trends was associated 
with strong monetary expansion. 

Agriculture registered an average growth rate of about 3.3 percent 
over the period, compared to the original program target of 1.4 per- 
cent. The se-;ere drought in 1982/83 resulted in a decline in output, 
primarily of foodgrain, but the resilience of the agricultural system, 
together with substantial official stocks, obviated the need for heavy 
recourse to foodgrain imports. A combination of good weather and 
further productivity ,<ains resulted in a record harvest of 152 million 
metric tons of Eoodgrains in 1983/84. Policy adjustments contributing 
to strong agricultural growth included increases in producer incentives 
resulting from increased procurement prices, a reduction in fertilizer 
prices in 1983, and the provision of adequate credit. Investments to 
extend the area under irrigation and field service support to further 
the use of fertilizer and high-yieldin< varieties of seeds were also 
pursued. However, the extension of area under irrigation fell somewhat 
short of program targets. partly reflecting financial constraints on the 
States. Production of oilseeds and pulses did not respond as had been 
hoped to the strengthening of procurement prices and substantial imports 
of edible oils and pulses were required. 

Industrial and manufacturing growth averaged 4.3 percent and 
3.8 percent, respectively, over the period and fell well short of the 
program target (7.3 percent for manufacturing). Industrial growth 
slowed in 1983183 and remained subdued in the early part of 1983184, due 
to world recession, weak domestic demand, supply bottlenecks--partic- 
ularly in the power sector--and a textile strike. A strengthening in 
foreign demand, and in domestic demand on account of the improved 
agricultural performance, contributed to a revival of industrial produc- 
tion in the second half of 1983i8L and into 1984/85. 

Investment showed little increase in relation to GDP over the 
period. The shortfall relative to the program target was due, in part, 
t(J ~3 shortfall in public plan outlays on account of financial difficul- 
ties at the State Level and in a number of public sector enterprises. 
Investment and production in power, coal, railways, and irrigation were 
particularly affected. l/ Inadequate capacity expansion in the power 
sector initially reflected difficulties in project implementation, but 
more recently has stemmed from financial constraints arising from the 

l/ Details on developments in key sectors during the Sixth Plan are 
provided in EBS/83/276 (12i3Oi83) and in the forthcoming paper on recent 
econnmi c developments. 
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poor financial performance of State Electricity Boards. The accelerated 
oil development program was more successful than envisaged and contrib- 
uted importantly to the lower current account deficit. 

Additional resource mobilization efforts by the public sector were 
an important element of the adjustment program. The targets specified 
at the outset of the program were met. Higher than specified savings by 
Central Government public enterprises were partially offset by short- 
falls in Central Government budget and State savings. However, addi- 
tional public savings did not generate an equivalent increase in total 
domestic savings as had been hoped. Further, while savings of Central 
Government public enterprises were in excess of that specified, this 
reflected to a large extent the profits of the oil sector. 1/ Indeed, 
data on non-oil public enterprises available through 1982/83 indicate a 
rate of return on total capital substantially below market rates of 
interest. Notwithstanding the increase in public savings, financial 
resources in real terms fell some 30 percent below what was necessary to 
finance all PLan expenditures included in the Sixth Plan. The shortfall 
was particularly acute at the State Level, partly because increased 
costs resulting from Central Government price adjustments were not 
passed on fully into higher prices. This has contributed to important 
investment shortfalls in electric power, coal, transportation, and 
irrigation. The Bank staff shares this observation. 

4. Financial policies 

The Central Government deficit increased relative to GDP over the 
program period, exceeding program estimates in both 1982/83 and 1983184 
(Table 1). The deficits of the consolidated Central and State Govern- 
ments and of the public sector also rose (Annex I). Despite these 
trends, bank credit to the Government (including the Central and State 
Governments) was well within the program ceilings in both years, as 
higher deficits were more than offset by higher nonbank financing, 
predominantly from small savings and borrowing from the oil sector. 

The higher Central Government deficit in 1982183 was due to higher 
expenditures which were only partly offset by higher revenues and 
grants; outlays were bolstered by demands for disaster relief related to 
the drought and a strong growth in fertilizer subsidies. Higher 
revenues reflected increases in auxiliary import duties in November 1982 
imposed in an effort to contain the budget deficit. Factors contribut- 
ing to the higher deficit in 1983184 were a revenue shortfall on account 

1/ The larger than expected profits of the oil sector resulted from a 
softening of international oil prices which, even after allowing for the 
depreciation of the rupee, led to a margin between the domestic sales 
price of petroleum products and their average cost including domestic 
taxes (see also footnote 4 to Table 7). 
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of tax concessions offered to stimulate the lagging industrial sector, 
higher current expenditures for trrtilizer subsidies and wage adjust- 
ments, and higher capital expenditures and net lending. 

Throughout the program the authorities pursued a monetary policy 
aimed at containing inflationary pressures of monetary origin. tnterest 
rate policy was used with some flexibility, primarily to enhance the 
attractiveness of financial savings. There was little change in nominal 
rates after 1981/82, and real rates varied with changes in price expec- 
tat ions. In 1981/82, credit policies toward the commercial sector were 
tightened to keep total credit in line with program targets. However, 
the growth of credit weakened toward the end of the year, which, with 
the larger than expected contraction from the external sector, resulted 
in a growth of monetary aggregates that was somewhat below the program 
targets (Table 4). Again in 1982183, a combination of cautious credit 
policies, particularly toward the end of the year, kept the increase in 
monetary aggregates within the revised program targets, despite the 
smaller than expected reduction in Liquidity on account of the develop- 
ment of net foreign assets. Throughout 1983184, the balance of payments 
was stronger than anticipated. To limit its effect on liquidity growth, 
several policy changes were made, including a two-step increase in the 
cash reserve ratio (CRR) from 7 to 8 percent in May and July 1983, a 
further increase to 8.5 percent in August. In November, refinance 
facilities for food credit were reduced and a 10 percent incremental 
cash reserve requirement was introduced. These measures and greater 
than projected nonbank financing of the Government kept the increase in 
total credit well within program targets. However , they were 
insufficient to offset the smaller contraction emanating from the 
external sector and the development of nonmonetary liabilities (net). l! - 

5. Measures to improve efficiency 

Despite numerous measures to ma’ke resource utilization more effic- 
ient, the continuing infrastructure bottlenecks, the poor financial 
performance of State enterprises (especially in the power sector and 
non-oil Central Government enterprises), high and rising incremental 
capital output ratios, and Low capacity utilization indicate that much 
remains to be done. The persistence of these problems is recognized by 
the authorities in the approach underlying the Se:lenth Plan which aims 
at improvements in productivity as one uf its priority objectives. 

l/ In 1983/84 these Liabilities rose by 2.5 percent, against a pro- 
jected rise of 13-14 percent. More generally, the absence of details 
underlying the strong trend of rising other liabilities (net) neces- 
sarily adds some uncertainty to interpretation oi developments in credit 
and monetary aggregates. 



Table 4. India: Monetary Survey--Programs and Actuals, 
1981-84 1/ 

(In billions of rupees) 

1981 
March 1982 March 1983 March 1984 March 
Program Original Original Revised Original Revised 
base program Actual program program Actual 21 program program Actual 2/ - - 

Domes tic credit 

Net credit to 
Government 

Credit to the 
commercial 

sector 

Net foreign assets 

Other liabilities 

Broad money (M3) 

Narrow money 

Time deposits 

621.25 741.81 739.58 877.56 876.79 868.56 1,030.26 1,013.21 1,003.48 
(24.6) (19.4) (18.9) (18.3) (18.6) (17.4) (17.4) (17.8) (15.5) 

258.06 309.8 1 309.11 
(34.2) (20.1) (19.1) 

363.20 432.Ou 430.47 
(18.80) (18.9) (18.7) 

46.82 30.07 26.61 

-114.94 -131.94 

553.14 639.94 624.88 
(18.5) (15.7) (12.7) 

232.70 259.0 2 247.92 
(16.6) (11.3) (6.8) 

320.44 380.92 376.96 
(19.3) (18.9) (17.0) 

-141.31 

364.34 364.53 
(17.6) (17.9) 

513.65 512.26 
(18.9) (19.0) 

. . . 9.01 

. . . -16 1.66 

732.7 3 724.14 
(14.5) (15.9) 

287.49 282.13 
(11.0) (13.8) 

445.24 442.0 1 
(16.9) (17.3) 

355.21 423.7 2 413.34 405.84 
(14.9) (16.3) (17.3) (14.3) 

513.35 606.6 2 599.87 597.64 
(19.3) (18.1) (18.1) (16.4) , 

15.22 . . . 0.74 15.95 r: 

-160.19 . . . -181.81 -164.11 

723.59 835.31 832.14 855.32 
(15.8) (14.0) (15.0) (18.2) 

284.16 319.11 318.26 328.69 
(14.6) (11.0) (12.0) (15.7) 

439.43 516.20 513.88 526.63 
(16.6) (15.9) (16.9) (19.8) 

Source : Data provided by the Indian authorities. 
l/ Figures in parentheses are percentage changes over 12 months. 

y/ Adjusted for use of SDRs and other factors to maintain comparability with base data (for details of 
adjustments see “India: Recent Economic Developments,” W/83/28, Table 18). 
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a. Industrial licensing and pricing policies l/ - - 

A complex network ot industrial regulations exists to promote 
investment in priority sectors, disperse industry throughout the country 
(particularly directing it to backward areas), develop the small-scale 
sector, prevent the concentration of monopoly power, and avoid 
investment that could lead to excess capacity. As part of this system, 
industrial investments above a certain level require official approval 
through the issue of an industrial license. While the Government has 
maintained its industrial policy objectives, the regulatory instruments 
were revised during the program, with a view to eliminating unnecessary 
restrictions and delays and improving industrial efficiency. A more 
flexible use of industrial pricing policies was also implemented to the 
same ends. 

Major changes in industrial Licensing policies in recent years are 
detailed in EBS/81/198, EBS/82/44, and EBS/83/276. These included the 
recognition of capacity in excess of endorsed limits (1980); introduc- 
tion of automatic growth provisions enabling units to expand Licensed 
capacity by 25 percent over five years; and a further Liberatization of 
capacity and production constraints (19821, whereby approved capacity 
could be increased without procedural difficulty to 125 percent of 
licensed capacity, or 133 percent of the highest annual production level 
during the most recent five-year period, whichever was higher. Actual 
production could be 25 percent higher than approved capacity. Other 
measures included increases in the investment limit above which an 
industrial License is required; measures to speed up the granting of 
licenses; exemption of a number of industries from restrictions arising 
under the Monopolies and Restrictive Trade Practices Act (MRTP), freer 
access to foreign technology, particularly in the vehicles, oil field 
services, and electronics industries; and a provision enabling 100 per- 
cent export-oriented units to seil up to 25 percent of their output in 
the domestic market, although only against valid import licenses (which 
are not obtainable for a number of items produced by these units). 

Prior to approval of the arrangement, administered prices were 
increased for a number of important products, including petroleum, and 
flexible pricing policies were pursued during the arrangement. Ott iciat 
controls on iron and steel prices were eliminated and a free market was 
established For part of cement production in 1982, while coal prices 
were increased in May 1982 and again in January 1984. Tartffs for 
railways, post and telegraph, and electricity were also increased. 

b. Import Liberalization 

Liberatization measures were introduced in the annual import policy 
during each year ot the program. These measures aimed mainly at 

l/ A description of the industrial licensing system is contained in 
sM/84/15 (l/18/84), pp. 41-58. 

h 
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increasing competition and reducing costs by providing better access to 
needed inputs, capital goods, and technology. Improved access was 
achieved by placing items in less restricted licensing categories and by 
simplifying Licensing procedures. Particular emphasis was placed on 
measures designed to improve access to imported inputs by exporters. 

An economically weighted assessment of these measures was presented 
in EBS/82/102 and EBS/83/130. These concluded that access to imports in 
1983184 would be increased by 30 percent following an increase of 
21 percent in 1982183, with relatively large increases in access to 
capital goods and consumption goods imports (Table 5). l/ Despite the 
introduction of some measures, which worked in the direStion of 
increasing protection of domestic industry, these assessments concluded 
that, in 1983/84, the overall level of protection afforded domestic 
industry declined. 

Data that would permit Table 5 to be updated on the basis of actual 
licenses used and imports under OGL and through baggage clearance pro- 
cedures are not available. 21 Data on actual Licenses issued show a 
decline over the period oE the arrangement (although an increase over 
1980/81). However, this trend is indicative of a decline in the per- 
centage of imports subject to licensing and not of a tightening of 
import restrictions. 31 Licensing data do reveal increases in capital 
goods Licenses and import replenishment Licenses (REP) available to 
exporters over the period of the arrangement. The increase in capital 
goods imports would be higher than indicated by licensing data, as a 
number of capital goods were moved to OGL. Preliminary data on non-oil, 
non-bulk imports (the category targeted by import liberalization mea- 
sures) indicate a growth in volume of about 10 percent on average per 
annum over the period. 

6. Exchange and payments system 

The exchange rate system remained unchanged during the arrangement, 
with the rupee pegged to a basket of currencies within margins of 5 per- 
cent. Exchange rate policy was guided by the need to strengthen the 
balance of payments and to avoid a deterioration in external competi- 
tiveness. Broad1 y, an index of the real effective exchange rate 
indicates only relatively small deviations around the November 1981 

l/ Access was measured as the sum in rupees of import licenses 
pefmitted under the import policy, estimated imports under OGL, imports 
of canalizing agencies and goods brought in through personal baggage. 

21 Data on licenses utilized are not recorded. Also, actual imports 
by-license category are not available and imports through personal 
baggage are unrecorded except for that part subject to duty. 

3/ During the last few years importers have been permitted to use 
automatic and supplementary licenses issued in previous years on a 
“repeat” basis. Use of these licenses does not require approval by 
Licensing authorities and is not recorded in licensing data. 
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level (Chart 4). India continued to avail itself of transitional 
arrangements under Article XIV. and bilateral payments arrangements with 
a Fund member (Romania) and four non-Fund members remained in effect. 
An expert committee on exchange control procedures was established in 
December 1982 and issued its report in December 1983. A number of its 
recommendations, including a simplification of procedures applicable to 
imports and exports and the delegation of certain powers previously held 
by the Reserve Bank to Authorized Dealers, have been adopted and others 
are under consideration. Steps also were taken to Liberalize investment 
facilities and repatriation benefits for investments by nonresident 
Indians. 

7. Cooperation with the World Bank 

The World Bank staff collaborated closely with the staff in its 
work on the extended arrangement program. Bank staff participated in 
discussions with the authorities and their views were taken into account 
in formulating each of the three annual programs. 

V. 1984185: Prospects and Policies as Seen at Mid-Year 

1. Prospects 

The outlook for 1984185 at mid-year is promising, though the rate 
of growth of real GDP will decline to some 4-5 percent, Eollowing the 
strong growth in output during 1983/84 (Annex I). Agricultural produc- 
tion is expected to rise by 2 percent, both on account of continued good 
weather and measures to increase productivity, including expanded use of 
fertilizer. Industrial output is expected to increase by 8 percent, 
with production up some 7 percent in the first four months over a year 
earlier; this rapid growth is made possible by the strong growth in 
demand stemming from the rise in agricultural incomes, but also by 
temporary alleviation of important bottlenecks in key sectors. Genera- 
tion of electricity in the first six months rose by 14 percent because 
of especially satisfactory rainfalls which have increased the generation 
from hydroelectric plants, the coming on stream of new capacities, and 
improved maintenance. The coal suppiy situation has improved although 
quality continues to be a problem. 

Price developments, of concern to the Executive Board at the time 
of the last consultation, have been varied during the first halE of the 
year. Inflation, as measured by wholesale prices, decelerated to some 
6-7 percent in May, but by mid-August had returned to year-on-year rates 
of 9 percent, notwithstanding a decline in foodgrain prices: major 
goods contributing to rising prices included sugar, tea, edible oils, 
and also manufactured goods. Following measures by the Government to 
increase the supply of key commodities--including the reintroduction of 
restrictions on tea exports--and to reduce certain administered prices, 
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the rate of wholesale price increase has stowed to the 6-7 percent 

r n n ,q e . 

.The current account deficit is expected to remain constant in 
1984i35 in percent of GDP: a stronger export performance--reflecting 

more buoyant growth in toreisn markets and a carryover of exports from 

1983/34 related to a port strike--will be Largely offset by the upswing 
in non-oil imports associated with the growth in industrial production 

(‘Table 6). Workers ’ remittances are likely to weaken somewhat, 

ottsetting further modest gains on the oil balance. The overal I ba Lance 

for the first six months was in small deficit but was expected by the 
authorities to shift into small surplus for the year as R whole. The 

staff projection for the year is for approximate overall balance, 
reflectina partly a somewhat Less buoyant view recardin< workers’ 
remittances. Cross reserves rose during the first six months of 1984/‘85 
to SDR 6.2 billion or 5 months of imports. li - 

3. PO!. icies 

Policy discussions focused o n short-term issues relating to price 
developments, prospects for the fiscal balance. and Liquidity growth. 
Longer-term issues included those oi a structural nature affecting the 
efficiency of resource use in the economy and the rising: trend of the 
government deficit. The need to pursue policies to strengthen public 

finances, adjust administered prices, provide adequate incentives for 

production, and strengthen general export incentiL,es, continued to be of 
primary concern. The authorities restated their commitment to financial 
stability and were closely monitoring developments in the fiscal and 
monetary aggregates that could give rise to an untoward rate of intla- 
tion. For the Longer term. the continued pursuit of adjustment policies 
was reaffirmed. Accelerated export growth was seen as essential to the 
maintenance of an adequate rate of overall growth and avoidance of 

excessive external borrowing. The authorities stated that increased 
domestic competition would be necessary if exports were to be competi- 
tive in world markets but stressed that, in desienin:: policies. the 
small share of exports Ln GDP had to be taken into account. 

In a speech following: the recent elections, the Prime !linister has 
indicated that a major review of policies is being undertaken. Improve- 
ments in productivity, absorption ot‘ modern technoLo,<y and ful Ler ut i 1 i- 
-At ion of capacity are io be major ob]ect ives. A re‘.:tew of foreign 
trade policies is underway; the objective is to :zlve a t resh impetus to 
exports. Keforestatiun and diminished water And air p~ltution were aLso 
identified as areas cummandLn< priority for early action. 

l! India has aold hoLdinKs ot 8.594 million tine crvy ounces, which - 
;1 r e valued in Fund caLculat.ions at SDK 35 per ounce. 
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Table 6. India : Balance of Payments, 1980/8 l-1984/8 

(In millions of SDRs) 

5 y 
0 

1980/8 1 198 l/82 198 2/83 1983184 1984/85 
Prov. Staff 

Forecast 

Exports, f .o.b. 6,479 7,324 
Imports, c.i.f. -12,359 -13,271 

Oil -5,188 -4,840 
Non-oil -7,171 -8,431 

7,581 7,894 8,965 
-13,069 -13,265 -14,244 

-4,219 -3,306 -3,240 
-8,850 -9,959 -11,004 

Trade balance -5,880 -5,947 -5,487 -5,371 -5,279 

Net invisibles 3,750 3,321 2,931 2,571 2,400 
Nonf actor services 1,115 923 917 1,000 1,050 
Investment income 21 411 24 1 -387 -729 -850 
Private transfers - 2,224 2,157 2,401 2,300 2, 200 

Current account balance -2,130 -2,626 -2,556 -2,800 -2,879 
(in percent of GDP) (1.7) (1.8) (1.6) (1.6) (1.6) 

Net aid 1,384 975 1,579 1,495 1,717 
Loans 952 689 1,257 1,217 1,470 0 

Grants 432 286 322 278 247 

Commercial borrowing 91 80 
bilateral arrangements -73 - 280 
Nonresident deposits 113 155 
Other capital -35 y -297 
Errors and omissions -194 -179 

334 499 
-333 183 

542 792 
370 41 

-1,200 - 
-370 A/ 
-347 

859 
214 
683 

-- 

-594 

Overall balance -774 -2,172 -373 

Monetary movements 
Net use of Fund 

credit 
Reserves (increase -151 - 

774 

266 
508 

2,172 373 

600 
1,572 

-1,143 

1,143 

1,800 
-65 7 

1,234 67 
-861 -67 

Conversion rate: rupees/SDR 10.150 10.295 10.5 26 10.914 11.660 

Sources: Reserve Bank of India, Bulletin; data provided by the Indian authorities; and 
staff estimates. 

l/ Current account data for 1980/81-1982/83 are official balance of payments estimates, 
based on exchange record data, published by the Reserve Bank of India; capital account 
data for these years have been provided separately by the Indian authorities. Data for 
1983/84 are staff estimates based on provisional data provided by the Indian authorities; 
estimates for exports and imports are based on provisional trade statistics and are 
therefore not strictly comparable to the exchange record data for earlier years. l 

2/ Includes staff estimates of interest on nonresident deposits. 
T/ Includes SDR allocation of SDR 120 million. 
T/ Short-term bridging loan. 
/ Excluding changes in reserves due currency revaluactions. - 
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a. Fiscal policy 

The budget document for 1984185 foresaw a deceleration in the 
growth of revenues by 3 percentage points, and of expenditures and net 
Lending by 6.5 percentage points. Thus, the budget deficit of the 
Central Government was expected to decline from 7.5 percent in 1983184 
to 6.9 percent of GDP (Table 7). The consolidated deficit of the 
Central and State Governments was to decline from 11 percent of GDP to 
10 percent (Annex I). The main revenue features of the Central Govern- 
ment budget were the further increase by 5 percentage points of the 
auxiliary import surcharge (bringing the total increase in these duties 
to 20 percent over the last three years) and an assumption of greater 
compliance with tax regulations associated with a reduction in personal 
income tax rates. The share of tax revenues collected by the Central 
Government and allocated to States was to increase, reflecting in part 
the difficult financial situation faced by many States. Plan expend- 
itures were to rise by 17 percent, against a rise in non-PLan expend- 
itures of 5-6 percent. 

At the time of the consultation discussions, the authorities were 
in the process of reviewing budgetary developments during 1984185 and 
were not in a position to provide the staff with comprehensive revised 
estimates. However, they noted a number of factors that would increase 
the Central Government budget deficit by Rs 6 billion (or from 6.9 per- 
cent to 7.2 percent of GDP). These included lower than projected tax 
revenues, higher expenditures on account of the fertilizer subsidy, cost 
of Living increases not provided for in the budget, supplementary provi- 
sions for Plan expenditures as well as additional Loans to States 
(representing their mandated share of higher than budgeted small savings 
receipts). 

Bank financing of the Central and State Governments during the 
first half of 1984185 suggested that the increase in the consolidated 
deficit could be substantially larger than initially projected; by end- 
September, credit to Government had risen by Rs 48 billion against an 
unofficial target increase for the year as a whole only somewhat Larger 
than the increase of Rs 58 biLLion during 1983184. The authorities were 
concerned at the sharp increase in credit to Government although they 
stressed that it was subject to important short-term fluctuations and 
that Reserve Bank credit to Government showed a more moderate in- 
crease. Nevertheless. ministries and States had been cautioned by the 
Minister of Finance to adhere to the expenditure limits Laid out in the 
1984185 budget. The budget review underway would identify whether 
expenditures were out of Line. The authorities indicated that restrain- 
ing measures would be implemented, if necessary, so that the demand for 
credit by the Government would not jeopardize monetary and price objec- 
tives. 

With regard to the size of the public sector and the overall public 
sector deficit, the staff noted that not only did there seem to be a 
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Table 7. India: Summary Operations of the Central
Governmen t , 1980/81-1984/85

1980/81 1981/82 1982/83 1983/84 1984/85
Budge t Estimated Budget

estimates out t: urn estimates

(In billions of ru pees)

1. Total revenue and
grants 128.3 155.7 180.9 20b.3 207.1 240.2

1.1. Tax revenue 93:9 115.7 130.6 154.9 154.5 175.3
1. 2. Nontax revenue 30.7 36.8 47.4 47.8 49.5 bl.6
1.3. Foreign grants 3.7 3.2 3.0 3.5 3.1 3.3

2. Total expendi ture and
net lending 211.5 242.5 306.0 315.7 349.0 386.3

2.1. Current expendi-
ture 136.0 158.7 193.5 224.2 232.4 263.4

a. Plan (27.4) 00.0) (37.9) (45.1) (47.0) (56.7)
b. Non-Plan (108.6) (I 28.7) (I55.6) ( 179.1) ( 185.4) (206.7)

2.2. Capital expen-
diture and
gross lending 90.7 104.6 146.3 124.2 155.3 162.0

a. Plan (63.3) (72.5) (81.2) (83.5) (94.0) ( 108.0)
b. Non-Plan (27.4) (32. 1) (65.1).!.! (40.7) (61.3)1/ (54.0)

2.3. Less: Loan
repayments -15.2 -21.7 -33.7 -32.7 -38.7 -39.1

3. Overall deficit -83.2 -86.8 -125.1 -109.4 -141.9 -146.1

4. Net external
financing 13.4 10.3 13.5 16.1 16.3 17.9

Gross 17.3 14.5 17.9 20.6 20.9 22.6
Repayments 3.9 4.2 4.4 4.5 4.6 4.7

5. Net domestic borrowing 69.8 76.5 111.6 93.3 125.6 128.2
5.1. Net market

borrowing 25.8 29.1 37.7 40.0 40.0 41.0
5.2. Small savings

and provident
funds (net) 3/ 20.0 24.7 31.4 28.8 36.5 38.5

5.3. ::;pecial bearer-
bonds 0.9 8.8

5.4. Capital invest-
ment bonds 0.8 2.0 0.6 0.6

5.5. Miscellaneous
deposits (net) !:.! -2.6 7.7 5.6 30.0 30.5

5.6. Official defici t
financing 2! 25.7 13.9 34.0 1/ 15.5 18.5 Jj 17.6

Of which:
State invest-
ment in
Treasury
bills (-4.0) (-3.3) (I.9) ( ... ) ( ... ) ( ... )

6. Memorandum items:
6.l. Defense capital

expenditure 3.3 4.8 5.3 6.1 6.0 7.2
6.2. Budgetary savings

excluding
foreign grants
0.1+1.2-

2.1b-6.1) 12.7 19.0 17.1 17.5 12.6 23.0
6.3. Bank financing 50.6 39.2 35.7 45.8

(In percent of GDP)

Overall deficit 6.5 5.8 7.6 6.1 7.5 6.9

Bank financing 4.0 2.6 2.2 2.4

Sources: Budget at a Glance and Explanatory Memorandum on the Budget of the Central
Government for 1984/85; Budget of the Central Government for 1984/85; and data provided by the
Indian authorities.

1/ Includes Rs 17.4 billion in loans to the States to absorb their outstanding overdrafts
with the Reserve Bank of India as of March 31, 1982.

2/ Includes Rs 4.0 billion in loans to the States to absorb outstanding overdrafts with the
Re-;erve Bank of India as of March 31, 1983.

3/ Includes small savings funds on-lent to the States.
4/ Includes lending by the oil sector through deposits of surplus funds with the Government;

the amounts involved are Rs 3 billion in 1982/83, Rs 11 billion in the Revised Estimates for
1983/84, Rs 12 billion in the Estimated Outturn for 1983/84, and Rs 10 billion in the Budget
Estimates for 1984/85.

5/ Deficit financing as officially defined includes net issues of Treasury bills and use of
cash balances.



- ‘3 - 

rising trend ot expenditure and det‘icic rrlrlti\/e to GDP. but that the 
size of the deficit indicated that [he public sector was absorbing a 
large share ot the savings ;~:;nilable ta.1 the economy (Chart 5 1. it was 
imperative that these savings be etrlciently used, and also that ade- 
quate allowance be made for the credlr needs of the private sector. The 
authorities did not think. ihat Che SLYIZ of the public sector should oive 
rise to concern in the Indian context, where responsibility for more 
than three fourths of the nonhousehold investment was with the public 
sector and social objectives played an important role in economic 
decision makinK. ALSO, a part cut public expenditure retlected transfers 
to financial institutions to support private investment. tn their view, 
the size of the overrlll deficit was not excessive and the sn.,rings nnd 
financial resources a.JailabLe to the private sector were adequate. It 
‘&as agreed, howe;ler. that the etticicnt use of rc’sources In the public 
sector and throughout the economy was of crucial importance bar sus- 
taining higher growth and enhancing competitiveness. Strategies to 
increase efficiency were under intensive review in preparation for the 
Seycenth Plan. ‘The authorities also indicated that ;jreater attention 
would be given in the next Ptan to financial returns achie,/ed by public 
enterprises. In this regard, the staff noted that inadequate cost 
recovery or financial returns from public investments could place an 
undue burden on the tax system to attain public sector resource 
mobilization requirements. 

b. Credit and monetary policies 

The growth of liquidity in 1983.i84 substantiallv exceeded the 
targets established under the program. though the I imits on credit to 
the Government and on total bank credit were observed. The credit 
policy announcement for Yav-October 1984 noted the need to reduce the 
growth of overall liquidity to dampen inflationary expectations while 
providing adequate credit for the support of product iT;e activities. To 

these ends the statutory Liquidity ratio ‘was increased trom 35 to 
35.5 percent effective July 28, 1984 and to 36 percent un September 1, 
1984. The impact of these measures on hank liquidity was to have been 
moderated at the beeinnin.5 of the busr season by rhe phased release of 
certain impounded cash balances held bv the banks with the Reserve Bank 
of India (RBI). In Lhe event . 1 iquidity Ervwth continued tlj be strong 

at 16-17 percent, and it was decided in September to postpone the 
release of the cash b;zLanct?s by a month. 

The bus;{ season credit policv. .innouncrd in I ate-Uctobrr 1934. for 

the following six months +<ain noted the objecti-es ot rcducine I iquid- 

ity growth white at the same time proxliding the credit necessarv trlr 

productisJe activities. ‘le;jsures W~TE announced at. that tlmc r_o rcd11cc 

bank liquidity by an estim;lted KS 5 billion (about 0.5 percent of broad 

money). The ceiling above which 100 percent refinancing was available 
to hanks was raised by Rs 3 billion to Rs 43 billitjn tot- food credits. 
while refinancing ot export credits was Limited to 100 percent of the 

increase over the monthly a’.;erarF? t(3r 1983. It ‘n’;ls hoped that the 
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demand for credit from the government sector would moderate, and that 
Liquidity growth would be brought down to 15 percent by March 1985. 

Shortly after the announcement of the credit policy for the busy 

season, the interest rate banks were permitted to charge for food 
credits was raised from 12.5 percent to 14 percent, etfective retro- 
actively to the first of October, while the interest rate received on 
holdings of cash reserve requirements with the RBI in excess of the 
initial 3 percentage points of required reserves was raised by 1 per- 
centage point to 10 percent. These measures will strengthen somewhat 
the financial position of banks which has been adversely affected by 
high operatin costs, prescribed lending at preferential rates, and non- 
performing Loans. Measures are also under consideration to make opera- 
tion of the banking system more efficient, including introduction of 
computers for selected operations and record keeping. 

C. Trade and industrial policies 

The authorities indicated that their major objectives in the 
Seventh Plan were to increase food supplies and employment and improve 
productivity. Given the rising effective cost of foreign savings and 
the limited opportunities to increase the already high domestic savings 
ratio, the need to increase efficiency took on additional urgency. 
Increased efficiency and domestic competitiveness were also seen by the 
authorities as prerequisites for achieving a marked improvement in 
export performance. A number of expert committees had been established 
to examine ways of increasing efficiency. One committee, in particular, 
was focusing on possibilities for increasing reliance on financiallfis- 
cal instruments in Lieu of physical controls on trade and industry, but 
its report was not expected to be ready until early 1985/86. Recommend- 
ations were also expected on measures to increase the financial respons- 
ibility of public sector undertakings. 

The authorities explained that the industrial licensing system 
increasingly had been managed in a manner to strengthen competition 
between domestic units of production. They expected the recent merger 
between the Department of Company Affairs and the Ministry of Industry 
to reduce Licensing delays, notwithstanding a recent amendment to the 
MRTP Act which would subject a larger number of firms to more time- 
consuming and restrictive licensing procedures. Special one-window 
clearance facilities had been set up for specific sectors, particularly 
to facilitate Licensing in cases where foreign collaboration was being 
sought. So far, however, this facility had not been used extensively. 
Directives had been issued denotin!: the maximum acceptable delay in the 
processing of applications for industrial licenses. This had been 
followed by a significant reduction in the time taken to obtain a 
License. 

Decisions had recently been taken to allow private investment in 
areas formerly reserved for the public sector, and even to eliminate 
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licensing for firms, irrespective of size, for producclnn ot specific 

products (e.e:. , micro and mini computers). The electranics and computer 

industries had also recently been given special incenti,:es to expand 
production by a very substantial reduction in customs duties for 

imported inputs, irrespective of whether the end-products were exported 

or sold domestically. The small-scale reservation list was reviewed 

trom time to time to ensure that the costs in terms ot foreeone 
economies of scale were not excessive. However, there had been no 

change in the capacity limit (Rs 200 million) above which industrial 
Licensing procedures applied. 

The Impurt/Export Policy for 1984/85 announced in April basicalLy 

represented a continuation of the previous policy. Some further simpl i- 

[ication in procedures was introduced and access by exporters to 
imported inputs further increased. Special incentives are to be eiven 

to promote exports of products with high domestic value added, as well 
as exports of new products and the development of new markets. Chances 
.dere also made in the Licensing classification of items, with a number 
at raw materials and components bein,z moved off OGL on to more 
restricted Lists and a Larger number of capital goods being made avail- 
able on OCL. In response to the staff’s observ:ation that the 1984/85 
policy did not constitute a further significant move toward Liberaliza- 
t ion, the authorities stressed that substantial efforts had been 
required to withstand protectionist pressures from domestic indus- 
tries. 
again 

With resard to auxiliary import duties, y\hich were increased 
in the t984/85 budget, it ;ras indicated thaE these were LarqeLy a 

revenue device, althouah such increases did assist in withstandins 
pressures to further restrict imports throu;?h Licensing. 

The authorities stated that Indin’s trade framework. with a Large 
portion of exports being sold by exporters or trading houses and a Lar;<e 
portion of imports being obtained throu,Eh distinct canalization 
sgencies, did not Lend itself to countertrade. Regarding bilateral 
trade :znd payments arrangements, the authorities were nut in a position 
to indicate any time frame for the elimination of the bilateral payments 
agreement with Romania. The present agreement is due to Lapse in 
December 1985. 

d . Balance of pavments Einancine and exchange rate police 

The authorities continued to feel that toreiEn commercial borrowing 
should be approached capaciously; it should be prolect-related and not 
Ilndertnken for general balance oE payments support. Debt servicing in 
i?:<cess of 20 percent of current receipts was considered excessive. and 
taut ious import management would be pursued, if necessary, t o a vo i d a n 
kIndue buildup of extern,~l liabilities that could a&ive rise to such a 
burden. 

The rote foreseen by the authorities tot- the use of exchange rate 

pal icy in the Indian contk’xt was Limited. Exchange rice pc,Licy was only 
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one of the instruments that could be used to strengthen the external 
balance and should be used in a coordinated approach as other nonprice 
barriers to competitiveness were reduced. The staff noted the recent 
depreciation of the rupee in real effective terms. By October 1984 the 
real appreciation that had taken place in early 1983184 had been offset, 
restoring the real rate to its Level of November 1981. The staff noted 
that exchange rate policy and import liberalization should play a more 
central role in fostering a competitive domestic economy, a development 
that was seen as necessary to achieve the needed strengthening of export 
performance. 

VI. Medium-Term Prospects and Projections 

Three medium-term scenarios are presented in Table 8. These indi- 
cate the challenge facing Indian policymakers over the coming years in 
sustaining the satisfactory economic growth recently attained, holding 
debt service to below 20 percent of current receipts, and maintaining 
reserves at about four months of imports. 

Scenario A is based on the assumption of a 2 percent per annum gain 
in export market shares. Thus, exports in real terms are projected to 
increase by 7 percent in relationship to the growth of foreign markets 
l-,f 5 percent--a strengthening in the export elasticity with respect to 
market growth from appreciably Less than 1 over the last five years to 
1.4. Such an achievement is seen by the authorities as requiring a very 
substantial effort and is difficult to anticipate on the basis of dis- 
aggregated commodity projections. Imports in real terms are projected 
to grow at 6 percent per annum, one percentage point faster than the 
projected rate of growth of real GDP. The authorities stated that this 
would imply some reduction in the historical elasticity between imports 
and GDP. Under this scenario, with commercial borrowing determined 
endogenously to close the financing gap, the debt service ratio would 
increase to 20 percent (including servicing on nonresident Indian 
accounts) by 1988/89 and reserves would decline to less than 4 months ot 
imports. 

Scenario 5 is based on the observed historicat relationship between 
exports and market growth, with all other assumptions the same as in 
scenario A. Commercial borrowin< is also determined endogenously to 
close the financing Rap. Under this scenario, gross commerciaL 
borrowing would rise to almost $8 billion by 1989190, and the debt 
service ratio, including interest paid on nonresident Indian deposits. 
to 24 percent. Final ty, scenario C is constructed so as to keep the 
debt service ratio from exceeding 20 percent. Import volume growth is 
determined endogenously and is Limited to 3 percent per annum. This 
rate of growth is Likely to prove insufficient to attain the 
authorities’ growth objectives. unless a turther reduction in oil 
imports could be achieved or non-oil imports could be replaced by etfi- 
ciently produced domestic goods on a Larger scale than in the past. 



0 

Table 8. India: Medium-Term Debt Projections 

1985/86 1986/87 1987188 1988/89 1989/9rj 

(In millions of U.S. dollars) 

Exogenous inputs: L/ 
Balance on 

Services 
Transfers 
Concessional loans, net 
IMF transactions 

Export market growth 
Increase in export untt 

values 
Increase in import unit 

values 

Scenario A: 
Export volume growth 
Import volume growth 
Debt service burden, including 

nonresident accounts 
Debt service burden, excluding 

nonresident accounts 
Reserves in months of imports 
Gross borrowing on commercial 

terms (S bn.) 
Total external debt (S bn.) L/ 

Scenario B: 
Export volume grout h 
Import volume growth 
Debt service ratio, including 

nonresident accounts 
Debt service ratio, excluding 

nonresident accounts 
Reserves in months of imports 
Gross borrowing on commercial 

terms ($ bn.) 
Total external debt ($ bn.) 2/ - 

Scenario C: 
Export volume growth 
Import volume growth 
Debt service ratio, including 

nonresident accounts 
Debt service ratio, excluding 

nonresident accounts 
Reserves in months of imports 
Gross borrowing on commercial 

terms (S bn.) 
Total external debt ($ bn.) 1_/ 

1,130 2,294 1,238 2,547 I, 384 
2,115 2,235 2,446 2,671 2,912 
1,682 1,900 2,091 2,192 2,234 

-198 -43 -727 -860 -753 

5.0 

1.4 

I .? 

7.0 
6.0 

16.6 

14.8 
4.7 

1.4 
30.8 

5.0 

4.9 

3.8 

(In percent) 

5.0 

7.5 

7.5 

5 . 0 

7.5 

7.5 

5.0 

7.5 

7.5 

7.n 
6.0 

18 .2 

16.5 
4.3 

7 . I! 
6 . 0 

19.3 

17.8 
3.8 

7.0 7 . 0 
6.0 6 . 0 

20.2 211.0 

18.9 18.9 
3.3 2.9 

2.2 2.9 3.9 5.0 
33.9 37.7 42.3 47.8 

4.0 
6.0 

4.0 
6.0 

19.2 

17.4 
4.3 

4 . 0 4.0 
6.D 6.0 

17 . 0 

15.1 
4.7 

1.7 
31.1 

2. a 
34.9 

2 I .n 

19.5 
3.8 

4. I 
39.9 

23.1 

21.7 
3.3 

4 . 0 
6.0 

24.3 

23. I 
2.9 

5.8 7.8 
46.3 54.5 

4.0 
3.0 

4.0 
3.0 

16.9 18.8 

15.04 17.04 
4.8 4.5 

1.4 1.8 
30.7 33.5 

4 . 0 
3 . Ii 

2 rl . 0 

18.5 
4.1 

2.3 
36.7 

4.0 
3.0 

21.1 

19.7 
3.7 

3 . In 
41j.4 

4 . r1 
3.0 

211.8 

19.5 
3.3 

.I . h 
44.5 

Source: Staff estimates. 

l! Entries for non-interest services, transfers and concessional aid flows are 
invariant across the scenarios, as are the terms for commercial borrowing, and price 
assumptions for exports and imports. Market growth for India is based on WE0 
assumptions and is projected at 5 percent per annum. The interest rate for new 
do1 lar borrowings declines from 10 percent in 1985 to 8.5 percent in 1990, with a 
grace period of three years followed by a repayment period of seven years. 

2 ! Excluding nonresident deposits, which are estimated to total approximately 
S3Tl billion at end-March 1985; the projections aIlow for onIy a small Increase in 
such liabilities. 
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It must be emphasized that these scenarios are illustrative. They 

are dependent on base period values that are surrounded by considerable 
uncertainties and are extremely sensitive to assumptions about elastic- 
ities, developments in world inflation, and the terms and conditions of 
credit. However, they do illustrate the importance of putting in place 
as soon as possible policies to enhance the competitiveness of domestic 
products and to achieve a more dynamic export performance. The alterna- 
tives would lie in the direction of reverting to intensified import 
restraint (with attendant implications for economic growth) or poten- 
tially excessive accumulation of external debt. The authorities 
indicated their firm determination to avoid the latter course of 
developments. With regard to the role of foreign direct investment, the 
authorities indicated that it should be viewed primarily as an important 
means to facilitate the transfer to technology. It was not seen as an 
important source of financing the current account deficit. 

VII. Staff Appraisal 

The policy program supported by the extended arrangement was aimed 
at establishing the medium-term viability of the balance of payments 
while also increasing the rate of economic growth and reducing int‘la- 
tion. A principal focus was to achieve a broad measure of structural 
adjustment in the wake of the second oil shock and the sharp deteriora- 
tion in the terms of trade. Investment programs, within the framework 
of the Sixth Plan, were oriented toward alleviating infrastructural 
bottlenecks, especially in core sectors, and intensifying domestic 
resource mobilization efforts to provide a higher degree of internal 
financing. The need to improve the efficiency of resource use was 
recognized; pricing, import, and industrial policies were oriented to 
support this objective. Exchange rate policy was to be implemented 
consistent with these objectives, as well as to strengthen export per- 
formance, shifting the relative profitability of production for home and 
export markets in favor of the Latter. Financial support from the Fund 
augmented continuing strong official capital flows and enabled the 
adjustment process to move forward deliberately, but without requiring 
the speed of adjustment to be disruptive. 

The important objectives relating to higher economic growth, reduc- 
ing inflation, and avoiding a deterioration in the balance of payments 
on current account in relation to GDP appear to have been substantially 
achieved. The larger than expected amelioration of the burden of net 
imports of petroleum through intensified exploration and development of 
domestic petroleum resources was particularly notable. AL1 performance 
criteria were observed throughout the program period. In these 
respects, the program can be judged to have been successful. This 
assessment must be tempered by recognition that export performance was 
much weaker than expected; this partly reflected weakness in the world 
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economy, but the longer-term relation between export SvoLume and market 
Arowth has cant inued to decl inc. 

Somewhat stronger capital intlows and diminished pressure on the 
current account obviated the need for use of SDK 1.1 bi 11 ion of 
resources available under the extended arrangement while maintainin< 
adequate gross reserves. However , by the end of 1983i84, the burden of 
external debt service had risen consi.derably above the program forecast 
of 14 percent of current account receipts. This reflects a combination 
of factors inctilding the weaker export performance and somewhat Larger 
capital inflows on Less concessionat terms. The isslles underlying the 
unexpectedlv rapid rise in the debt ser,/ice burden remain to be 
addressed more vigorously during the remainder of the decade if India is 
to sustain the momentum of economic :,:rowth recently achielied. 

The s t rang recover;; of a,st-icultural production in 1983/84 and of 
industrial output during the Latter part of that year has contributed to 
sustaining momentum in the economy in !984/85. Foodgrain product ion is 
expected to surpass the record 152 million-ton crop of 1983/‘84 and 
industrial production is rising at about 8 percent. Strong growth in 
electricity generation has facilitated economic growth in 1984!85. 
Price pressures which r-e-emerged in 1983184 have abated somewhat. 
Nevertheless, the increase in wholesale prices is expected to be about 
8 percent in the current year, a rate of increase considerably above 
that prevailing in India’s major trading partners. inflationary pres- 
sures pose particular problems in the Indian economy: in ad just ing 
administered prices to maintain production incentives and profitability; 
in preventing industrial licensing from becomin;: more restrictive where 
size limits are expressed in nominal ,laLue terms; and in achieving the 
necessary strengthening of incent i:;es for exports. 

The fiscal outlook during the current vear could only be assessed -, 
through developments in net bank. credit to the State and Central Govern- 
ments. From this perspcct is.,e. the degree ot expansion during the first 
half of 1984/85 indicates that budget.ary implementation is substantialiy 
more expansionary than #anticipated when the bud,<et WAS approved. The 
staff attaches considerable impurtance to the fiscal review initiated in 
November and to the authorities’ cant inkling< commitment tlj calut ious 
financial policies. In this regard. the notices to spendinir. ministries 
should signal the need tor avoidin excessi :,‘e e:cpendi ture Et-owth unt.11 .a 

more comprehens i ve 3ssessment ot currtlnt tiscnl developments is possible 

and appropriate supplementary measures pllt in place to .lrt-esc the 

untoward ,erowth in bank credit to the Co.jernment. 

Recent adjustments in monetary pal icy refl ;ct the aurhnrities’ aim 
to reduce the rate of ,growth of monetary e:cpanslIcJn to 15 pt’rcent by 
March 1985. The stat f attaches considerable importance to achie,Jine 
such a slowing of szrowth in tutal 1 iqllidity. The expansionary pressures 

emanating trom tiscat operations of the States <and Cent r-al Covernmenc 

pose the most implortnnt chal I er-,ge for rt>ducLng mc!n+tr_ry expansion. The 
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staff notes the special role played by the banking system in mobilizing 
financial resources and, through the statutory Liquidity ratio, allocat- 

ing a Large part to the Government. However, India’s industrial and 

export growth prospects depend importantly on the performance of the 
private sector. Adequate access to the savings of the economy will be 
important for sustained growth in the private sector. 

Sustaining the rate of economic growth recently achieved will 
require strengthening key elements of the adjustment strategy pursued in 
recent years. The staff believes that policies to enhance competition 
in the domestic economy and to raise the productivity of investment must 
be strengthened. This is recognized in the strategy being defined for 
the Seventh Plan. Further liberalization of import and industrial 
policy, within the framework of shifting policy instruments away from 
administrative controls toward macroeconomic management and financial 
incentives, would be appropriate. 

The present medium-term outlook for the balance of payments, 
including developments in the capital account, the growth of external 
debt, and the burden of debt servicing is not to be viewed with equanim- 
ity. Export performance must be improved considerably. Resource use in 
the Indian economy must become more efficient. In the view oE the 
staff, this Latter goal could best be pursued through a reduction in the 
role of direct interventions through administrative procedures and an 
appropriate stance of macroeconomic policies: and much greater emphasis 
should be ,given to strengthening financial performance of public enter- 
prises. Recognizing the important role that further import 
tiberalization must play, a more active use of exchange rate policy for 
the rupee would be appropriate. Such a policy should be aimed at 
shifting relative prices in favor of exports and eEEicient import sub- 
stitution so as to avoid undue pressure on the balance of payments over 
the medium term. 

The present burden of external debt service is not excessille. 
However, the sharp rise in the debt service ratio since 1980i81 must be 
moderated. Although interest rate developments may prove more favorable 
in the period ahead, the effective cost to India of external resources 
will increase as gredtet- recourse to foreign savings on commercial or 
semi-commercial terms becomes necessary. Thus, the prognosis for sus- 
taining higher rates ot economic growth will only become favorable if 
India’s export performance is strengthened. Import substitution will 
also have a role to play, but historic trends do not suggest that it 
would be a suEficient strategy to realize higher rates of economic 
growth with sustained external stability. 

The timeliness, and for some series, the quality of the statistical 
base makes it difficult to monitor current economic developments in any 
but the narrowest terms, namely, in terms of movements in prices, credit 
to the Government, and foreign exchange reserves. The strong growth in 
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unspecified monetary liabilities creates uncertainties for interpreta- 
tion of movements in key monetary and credit aggregates. Were there to 

be a move toward greater reliance on financial incentives and on macro- 
economic policy instruments, a broader and more current overview of 

developments would be imperative. The staff was intormed of and wel- 
comes the move toward the computerization of selected operations in the 
banking system, with implications for ultimately strengthening certain 

aspects oE bankin% statistics. 

In the close-to-four-decade period since independence, India has 
made remarkable economic progress in several respects. The achievement 

of self-sufEiciency in Eoodgrains, the rapid development of petroleum 
production in recent years, the development of a diversified industrial 
sector and of the relevant infrastructure, and the spread of technical 
education are among the creditable achievements. Yet there is no 

gainsaying that the rich resource potential of the Indian economy could 
be more fully and vigorously tapped than has been done so Ear. The 

staff and authorities are in agreement on the importance of achieving 
higher economic growth with a sustainable balance of payments. What 

needs to be done in various sectors of production and distribution to 
achieve these goals may be diverse in detail but there is an underlying 
common theme: the promotion of efficiency and international 

competitiveness. The present affords a unique opportunity to make a new 

beginning in this respect. The objectives outlined in the recent 
statement by the Prime Minister indicate also a convergence of views 
around this theme. 

It is recommended that the next Article IV consultation with India 
be held on the standard 12-month consultation cycle. 
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VIII. Proposed Decision 

The following draft decision concluding the 1985 Article IV con- 

sultation with India is proposed for adoption by the Executive Board: 

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

exchange measures subject to Article VIII, Section 2. and in 

concluding the 1985 Article XIV consultation with India, in 

the Light of the 1985 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/85/... are maintained by India in accordance with 

Article XIV, except that the restriction arising under the 

remaining bilateral payments agreement with a Fund member is 

subject to approval under Article VIII, Section 2. The Fund 

encourages the authorities to terminate the bilateral pay- 

ments agreement with a Fund member as soon as possible and 

to further simplify the exchange system. 



. 

ANNEX I 

India: Basic Data l/ 

Area : 3.27 million sq. kms. 
Population/population growth: 738 million (September 1983 estimate)/Z.Z percent 
Nominal GDP (1983/84) SDR 173.0 billion; (SDR 234.5 per capita) 
Exchange rate: rupees per SDR: Rs 12.205 per SDR (on December 31, 1984) 

1980/81 1981/82 1982183 1983184 1984/85 
Prel. Staff 
actual forecast 21 - 

National income and price 
Real GDP at market prices 
GDP def Lator 
Consumer prices (period average) 
Wholesale prices (period average) 
Industrial production 

External sector (on the basis 
of SDRs) 

Exports, f .o.b. 
Imports, c.i.E. 
Non-oil imports, c.i.f. 
Export volume 
Export market growth 
Import volume 
Terms of trade (deterioration, -) - 
Nominal effective exchange rate 

(depreciation, -> (period 
average > 

Real effective exchange rate 
(depreciation, -) (period 

average 1 

(Annual percent change, unless otherwise specified) 

Central Government budget 
Revenue and grants 
Total expenditure 

Current expenditure 
Capital expenditure and 

net Lending 

Money and credit (end-period) 
Domestic credit 

Government 
Private sector 

Honey and quasi-money 
Velocity (GDP relative to M3) 

average 
Interest rate (annual rate, 

three-year savings deposit) 

6.8 5.9 2.6 8.0 4.5 
11.4 10.2 7.8 7.0 7.0 
11.4 12.5 7.8 12.6 8.0 
18.2 9.3 2.6 9.5 8.0 

4.0 8.6 3.9 5.5 8.0 

7.1 11.8 0.4 6.4 13.6 
41.6 5.3 -2.8 4.7 7.4 
28.0 13.8 1.7 19.7 10.5 
-0.8 3.5 -2.9 1.9 7.0 

2.2 5.9 0 5.5 8.6 
15.8 -4.9 -5.1 8.5 5.3 

,lL.7 -2.4 1.0 8.2 4.1 

0.2 -4.3 -2.0 -4.8 

5.6 

13.1 21.4 
19.3 14.7 
13.1 16.7 

32.5 

22.3 19.8 17.6 16.3 
28.6 21.9 15.3 16.6 
18.3 18.4 19.2 16.1 
18.3 12.8 16.7 17.5 

2.3 

8.5 

-1.4 

9.8 

7.4 

10.0 

-LT. ? 2 

16.2 
26.2 
21.9 

35.8 

2.3 

11.0 

2.6 

14.5 
14.1 
20.1 

. . . 31 - 

-2.9 41 - 

16.0 
10.7 
13.3 

3.6 5.4 

3.2 

11.0 

17.7 5/ 
19.6 5i 
16.3 5i 
16.2 ?/ - 

2.2 

11.0 
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India: Basic Data (Concluded) 

1980181 1982/82 1982/83 1983184 1984185 
PreL. Staff 
actual forecast 2 / - 

Gross domestic investment 
Gross domestic savings 
Consolidated deficit of State and 

Central Governments 
Central Government budget deficit 
Foreign financing 

Tax revenue 
Central Government expenditure 

External. current account deficit 61 - 
Excluding grants 
Including grants 

External debt 
(including IMF) 

Debt service ratio (in percent 
of current receipts) 61 

Interest payments (in percent 
of current receipts) 6/ - 

Exports 
Imports 

Oil imports 
Current account balance 
Overall balance of payments 6/ 
Gross official reserves (weeks 

of imports) 
External payments arrears 
External debt outstanding 

(In percent of GDP) 

24.6 24.7 24.1 25.0 25.0 
23.0 22.6 22.4 23.6 23.8 

9.3 
6.5 
1.1 

9.0 10.3 10.6 10.0 
5.8 7.6 7.5 6.9 
0.7 0.8 0.9 0.8 

7.4 7.8 7.9 8.3 8.2 
16.6 16.3 18.6 18.6 18.0 

1.7 1.8 1.6 1.6 1.6 
1.4 1.6 1.4 1.5 1.5 

11.8 12.2 14.2 14.7 15.8 

9.0 9.9 12.1 15.3 15.6 

3.4 3.9 6.1 8.7 8.8 

(In millions of SDR, unless otherwise specified) 

6,479 7,324 7,581 7,894 8,965 
12,359 13,271 13,069 13,265 14,244 

5,188 4,840 4,219 3,306 3,240 
-2,130 -2,626 -2,556 -2,800 -2,879 

-774 -2,172 -1,143 -373 we 

25 17 19 23 24 
-- -- -- -- -- 

14,980 17,497 21,737 24,563 28,000 

l! Data relate to fiscal year, ApriL -March 31. 
Zl Staff forecasts, except for Government budget; the Latter are budget estimates. The 

export estimate for 1983/84 and forecast for 1984/85 reflect a substantial shortfall and 
subsequent catch-up following the end 1983/84 dock strike. 

31 As of October 1984, the nominal eEfective exchange rate was 8 percent depreciated 
relative to the average for 1983/84. 

41 Assuming the rate in October 1984 remains unchanged throughout the remainder of 
1984185. 

51 Percentage change over 12 months ending September 28, 1984. 
6/ Including payments of interest on nonresident deposits; the iigures shown in Table 1 - 

exclude these amounts. 
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India: Fund Relations 
(As of End-December 1984) 

(Amounts in millions of SDRs, unless otherwise indicated). 

a. 

b. 

a. 

b. 

C. 

d. 
e. 
f. 

a. 

b. 

t. Membership Status 

Date of membership: December 27, 1945 

Status: Article XIV 

A. FINANCIAL RELATIONS 

II. General Department 

Quota: 2,207.7 

Fund holdings of rupees: 5,720.5 (259.1 percent of quota). 

Fund credit: 3,999.5 (181.2 percent of quota). 
Compensatory financing: 99.8 (4.5 percent of quota). 
EFF: 1,950.O (88.3 percent of quota). 
Supplementary financing 

under EFF: 1,200.O (54.4 percent of quota). 
Enlarged access under 

EFF: 750.0 (34.0 percent of quota). 
Reserve tranche position: 487 
Remuneration positon 252 
Current operational budget: Not included. 

Lending to the Fund: None. 

III. Stand-By Or Extended Arrangement and Special Facilities 

Current stand-by or 
extended arrangement: None. 

Previous stand-by or 
extended arrangements: The three-year extended arrange 

ment for SDR 5,000 million (291 per- 
cent of old quota) approved on 
November 9, 1981 was cancelled by the 
authorities, effective May 1, 1984. 
Purchases under the 
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India: Fund Relations (cont’d) 

Previous stand-by or 
extended arrangements: arrangement totaled SDR 3.900 mil- 

Lion, including SDR 1,467 million 
drawn in 1983 and SDR 567 mil L ion 
drawn in 1984. There were no other 
arrangements with the Fund during the 
Last ten years. 

C. Special facilities: India Last used the Fund’s special 
facilities in 1980 when there was a 
compensatory financing purchase of 
SDR 266 million. 

a. 

b. 

C. 

IV. SDR Department 

Net cumulative allocation: 681.2 
Holdings: 137.6 (‘0.2 percent of net 

cumulative allocation). 
Current Designation Plan: Not included. 

V. Administered Accounts 

a. 

b. 

Trust Fund loans 
(i> Di.sbursed: 529.01 
(ii) Outstanding: 529.01 
SFF Subsidy Account 
(i) Donat ions and loans 

to Fund: None. 
(ii) Payments by Fund: 48.37 

VI. Overdue Obligations to the Fund 

None. 

B. NONFINANCIAL RELATIONS 

The Indian rupee is Linked to a basket ot currencies with 5 percent 
margins. The intervention currency is the pound sterling. India maintains 
extensi.Je exchange restrictions which are subject to Article XIV. India has 
one restriction on the making of payments and transfers for current 
international transactions--a bilateral payments arrangement with a Fund 
member (Romania)--which is subject to approval under Article VIII, 
Section 2. 

VIT. Exchange Rate Arrangements 
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India: Fund Relations (concluded) 

ANNEX II 

VIII. Last Article IV Consultation 

Article IV consultation and EFF review discussions were held on the 
standard 12-month cycle during October 20-November 4. 1983. The staff 
report (EBS/83/276, 12/30/83) was discussed by the Board on January 27, 
1984, and the following decision No. 7615-(84/17) was adopted: 

1. The Fund takes this decision relating to [ndia’s exchange 
measures subject to Article VIII, Section 2. and in concluding the 
1984 Article XIV consultation with India, in light of the 1984 
Article IV consuLtation with India conducted under Decision No. 
5392-(77/63), adopted April 29, 1977 (Surveillance Over Exchange 
Rate Pol icies). 

2. The restrictions on the making of payments -and transfers for 
current international transactions described in SM/84/15 are 
maintained by India in accordance with Article XIV, except that 
the restriction arising under the remaining bilateral payments 
agreement with a Fund member is subject to approval under Article 
VIII, Section 2. The Fund encourages the authorities to terminate 
the bilateral payments arrangement with a Fund member as soon as 
possible and to further simplify the exchange system. 

IX. Technical Assistance 

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

X. Resident Representative/Advisors - 

None. 

0 
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India: Relations with the World Bank Group 
(As of October 31. 1984) 

The Fund staff has maintained a close and effective working 
relationship with the staff of the World Bank on matters related to 
India for many years. Collaboration was particularly intense during the 
period of the extended arrangement (1981-84) when there was a regular 
exchange of views on program issues and a section was included in 
program papers presenting Bank views. Contact was facilitated by the 
participation of two Bank staff members--one from headquarters and one 
from the New Delhi office--in all Fund program missions. Fund staff 
members also took part in World Bank missions during the early stages of 
the extended arrangement discussions. 

During the period of the extended arrangement, the work of the Fund 
has benefited from the Bank’s expertise in the areas of appraisal of the 
investment program, export and import policies, and the regulation of 
industry. The Bank’s assessments of public investment programs were 
included in all extended arrangement program papers. 

As background for the 1985 Article IV consultations, the IBRD staff 
provided a series of indepth briefings on sectoral issues relating to 
agriculture, energy, and industry and also macroeconomic developments 
and issues. Bank staff from the resident mission in Delhi attended most 
meetings with the Indian authorities. The Bank staff has reviewed a 
draft of the staff report and has expressed concurrence with the 
importance of the macroeconomic issues identified and with the thrust of 
the staff appraisal. 

The Bank’s financial relations with India are summarized in the 
attached table. 
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India: Financial Relations with the World Bank Group 
(As of October 31, 1984) 

IBRD IDA Total 

Loans/credits fully disbursed 2,164.0 5,535.2 7,699.2 

Present commitments l/ - 
Agriculture 
Power 
Energy 
Industry 
Transportation 
Telecommunications 
Urban 
Water supply and sewerage 
Population/nutrition 

493.2 
1,785.2 

547.3 
929.6 
730.7 
120.0 
49.1 

-- 
-- 

3,398.0 3,891.2 
1,813.0 3,598.2 

-- 547.3 
400 .o 1,329.6 
425.0 1,155.7 
314.0 434.0 
270.0 319.1 
507.0 507.0 
148.0 148.0 

Sub-total 4,655.l 7,275.0 11,930.l 

Total fully disbursed and 
present commitments 

Repayment s 

Total now held by Bank 

Total disbursed and outstanding 

Total undisbursed 

IFC investment now held 

6,819.l 12.810.2 19,629.3 

1.354.6 174.2 1.528.8 

5,464.5 12,636.0 

1,894.l 8,125.7 

3,570.4 3,950.6 

-- -- 

18.100.5 

10,019.8 

7,521.0 

97.1 
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ANNEX IV 

India--Statistical Issues 

The main sources of the statistics used in the report are the 
Central Statistical Office, the Reserve Bank of India, and the Ministry 
of Finance. A major problem is the delay in compiling many of the 
figures, so that for recent periods it has been necessary to make 
estimates. The reliability of these estimates varies according to the 
lag in availability of data; in some cases--e.g., the national 
accounts--the lag is as much as two years. Apart from delays in com- 
pilation, the financial data base is generally comprehensive, although 
there are a few areas where no official statistics are compiled in 
particular for employment and earnings. There are the following 
specific problems with the data: 

1. National accounts 

Official estimates are only available with a two-year lag. so that 
the data in the report for 1982183 are “quick estimates”, and those for 
1983/84 are unofficial guideline estimates with only Limited direct sta- 
t ist icat foundat i-on. Further, official estimates of private investment 
are subject to wide variation and are of uncertain reliability. 

2. Prices and production 

The consumer price index (CPI), (1960 = 100) is based on a house- 
hold expenditure survey conducted in 1958159, which is now outdated. A 
new household survey was conducted for the period March 1981- 
February 1982 by the Labor Bureau with a \Tiew to updating the weighting 
pattern for the index. Plans for the revision of the CPI are presently 
under consideration by the Government. The authorities are also plan- 
ning to revise the base years for the current series on the wholesale 
price index (WPI, 1970/71 = 100) and the industrial production index 
(1970 = 100). 

3. Monetary accounts 

The data are monthly and current but are subject to sizeable 
revisions due to Late reporting by some commercial banks. ALL data 
relate to the last Friday of the period, except for March where Reserve 
Bank data relate to March 31 after the close of the government 
accounts. As a result, it should be noted that transactions between the 
Reserve Bank and the commercial banks between the Last Friday of March 
and March 31 can influence the reported credit data significantly. 

There is a difEerence between the ?lonetary Survey data 
report and those published in IFS due to the fact that the 
include data for the nonscheduled commercial banks; this om 
the process of being rectified so that the two series will 
identical. 

in this 
latter do not 
ission is in 
in future be 
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4. Merchandise trade 

There is at least a six-month lag in the production of aggregate 
data on import and export values and even these data are subject to con- 
stant upward revision during the ensuing 18 months, as late returns are 
received. Efforts are made to estimate the missing returns, but varia- 
bility in data reporting lags makes the estimates of trade growth 
subject to considerable uncertainty. 

Official data on export and import prices and volumes are available 
only with a four-year lag and are of doubtful reliability. Furthermore, 
there are discrepancies between the monthly index series and the annual 
series compiled on a fiscal year basis due to differences in coverage. 
Data in the report are staff estimates with limited direct statistical 
foundation. 

5. Balance of payments 

The primary source of balance of payments data is the exchange 
record, but no official data were available to the mission beyond 
1982183. Therefore, unofficial estimates were prepared by the 
authorities for subsequent years based on partial or aggregate data, 
which are not comparable with the official series. Data are reported 
for IFS on a quarterly basis, so that the annual figures appearing there 
are on a calendar year basis (instead of the end-March year basis used 
in the report); however, the lag in the data is over 18 months. 

6. Coverage, currentness, and reporting of Data in IFS 

The table below shows the currentness and coverage of data 
published in the country page for India in the January 1985 issue of 
IFS. The data are based on reports sent to the Fund's Bureau of 
Statistics by the Reserve Bank of India, which during the past year have 
been provided on a timely basis, although there is an urgent need for 
reducing the lag in the availability of data on trade prices and the 
balance of payments. 
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Status of Data in January 1985 IFS 

ANNEX IV 

Real sector - National accounts 1982/83 _1! (partial) 

- Prices: Consumer August 1984 
Wholesale October 1984 

- Production: Industrial August 1984 
- Employment n.a. 
- Earnings n.a. 

Government finance - Deficit/surplus 
- Financing 
- Debt 

1983/84 l! 
1983/84 3 
1983/84 I/ 

Monetary accounts - Central Bank 
- Deposit money banks 
- Other financial 

institutions 

October 1984 
August 1984 

43 1983 

External sector - Merchandise trade: Values 
- Merchandise trade: Prices 
- Balance of payments 
- International reserves 
- Exchange rates 

June 1984 
Ql 1981 
Ql 1983 
August 1984 
November 1984 

Latest Data Published 

l/ Fiscal year ending March 31. - 




