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Note:  Dear Students,  as per the syllabus I  have been covered Topic 2 & 3 
in the previous classes .  Now I would like to  discuss  Topic-4 as I already 
suggested reading earlier. 

Topic: India’s Balance of Payments

      The concepts  which have been covered in this topic:  

• Balance of Trade and Balance of Payments 

• Components of Balance of Payments 

• Trends in India’s  Balance of Payments  

• Biswajit Dhar-India’s New Foreign Trade Policy Pluses and Minuses 

Introduction 

    In India normally records its International transactions in order to know its international econom-

ic position.  These transactions are recorded in Balance of Payments.  

Balance of Payments (BoP)   

 BOP is statistics systematically summaries the economic transactions of an economy with the rest 

of the World (i.e.transactions between resident & non resident entities) during a given period.  It is 

an account of what the residents of a country receive from the rest of the world in a particular year 

on account of sale of goods, services and other invisible items as well as an account of capital trans-



fer from the other countries, and also what these residents have paid out to the other  countries  on 

account of purchase of all these items and the transfer of capital fro this country to the rest of the 

world.   

 It can be better appreciated in terms of the national income accounting identity: GDP = 

C+G+I+X-M. In other words, domestic output (GDP) is equal to private consumption(C), plus gov-

ernment consumption (G), plus domestic investment (I), plus net exports (X-M). If net exports of 

goods and services (X-M) are negative (i.e. Balance of Trade is negative or there is a trade(includ-

ing services) deficit,), the domestic economy is absorbing more than it can produce. In other words, 

absorption (C+G+I) by the domestic economy is greater than domestic output (GDP). This adverse 

trade balance (or trade deficit) is also reflected in Current Account of BOP, which besides covering 

goods and services, also covers income (investment income & compensation of employees) and 

current transfers (remittances, grants etc). In case the combined net effect of trade balance, income 

and current transfers is also negative, the same results in Current Account Deficit . The deficit needs 

to be financed by external borrowings and/or investments which are constituents of Financial Ac-

counts.  

Balance of Trade (BOT)  

                 BOT is a merchandise balance.  It refers to the difference in the value of imports and ex-

ports of goods.  If the value of exports of goods is more than the value of import of goods, then it 

called Favourable BoT and vice versa.  It is a narrower concept as compared to BOP.  In the world 

of growing capital transactions ad payments of services across nations, the concept of BoT has little 

relevance.   

Now we have seen that summarises the difference between balance of trade and balance of pay-

ments.  



COMPONENTS OF BALANCE OF PAYMENTS  

  Balance of Payments is divided into two main accounts.  These are:  

  1.  Current Account  

 2.  Capital Account   

Current Account : As per Balance of Payment Manual(IMF), current account covers all transac-

tions (other than those in financial items) that involve economic values and occur between resident 

and non resident entities. Also covered are offsets to current economic values provided or acquired 

without a quid pro quo. Specifically, the major classifications are goods and services, income, and 

current transfers. Thus, current account is a broader measure than trade balance as it also includes 

income( investment income & compensation of employees ) & current transfers.  

      Current account of the BoP, transactions can be classified into merchandise (exports and im-

ports) and invisibles. Invisible transactions are further classified into three categories, namely  

(a) Services- travel, transportation, insurance, Government not included elsewhere (GNIE) and mis-

cellaneous (such as, communication, construction, financial, software, news agency, royalties, 

management and business services etc);  

(b)  Income ( investment income & compensation of employees ); and  

Table 1: Difference between Balance of Trade and Balance 
of Payments.

Balance of Trade Balance of Payments

1.  It records transactions relating to trade 

of goods only.

 Its records transactions relating to both 

goods and services.  
2.  Balance of trade account does not 

record transaction of capital nature.  

Balance of Payments account records 

transactions of capital nature.  
3. It is a part of current account of the 

balance of payments.

It is more comprehensive and has three 

accounts of which BoT is a part. 



(c) Current Transfers (grants, gifts, remittances, etc.) which do not have any quid pro quo. Invest-

ment income covers receipts and payments of income associated, respectively, with residents’ 

holdings of external financial assets and with residents’ liabilities to non-residents. Investment 

income consists of direct investment income, portfolio investment income, and other investment 

income.  The current account of the BoP provides information not only on international trade in 

goods, but also on international transactions in services. 

The former balance of payments capital account has been redesignated as the capital and financial 

account as per the fifth edition of Balance of Payments Manual(IMF) and the revised account has 

two major components:  

The Capital Account - The Financial Account These are in accordance with the same accounts in 

the System of National Accounts (SNA). Assets represent claims on residents and liabilities repre-

sent indebtedness to non residents.  

Capital Account: The major components of the capital account are (a) capital transfers and (b) ac-

quisition/disposal of nonproduced, nonfinancial assets.  

Financial Account:  

All components are classified according to type of investment or by functional subdivision  

((a) direct investment, 

 (b) portfolio investment,  

(c) other investment, 

(d) reserve assets (external assets that are readily available to and controlled by monetary authori-

ties for direct financing of payments imbalances, for indirectly regulating the magnitude of such 

imbalances through intervention in exchange markets to affect the currency exchange rate, and/or 

for other purposes)). 

    For the category of direct investment, there are directional distinctions (abroad or in the reporting 

economy) and, for the equity capital and other capital components within this category, asset or lia-

bility distinctions. For the categories of portfolio investment and other investment, there are the cus-

tomary asset or liability distinctions. Particularly significant for portfolio investment and other in-

vestment is the distinction by type of instrument (equity or debt securities, trade credits, loans, cur-



rency and deposits, other assets or liabilities). The traditional distinction, which is based on original 

contractual maturity of more than one year or one year or less, between long- and short-term assets 

and liabilities, applies only to other investment.  

Classification according to  

 

India’s Balance of Payment – Historical Perspective 

    India’s BoP evolved reflecting both the changes in our development paradigm and exogenous 

shocks from time to time. In the 60 year span, 1951-52 to 2011-12, six events had a lasting impact 

on our BoP: (i) the devaluation in 1966; (ii) first and second oil shocks of 1973 and 1980; (iii) ex-

ternal payments crisis of 1991; (iv) the East Asian crisis of 1997; (v) the Y2K event of 2000; and 

(vi) the global financial crisis of 2008 and subsequent Euro zone crisis . 

 The first phase can be considered from the 1950s through mid-1960s. In the early 1950s, 

India was reasonably open. For example, in 1951-52, merchandise trade, exports plus imports, ac-

counted for 16 per cent of GDP. Overall current receipts plus payments were nearly 19 per cent of 

GDP. Subsequently, the share of external sector in India’s GDP gradually declined with the inward 

looking policy of import substitution.  

     Moreover, Indian export basket comprised mainly traditional items like tea, cotton textile and 

jute manufactures. Not only the scope of world trade expansion in these commodities was less but 

additionally India had to face competition from new emerging suppliers, such as Pakistan in jute 

manufactures and Sri Lanka and East Africa in tea. The financial account records an economy’s 

transaction in external financial assets and liabilities. Sector of the domestic transactor (general 

government, monetary authorities, banks and other sectors) is also used .  

TRENDS IN INDIA’S BALANCE OF PAYMENTS

   Overall balance of payments includes balance of payments on current  account  and capital ac-

count.  Through economic reforms of 1991, efforts were made to attract foreign investment.  This 

resulted in more capital receipts and favourable balance of payments.  



      Sources:  Economic Survey ( Various Years) 

      In recent trends observed that the for the global economy, the year 2018 was difficult, with the 

world output growth falling from 3.8 per cent in 2017 to 3.6 per cent in 2018. Growth rate of world 

output is projected to fall further to 3.3 per cent in 2019 as growth of both advanced economies and 

emerging & developing economies are expected to decline. Growth of the Indian economy moder-

ated in 2018-19 with a growth of 6.8 per cent, slightly lower than 7.2 per cent in 2017-18. Yet, India 

continued to be the fastest growing major economy in the world.  

 India maintained its macroeconomic stability by containing inflation within 4 per cent and 

by maintaining a manageable current account deficit to GDP ratio. The current account deficit to 

Table 1 Overall Position of Balance of Payments. ( Rs.in crores)

Year Balance of Payments 
on Current Account 

Balance of Payments 
on Capital Account

Total Balance of 
Payments(Current+C
apital Account)

1990-91 (-) 17,366 (+) 12,895 (-) 4,471

2000-01 (-) 11,431 (+) 39,093 (+)27,662

2004-05 (-)12,174 (+) 1,28,081 (+)1,15,907

2005-06 (-) 43,737 (+) 1,09,633 (+)65,896

2006-07 (-)44,383 (+) 2,08,017 (+)1,63,634

2008-09 (-)1,27,600 (+) 30,500 (-)97,100

2010-11 (-)2,10,100 (+) 2,69,600 (+)59,500

2012-13 (-)4,79,610 (+) 5,00,313 (+) 20,702

2013-14 (-)1,87,750 (+) 2,83,804 (+) 96,054

2015-16 (-)1,43,762 (+)259592 (+)115830

2016-17 (-)96,916 (+)241150 (+)144234

2017-18 (-)3,14,126 (+)594942 (+)280816

2018-19(Apr-Dec℗) (-)3,62,071 (+)242053 (-)120018



GDP was higher in 2018-19 as compared to 2017-18, primarily due to higher oil prices, which were 

about 14 $/bbl higher in 2018-19 vis-à-vis the previous year. However, the current account deficit 

started to narrow in the third quarter of the year. The manufacturing sector was characterised by 

higher growth in 2018-19 while the growth in agriculture sector witnessed tapering. Growth in in-

vestment, which had slowed down for many years, has bottomed out and has started to recover 

since 2017-18. 

    In fact, growth in fixed investment picked up from 8.3 per cent in 2016-17 to 9.3 per cent in 

2017-18 and further to 10.0 per cent in 2018-19. Net FDI inflows grew by 14.2 per cent in 2018-19. 

Capital expenditure of Central Government grew by 15.1 per cent in 2018-19 leading to increase in 

share of capital expenditure in total expenditure. Given the macroeconomic situation and the struc-

tural reforms being undertaken by the government, the economy is projected to grow at 7 per cent 

in 2019-20.  

Biswajit Dhar-India’s New Foreign Trade Policy Pluses and Minuses 

The long-awaited foreign trade policy (FTP) of the National Democratic Alliance (NDA) govern-
ment evoked much interest both because – 

a. It was the first comprehensive statement on the government’s priories in the external 
sector, and  
b. Also, perhaps more importantly, it would show if the present government has set its sights 
directly from the UPA government.  

It’s worth noting that it was the UPA government that tabled the first FTP in 2004, replacing the 
export–import policy.  

 This seemed to suggest a change in the thinking of the policymakers— 

a. they   had   finally   understood   that   it   was   necessary   to   move   beyond   export–import 
procedures and incentives for improving foreign trade performance,  

b. And that it was imperative for FTP to consider policies for improving production elciencies 
and reducing transaction costs.  



       In other words,  FTP had to extend beyond  the decision-making confines of the Department of 
Commerce, and the department had to develop a broader framework that provided the scope for 
cordoning with a number of administrative ministries  to make the foreign trade sector more 
vibrant.  

 But despite tabling two 5 year FTPs, the UPA government did like to change the orientation of 
policymaking in trade.  
The NDA government has attempted a new approach in its FTP by tabling two documents.  

   While the main document follows the UPA government’s practce of detailing export–import pro-
cedures.  
   The   new   government   has   made   a   detailed   foreign   trade   policy   statement   (FTPS)   
that articulates its overall thinking on the external sector, covering two key dimensions.   

First, the policy statement spells out the government’s strategy for addressing some of   the   struc-
tural   and   institutional   issues   that   are   relevant   for   improving   the performance of the for-
eign trade sector.   

Second, the government has given some idea about its thinking on the ways in which it   would   
make   trade   and   economic   integration   agreements   with   major   trade partners work be5er 
for Indian enterprises.  

 The  second dimension is  important  because India has concluded a number  of economic integra-
tion agreements with trade partners over the past decade, but most of them have not delivered the 
expected results. 
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