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Caarrer XV
BALANCE OF PAYMENTS AND NET INCOME FROM ABROAD

In this chapter India’s international transactions have been presented in
a summary form for the period 1950-51 and 1955-56 to 1959-60. Considerable im-
provements have taken place in the balance of payments statistics since the publi-
cation of the Final Report {1954) of the NIC. These have made it possible to revise
the estimates for a number of earlier years. The nature of the revision, first intro-
duced in the national income statistics in the year 1958!, has been discussed in
paragraphs 3 and 4 of this chapter.

2. ‘The contribution of the ‘rest of the world’ sector to national income is
reckoned in terms of the net factor incomes received from abroad. ‘This flow consists
of the net receipts, from the rest of the world, of investment income such as interest,
dividends and branch profits, of earnings of residents working abroad and of other
factor incomes of normal residents’.

3. The two principal sources of information available an the balanco of pay-
ments are (i) customs statistics for merchandise transactions compiled and published
by the Director General of Commercial Intelligence and Statistics® and (i) exchange
control statistics compiled by the Reserve Bank of India under the exchange control
system providing continuous record of the foreign exchange transactions of the public.
These are published® regularly in the ‘Monthly Bulletin of Statistics’, and the ‘Report
on Currency and Finance’ by the RBI. Data according to exchange contro} statistics
are, however, given on ‘actual payment’ basis and not on ‘accrual’ basis as adopted
for compilation of customs statistics; this difference in the basie of valuation explains
the major part of the discrepancies between the two sets of data. Other limitations
of the exchange control statistics arise partly from unsatisfactory eclassification
of the transactions and partly from non-recording of all the balance of payment
transactions. These have been discussed in detail in ‘India’s Balance of Payments,
1848-49 to 1955-56". Instances of the latter are barter deals, foreign aid transactions,
avasion of exchange control regulations, investment in kind, earnings ploughed
back by foreign investors and short-term trade credits. The classificatory difficulties

of. Estimates of National Income : 1948.48 to 1056.57, March, 1358 {page 23. para 17).
Methods of Xational Income Estimation—U.N. Studies in Methods Serica F. 8 (pags 38).

3 Mouthly Statisties of the Foreign Trade of Indis. Prior to 1857 cimilar dats were published
in Accounts Relating o the Sea.borne Trade sud Navigation in India and similer sccrunts relating to
inland trade. .

s Firat introduced in India in the year 1939-40 attaining full coverage from July, 1845 when it was
extended to the sterling areas as well.

5 Other od hoe RBI publiestions on the mubject are {i) Censua of India’a Foreim Lisbilities and
Assats, ii} India's Balance of Payments : 1948-49 to 1955-56 and other apecial articles published in various
issues of the RBI Bulletin.
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mostly stem from (i) incompiete classification of receipts®, (ii) splitiing of the same
transaction into a number of categories and (iii) recording of the transactions on net
basis rather than on gross basis. Defects arising from (i) have, however, been largely
removed since the RBI undertook two important surveys’ in this regard, viz. the
Travel Survey and the Survey of Unclassified Receipts. The usual exchange control
treatment of transportation transactions and marine insurance provides fit illustrations
of the other two difficulties®. Suitable adjustments in the recorded transactions have.
however, been made by the RBI by independently estimating the freight and insurance
charges on the basis of certain sample studies on the subject, thus providing exports
uniformly on an f.0.b. basis. Other improvements effected in the balance of payments
statistics relate to treatment of migrant remittances as transfers in the current account
under private donations rather than as capital transactions®, merging of transactions
with Pakistan in the consolidated accounts and presentation of data on financial year
basis in a comparatively simpler but more meaningful form. From the national income
accounting point of view, however, the present form of accounts does not strictly lend
itself to be presented according to the UN. System of National Accounts and Support-
ing Tables. At present the balance of payments data published by the RBI are
compiled to fulfil their membership obligations to the International Monetary Fund.
Accordingly, they are compiled in accordance with the methodology laid down in the
Fund’s Balance of Payments Manual. A revision of the current procedures to bring
thera in line with the U.N."s Standard Tables on International Transactions is at
present being considered by the Fund. The RBI, therefore, hope to compile the data
along the now lines after the Fund has finally adopted such revisions. The RBI
have, on a special request from the NIU, recast their data on the lines of U.N. System
of National Accounts and Supporting Tables with certain modifications!?. The data
on balance of pavments on revised lines obtained from the RBI are set out in Table
15.1. The fimitativns of the data presented in this table have been best described
by the RBI itsclf and reproduced bhelow :—

4.1.1. “Current accounts: Figures for ‘passenger fares’ and ‘other trans-
portation’ are clubbed under one head ‘transportation’ for want of details. Except
for ‘investment income’ our records do not distinguish ‘factor services” from
‘non-factor services'. Investment income alone is, therefore, treated as a ‘factor
service’ and all other service items as ‘non-factor services’. It max be pointed out,
however. that apart from "investment income’ no other factor services are likely. in
our view, to be of any significance in our balance of payments.

8 For example the purpose «f a transaction amountmg to leas than Rs. 20,.0040/. need not be
declared; the totsl magaitude of such transaction has been estimated at Rs. 3' crores a year by the
RBI. :

* Travel Survey i undertaken on a continuous basis since J952 whereaa the other survey was
undertaken for the quarter July-September, 1955 as the reference period.

5 These arc discussed in India’s Balance of Payments, 1948-49 to 1955-56.

® Prior to 1951, they were treated ag eapital transactions: to this extent earlier p-mmutcs are
not atrictly comparable: wnh ecatimaies for later years in current or capital account= either,

10 An explanatory rtatemyont setting oui the various balance of payments categories againat
each of the items of U.N. form, is seproduced in Appendix 15.1.
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TABLE i51l. BALANCE OF INTERNATTONAL TEANSACTIONS .
1950.5) and 1B55-58 to 1959-60

(st current prices) in Ra. crorea
ilems 193051 1p55-56 195857 1957-38 195809 1938-80¢
) (2) 3 - #) (5) i8) {7}

current receipls
1. exports of goods and son.facior services

ajexports, f.0.h. 446.8 -840.2 815.2 688.58 575.9 823.3
b) pamenger fares snd traneporta-
tion n.e.n : 30.1 38.% 45.2 3.4 4.5 43.0
c) travel 4.8 11.8 16.7 §5.8 14.0 4.4
4} orher non-factor sercices 5.7 67,2 4.6 71.1 24.9 06,
2. factor servicen(¢)
&) investment income
b} othars 7.2 29.8 32.8 23.3 18.4 13.8
3. rurrent transfers from rest of the world
&) to houscholds and non-profit
organisation 40.8 57.6 4.8 62,2 57.3 563.4
b} to general governmeni 2.1 45.0 35.5 34.1 344 35.6
total 786.3 889.9 898.6 32,4 B827.4 870.2
’ of current receiple :
4. imports of goods and nou-factor services
&) tmportsc.if. 850.3 761.¢4 1009.6 1233.6 102986  923.7
b) pamenger fares and transporta. .
tion n.e.n. a.8 15.0 16.1 19.0 17.7 3.3
c} trave] 17.0 12.} 12. 4 7.1 7.8 8.5
d) other pon-factor wr<ioes 34.4 38.9 43.2 4.7 47.3 43.9
5. factor services?
e} investment income 313 9.7 23.9 8.5 FAN | 8.4
b) others
8. curvent teannfors to the rest of the world
a) from households ard non-profit
institutions 5.8 M.5 15.8 16.5 17.5 6.1
b} from general government —_— — . _ o .
7. surplus {+} on current aceount 138.9 412,23 -—-312.3 —47.0 -327.6 —180.8
total 786.3 889.9 g8p8.6 32.4 827 .4 810.2
capiial receipls :
8. capitai tranafers from rest of the world
a) to hovscholds and nom-profit
institutiona 15.4 36.3 36.9 49.5 33.1 25.5
b) to general governmenti® 100.4 49.7 378.4 575.4 460.3 443.4
9. internsiional transfers from rest of
the world to corporstions {e) {e) {8) {e) {e) {e)
total 124 .8 24.0 416.5 424.9 103 4 468,90
disposnd of capilal réceipts -
LI £apit.al transfers 10 rest of the
world
a) from households and nan-profit
institutiona 20.0 25.9 58.6 46.0 48.9 31.7
b) from general governunent 134.7 72.4 4.6 151.9 - 116.9 256.4
11. Joss internationnl transfers to the
rest of the world from corpora. -
- tiona {f) {0 {f) (f) () (f
12_ net lending{—) to the rest of the
world ] —-38.9 ~-12.3 —312.3 —427.0 +327.6 -1B8D.B
total 124.8 88.0 415.5 624 .9 493 .4 468,90

t Preliminary.

# Includss repatristion to the U.8.A. ‘of silvor valued at T4.4 crores in fulfilment of lend-lesse
)bligations.

o b Includes non-moneiary gold-movement of the order of Ra. 5.9 erores,

¢ Complete information on inflow and cutflow are not available and s such only net invest-
nent figure ia taken for the purpose.

4 Tochides ‘errors’ and “omissions’.

€ Mostly covered in 8{n} above,

7 Mostly covered i 10(s} above,
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4.1.2, Capital accounts: Capital transactions are shown only under two
broad categories, viz. ‘private’ and ‘official and banking’. The former includes
transactions on account of individuals as well as of business and other private non-
profit institutions, with the exception of loans received by private business under
government guarantee which are recorded under ‘official’. The szecond covers all
other capital transactions.”

4.1.3. In the absence of complete information on the net inflow of all factor
incomes, the figures of net investment income are taken here as equivalent to the total
net income from abroad. As stated in paragraph 3. these figures of net investment
exclude the amounts earned but reinvested by non-residents in India and amounts
earned by Indian residents abroad but reinvested there. The RBI have conducted
a mpecial study on the subject of India’s Investment Income Liabilities Abroad for
the period 1953-58, the resultsa of which have been published in the RBI Bulietin
(August, 1960). “Thess results have been reproduced in Appendix 15.2 along with the
comparable figures of the total investment income paid by India to non-residents
abroad. The difference between the two sets of figures varies between Rs. 16 crores
and Rs. 33 crores per year. In the absence of similar results on the credit side of the
account it has not been possible to incorporate the results of this study for arriving
at the adjusted figures of net income earned from abroad.
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