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THE BOARD’S ANNUAL REPORT :

<X The Macro-
Economy >

It has been widely recognised that
India’s economic development during
1698-99 is quite noteworthy when seen
against the background of
extraordinarily turbulent and adverse
international economic environment.
The year was marked by a contraction
in the GDP of several East Asian
¢conomies, recession in Japan, a
financial crunch in Russia, exceptional
volatility in the capital and FOREX
markets, receding capital flows and a
steep devaluation in Brazil. The East-
Asian ‘meltdown’ triggered off a
slowdown in the world economy and
eased prices. India, though not
completely immune to these
developments, emerged relatively
unscathed during the year.

India logged a real GDP growth rate
of 5.8 per cent outperforming a large
number of economies. This growth
was spurred by an incremental 5.3 per
cent in agricultural output alongside a
rise of 7 per cent in service sector
income. Industrial production,
however, registered a slower growth
of 3.8 per cent, compared to 6.6 per
cent in the previous year. Industries
like steel, textiles, cement, vehicles
and consumer goods continued to
remain in a recessionary grip for the
second successive year. The industrial
slackening was aggravated by the
receding international capital inflows
and demand for exports.

1998-99

Foreign Direct Investments into India
registered a fall from US $3.6 bn. to
US $2.5 bn. GDR/ECB floatations
trickled down to US $70 mn. from
US $291 mn. in the previous year.

Indian exports to South and East Asia,
Europe and Oceanea countries receded
during the year. Exports to US and
Africa, however, registered healthy
growth. Consequently, exports slipped
marginally from US $35.1 bn. to US
$33.7 bn. Imports into India increased
at a relatively slower rate from US
$41.5 bn. to US $41.8 bn., principally
owing to the lower cost of petroleum
crude. Overall, the current account
deficit constituted 1.0 per cent of GDP
compared to 1.3 per cent a year earlier.

India’s FOREX reserves, bolstered by
Resurgent India Bonds, improved
from US $25.9 bn. to US $29.5bn. In
relation to the economy’s needs,
judged by the prevailing imports and
the short-term external liabilities and
portfolio flows, the foreign currency
reserves were at a comfortable level.

The prospects for the Indian economy
appear to hinge on a revival of
international as well as domestic
demand. World demand appears to be
inching up. Last year’s boost to
agricultural output is expected to act
as a booster for effective demand
and an industrial revival in 1999-2000.

On the threshold of the next
millennium, India has to a large extent
shed its traditional cocoon of a
protective market insulated from

=032

external competitive environment. As
India integrates with the mainstream
world economy, it will increasingly
be affected by external fluctuations in
macro-economic and financial
variables. Already, Indian Stock,
FOREX and Money Markets have
developed international linkages.

- Monetary Policy
Developments <<

Reserve Bank of India (RBI) focussed
on medium/long term / structural
issues in their policy statements during
the financial year. Short term policy
measures like changes in CRR, SLR,
Bank Rate, Repo Rate and Refinance
were no longer timed with these
statements. These issues were
addressed whenever warranted during
the course of the year.

In the aftermath of the East Asia crisis
RBI recognised that financial strength
of the banking sector was of critical
importance to globalising economies.
Therefore, greater stringency in
prudential norms, covering higher
capital adequacy, as also provisioning
against standard assets, government/
govemnment guaranteed loans and off-
balance sheet exposures were
advocated under a time-bound

programme.
With the deregulation of interest rates
and discretion given to banks to
mobilise high value deposits at
premium rates, the operational risks

s
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incurred by the banking system have
increased considerably. The RBI,
therefore, made it mandatory for
banks to put in place a system of
Assets & Liabilities Management
with effect from April 1, 1999.

During 1998-99 the RBI adopted
policy measures aimed at stabilising
the FOREX market, boosting
industrial production, facilitating
government borrowing programine,
ensuring low inflation and easing
interest rates. It endeavoured to
achieve this via effective use of Open
Market Operations, Repo
transactions, CRR variation, Private
Placement of Government Loans and
changes in Bank Rate. The focus of
these short term measures was on
regulating liquidity of the banking
system according to emergent needs
rather than being bound by the
traditional practice of monitoring and
controlling the growth rate of Money
Supply within a specified band.

The new policy approach also appears
to be supported by the recommen-

dations of the Working Group on
“Money Supply: Analytics and
Methodology of Compilation” and
their implementation. The Working
Group had emphasised on liquidity
measures apart from money supply.

The RBI did not attempt to stifle
money supply (M,) growth despite its
overstepping the targeted band of
15.0-15.5 per cent taking into account
the sluggish industrial activity.
Similarly, it avoided restrictive
measures when inflation shot up mid-
year, recognising that the flare—up
was owing to a few commodities due
to transitory supply bottlenecks.

The easy liquidity conditions, by and
large, dissuaded RBI from reducing
CRR (as per its medium-term policy
goal) during the year. Starting the year
with a CRR of 10 per cent, it was
raised to 11 per cent in August’98 to
stabilise volatility in the FOREX
market. It was reduced to 10.5 per
cent in March’99 to ease the liquidity
with an objective to bring down
interest rates.

Inflation rate, measured by the
wholesale prices, on a point-to-point
basis, was 5 per cent as of March
1999 compared to 5.3 per cent a year
earlier, which eased the price situation
further.

<< Banking
Trend >

The year 1998-99 was marked by a
general downtrend in nominal interest
rates. With the easing of liquidity,
major banks tended to cut interest
rates on credit even prior to effecting
corresponding changes in deposit
rates.

This, perhaps, reflected their concern
at the lack of pick-up in demand for
credit for the second successive year.
With most advances rates linked to
PLR a downward adjustment tends
to impact income generation almost
across the scale. On the other hand,
deposit rate cuts affect only fresh
accruals and renewals. In the process
the spreads took a beating more s0 as
deposits continued with their
buoyancy in 1998-99.

Aggregate deposits of the banking
system registered a growth of 18.5
per cent as against 19.7 per cent in

D=

the preceding year, attaining a level
of Rs.7,17,271 crore compared to
Rs. 6,05,410 crore earlier.

A peculiarity of the deposit growth
was the sharp rise in time deposits
alongside a decline in demand
deposits. Of the total rise in aggregate
deposits of Rs.1, 11,861 crore during
the year the time deposit component
was Rs.1,00,894 crore. Consequently
the share of time deposits rose to 84.2
per cent from 83.1 per cent. Even if
the impact of Resurgent India Bonds
is discounted, the time deposit
component rose to 83.7 per cent.

The rise in time deposits can partly
be explained by the new maturity
band of 15:29 days. Another
contributory factor has probably been
the rise in disposable income of the
service sector.

Net Bank credit of the banking system
recorded a lower increase of
Rs.41,924 crore (12.9%) compared to
Rs.45,678 crore (16.4%) in the
previous year. The lower order of
increase in non-food credit (Rs.37,594
crore or 12.1 % against Rs. 40,789
crore or 15.1% last year) mainly
accounted for this fall. Total inflow
of funds from Scheduled Commercial
Banks to the Commercial Sector
including banks’ investment in debt
instruments (including commercial
paper) and shares. amounted to
Rs.54,143 crore against Rs.53,411
crore in the preceding year. Total
resource flow to commercial sector
including Capital issues, GDRs and
borrowings from financial institutions
was lower at Rs.1,04,474 crore
relative to Rs.1,06,134 crore in the
earlier year.
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