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I. INTRODUCTION 

The balance of payments is the ultimate 

representative of the financial position of a country. It 

shows the summary of all the transactions undertaken 

by the country with the rest of the world during a 

particular financial year which is why it is also 

known as the balance of international payments. The 

study of balance of payments has intrigued many 

researchers as it is an accumulation of accounts and 

transactions interacting and moving with each other 

in a comprehensive manner and thus contributing 

ultimately to the position at the end of the year. 

(Arkolakis C. & Y., 2011;Bhatt and Nirmal, 2001; 

Singh, 2009; Tandon, 2005)  It involves transactions 

in goods, services and income; financial claims on 

and liabilities to the rest of the world; and transfers 

such as gifts (Lindert, 2002) 

Since balance of payments is one of the most 

important macro- economic indicators of an 

economy’s strength, any inference on balance of 

payments capture huge interest. If a researcher can 

predict the trend in the balance of payments position 

of a country, huge policy decisions can be 

undertaken. Therefore, the study of balance of 

payments account is crucially important to the 

country, finance managers, economists, policy 

makers as well as researchers. It might be interesting 

to analyse the trend in the balance of payments 

position for a specified country over a period of time 

as the world has now become a global village and 

whether or not a country constantly has a 

surplus/deficit in the balance of payments position is 

an insightful conclusion as it can have useful policy 

implications for economists. (International Monetary 

Fund, 2004) 

According to Financial times, 2011 countries 

which have a high surplus on balance of payments are 

considered as strong economies and vice- versa. A 

potential area of interest can be whether this surplus/ 

deficit is sustained in a long run and thus is translated 

into a trend or not as countries might exhibit 

surpluses or deficits in the short run but it might not 

be so in the long run as balance of payments is auto- 

correcting. Also, it is our contention that any country 

which has a high surplus in the balance of payments 
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for a sustained period might have the ownership of 

goods and services and want to trade more and vice 

versa but again the currency flow is based on the 

assumption of international trade that in the long run, 

no country can enjoy sustained surplus or has to 

suffer sustained deficit as trade would take place and 

the balances of the countries would automatically 

adjust because if one country is the owner of capital, 

the other country might own a lot of manpower and 

natural resources which might help in the equalisation 

or wiping away of surplus and correction of deficit in 

the long run. 

The study has attempted to empirically test the 

long term trend in the balance of payments of India in 

the post- liberalisation era over a period of 25 years 

from 1990-91 to 2015-16. 

A. Literature review:   

1) Balance of payments account  

Balance of Payments is said to be a systematic record 

of all international economic transactions during a 

given period of time, usually a year as defined by the 

International Monetary Fund.  According to 

(Investopedia, 2013) balance of payments account is 

a sum of balance on the current account, the capital 

account and the official settlements account. While 

the current account measures incomes and expenses 

occurring in a particular year, the capital account 

accounts for capital movements in a particular year.  

The official settlements account measures the 

transaction of financial assets and deposits by the 

government and its agencies. The overall balance of 

payments is the adjustments of sum total of credits 

and debits in these three accounts and the statistical 

discrepancy to balance it out. 

If the balance of payments, debits and credits are in 

equilibrium, the official settlements account is also 

zero (Arkolakis C. & Y., 2011). If the official 

settlement is not zero, the balance of payments is in 

disequilibrium. A positive balance of official 

settlements reflects a balance of payments deficit and 

a negative balance reflects a surplus. (Digital 

Economist, 2017). This is the static approach to 

balance of payments. Balance of payments is an 

important piece of information for any policy maker 

and analysts to predict the future strength of the 

economy in comparison to other economies. Any 

model forecasting exchange rate should be based on 

all the three accounts comprising balance of 

payments.  (Phoolchand, 2013). 

Surplus on current account reflects the strength of 

exports over imports and the recurring current 

account surplus reflects strengthening of domestic 

currency over foreign currency. The capital account 

reveals the financial flows and inflows beyond one 

year, and is an important indicator of the health of the 

economy. (Lindert, 2002) 

2) Components of balance of payments 

According to the Handbook of Statistics on Indian 

Economy 2016; Reserve Bank of India and The 

Indian Budget, Economic Survey, 2011, Balance of 

Payments account has three major components, the 

current account balance, capital account and the 

official reserves. 

a) The current account 

The current account balance further has two 

components, the balance on merchandise account and 

the balance on invisibles. The most important item in 

the current account is the merchandise trade, i.e. the 

import and export of commodities. Exports affect the 

flow of foreign exchange into a country while imports 

do the opposite. The difference between exports of 

merchandise and their imports is known as 

merchandise balance.  It is also called the balance of 

visible trade. If exports exceed imports, there is a 

surplus in the merchandise balance and vice versa. 

The current account also includes the balance on 

invisibles trade that includes trade in services, 

unilateral transfers and investment income. 
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b) The capital account  

Further, the capital account depicts the flow of 

foreign loans/ investments and banking funds. The 

credit side records the official and private borrowing 

from the rest of the world and foreign direct and 

portfolio investments into the country. It also records 

the bank account balances of Indian non residents. 

The debit side records the capital disinvestment, 

country’s investment held abroad and loans given to 

foreign governments or a foreign party and the bank 

balances held abroad. 

The comparison of the credit and debit sides of 

the capital account gives the basic balance on capital 

account which may be positive or negative. This 

balance is not shown in the balance of payments 

account. The basic balance is then added with the 

short term capital account balance to get the final 

capital account balance. 

c) The official reserves account 

This account represents the reserves of foreign 

currencies held by the country. They are in the form 

of monetary gold, special drawing rights, allocations 

by the IMF and foreign currency assets. If the overall 

balance of payments is in surplus, the surplus amount 

is utilised to repay the loan/ borrowing from IMF and 

the rest is transferred to this reserve account and in 

case of deficit, the requisite amount is debited from 

the official reserves account. 

 

 

 

 

Table 1: India’s Balance of Payments 

1. Imports 

2. Exports 

3. Merchandise balance (2-1) 

4. Invisible 

 Receipt 

 Payments( inclusive of 

interest and service 
payments on loans and 

credit) 

 Net 

5. Current account (4-3) 

6. Capital accounts 

a) Foreign investments (net) 

b) Loans (net) 

 External assistance 

 Commercial 

borrowings 

 Banking (net) 

 Rupee debt service( 

net) 

 Other capital (net) 

 Errors and 

omissions 

7. Total capital (6 a) +b)) 

8. Overall Balance( 5+7) 

9. Monetary movements 

a) IMF transactions 

 Purchases 

 Repurchases 

 Net 

b) Reserves 

 Increase (-) 

 Decrease (+) 

10. Total (9a) to b)) 

 

Note: Items 1-8 are autonomous flows, whereas item 

9 is accommodating flows. 

The balance of current account and capital account 

rarely match, therefore, it is necessary to add an item 

of errors and omissions so as to ensure that balance of 

payments always matches in the accounting sense. 

3) Long term trends in balance of payments  

There can be short term and long term trends in the 

Balance of Payments account. Various authors have 

tried to examine these trends using growth and 

instability equations and trend lines. 

John and Kevin (2004) studied the performance 

and composition of Indian exports during 1991-92 to 

2001-02 with a focus on India’s traditional exports. 

They find that the growth of agricultural imports was 

much higher compared to that of exports. 

Kaundal (2005) concluded that the impact of 

economic reforms on the external sector during the 

post reform period was extremely successful in 
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meeting the balance of payments crisis of 1991. 

These reforms improved the openness of the Indian 

economy vis-à-vis other emerging economies. Indian 

economy is more deeply integrated with the world 

economy today than it was in 1990 as a result of high 

growth rate of both exports and imports. The author 

was supporting such results by estimating growth 

rates and measuring instability index: 

Yt = a (bi)
 t 

Log Yt= log a + t log bi 

Where, Yt = value/ volume/ unit prices of ith item 

t = time variable 

And annual growth rates (t) are computed as: 

r= [antilog (bi) – 1]* 100 

Export instability defined as the standard 

deviation of the observed deviations from 

estimated exponential time trend, is expressed as: 

Instability Index =  * 

 

 

Where Ei = [Xit - ἀieβit] 

 

Ramane, V. Rajda; Rajendran, C. and R. Meera 

(2003) conducted an empirical analysis of India’s 

agricultural trade performance in the inter- temporal 

framework using annual compounded growth rates 

and instability index for the period 1991-92 to 2009- 

10.  An exponential regression function was used for 

computing growth rate and instability index. The 

study pointed to the decline in share of agriculture 

and allied exports in India’s overall export basket. 

The growth trend of agriculture and allied exports 

followed an uneven trend. High instability of 

agricultural exports was confined by a large value of 

the instability index for the period under study. 

Singh (2009) explored structural shifts in the 

India’s current account and concluded that current 

account deficit, although sustainable, is marked by a 

significant structural component after adjusting for 

remittances. Merchandise trade is characterised by 

higher quantity growth rather than price growth, a 

transition from low- technology to medium 

technology exports, a shift in trade towards 

developing countries. This period also witnessed a 

spatial shift in the sources of workers’ remittances 

from oil producing to developed countries, with the 

overall behaviour of remittances influenced by the 

income effect in the host country, exchange rate 

movement and arbitrage. 

Tandon (2005) looked closely at the performance 

of India’s agricultural exports and imports during pre 

and post reform periods and to assess the changing 

growth pattern of trade using log transformed 

equation to estimate annual growth rates: 

Log Yt= ἀ1 + ἀ2 * time +et 

Where Yt = aggregate export earnings of the 

agricultural sector 

ἀ1 = intercept 

ἀ2 = slope coefficient 

e = random error 

The author used dummy variables for 

structural break by assigning 0 values for pre- 

reform period and 1 for post reform period. 

Again, log transformed function was used: 

Log Yt = ἀ1 + ἀ2 * time + ἀ3 * dummy + ἀ4 * 

dummy * time +e 

And instability index is computed: 

√ (∑ ei
2/ n-k) 

Where e= random error 

N= number of observations 

K= number of unknown parameters 

And range of e, i=1 up to i= n 

The author concluded that the trend of 

agriculture exports recorded a combination of two 

types of shifts during the post- reform period. While 

they increased due to relatively open agricultural 

economy (effect of intercept dummy), exports 

decelerated due to relatively strong emphasis on 
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manufactured exports (effect of slope 

dummy).Further, instability of agriculture exports has 

gone down during the post- reform period. It has been 

observed that lower rate of growth of aggregate 

agriculture exports is associated with lesser 

uncertainty revealed by a decline in instability index 

for aggregate agriculture exports. 

Economic survey, (2011-12) has provided an 

extensive description of the trends and position of the 

Balance of Payments position of India 20 years after 

the reforms using descriptive statistics and pointed 

out toward the need to take aggressive measures to 

tackle high current and fiscal account deficits and 

advocated use of measures to check rupee volatility. 

They have also compared India’s BoP position with 

the top 20 developing economies. 

Statistics Sweden, Economic Statistics 

Department, (2016) has analysed the long term trends 

in the balance of payments of Sweden using 

descriptive statistics, graphs and trend lines for the 

individual components of the balance of payments 

and have found the presence of a short term trend in 

the balance of payments account of Sweden. 

 

Phoolchand, (2013) has analysed the 

dynamics and determinants of India’s current 

account balance. The study has extensively 

studied trends in the balance of current account 

using descriptive statistics, growth rates and co- 

integration approach by using the ARDL model 

and found no evidence of trend. 

B. Objectives 

The present study aims to study the long term 

trends in the balance of payments of India. 

To achieve this objective, it is further sub- divided 

into multiple objectives where testing for a presence 

of trend in each individual component of Balance of 

Payments has been carried out and finally trend 

analysis for the overall balance has been done.  

 

Therefore, the paper has three objectives: 

1. To study the long term trends in the balance 

of current account of India. 

2. To study the long term trends in the balance 

of capital account of India. 

3. To study the long term trends in the balance 

of payments of India. 

C. Hypotheses: 

On the basis of the above objectives, the 

following Null hypotheses have been framed: 

Ho1: There is no long term trend in the balance of 

current account of India. 

Ho2:  There is no long term trend in the balance of 

capital account of India. 

Ho3: There is no long term trend in the balance of 

payments account of India. 

D. Research Methodology 

The purpose of this study is to discuss the overall 

trends in India’s Balance of Payments in the complete 

25 years commencing from 1990- 91 to 2015-16. In 

particular the objective is to: 

Estimate the annual growth rate at which level of 

Balance of Payments and its components increases or 

decraeses and discuss the overall change in the level 

of Balance of Payments in total, as well as, its 

different components with the help of descriptive 

statistics, graphical presentations,  proprtionwise 

study of each components,  overall growth rates and  

unit root testing. 

a) Descriptive statistics: 

The descriptive statistics will include the average 

values of all the components of balance of payments 

as well as its sub- components. Along with that, they 

will also show the minimum and maximum value of 

the respective balance of payments’ component (in 

Billions of rupees). 
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b) Graphs: 

The graphs are a useful method of depicting the trend 

or path of Balance of Payements. Graphs will be 

made for the overall balance of payments as well as 

the individual components and sub- components. 

Alongwith the graph, the exponential trend equation 

will be made which is a faint indicator of trend. Some 

components will have negative values and as such an 

exponential trend cannot be fitted without adding a 

scalar quantity, so, wherever required, scalars have 

been added and thus trend line has been shown in a 

second graph. 

c) Growth rates:  

The growth equation is derived from the equation: Y= 

aebx . (realstatistics.com). Growth rates are taken as 

the power of the e function in the trend equation. 

d) Unit root testing 

To further strenghten the trend depiction, unit root 

testing has been employed as a tool. The Augmented 

Dickey- Fuller test is considered as the choice here. 

The ADF test, though, test staationarity of time 

series, but it also is a conclusive statement about the 

presence of trend and intercept in a series. Before 

applying the ADF test, the data is plotted to check the 

two essentiial assumptions of the test, i.e. trend and 

intercept. After looking at the graph of the data, a 

prediction of the presence of trend and intercept can 

be made but the researcher is concerned only with the 

former. After making the necessary assumptions, the 

ADF test is run which tests the assumptions ata 

preliminary test. With the p value of the 

corresponding assumption, the presence of a trend 

can be confirmed. 

E. Findings : 

In order to study the growth aspect of India’s BoP, 

there was a need to evaluate the trend of the sub- 

components of the account over the span of time 

period of the study. Basically, balance of payments is 

divided into two main heads, the current account 

balance and the capital account balance. Further, the 

current account balance is sub- divided into 

merchandise trade and invisibles trade. The capital 

account balance is further subdivided into foreign 

investment, loans, banking capital, rupee debt service,  

and other capital. In this section, the study has taken 

into account the merchandise trade and then further, 

each sub- component will be analysed seprately: 

a) Overall trends of Merchandise balance: 

Table 2: Descriptive statistics of Merchandise 

Balance for 1991-2016(in Rs. Billion) 

Mean Median Max 

value 

Min value 

-3039.85 -703.725 -64.94 -10644.56 

 

 

 

Overall performance of merchandise trade has 

been assessed through descriptive statistics and 

graph. As far as descriptive analysis is concerned, it 

can be concluded that merchandise imports are quite 

larger than merchandise exports resulting in negative 

average (mean and median). The high import of 

merchandise is due to inelastic demand of few import 

items such as food, petroleum, fertiliser, etc.  The 

negative values in the minimum and maximum also 

signify that merchandise imports are greater than 

exports consistently.   The graph also signifies the 

increase in the amount of merchandise imports since 

1991, first at a slow rate and then almost consistently 

till two years. Since the last two years, there can be 

seen that exports have risen and the merchandise 

balance is moving towards a lower negative value. 

After, adding a scalar quantity of 15,000 billion to the 

data of merchandise balance, the growth rate of the 
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same is estimated out to be a negative 4% with a R2 

of 0.71. 

Overall trends of Invisibles balance: 

Table 3: Descriptive statistics of Invisibles Balance 

for 1991-2016(in Rs. Billion) 

 

 

Unlike Merchandise imports, imports of 

invisibles are lesser than their exports resulting in a 

positive average (mean and median). The positive 

values in the maximum signify that Invisibles exports 

are greater than imports but a negative minimum 

value indicates that a case of invisibles imports being 

more than exports also exists and a look at the data 

shows that it is there in the year 1991. The graph also 

signifies the increase in the amount of invisibles 

balance since 1991falling only once in the year 2010. 

After fitting a scalar of 5 Billion, the graph shows a 

growth rate of 24.8% with a R2 of 0.81. 

a) Overall trends of  Current Account balance 

Table 3: Descriptive statistics of Current Account 

Balance for 1991-2016(in Rs. Billion) 

 

 

 

Since the current account balance is just an 

addition of merchandise balance and invisibles 

balance, any characteristic of the individual 

components will affect the behaviour of current 

account balance. A negative average value of current 

account reflects that merchandise (which also has a 

negative average) contributes more to the current 

account balance than invisibles which has a positive 

average. The small positive value in the maximum 

despite merchandise balance being negative 

consistently warranted a detailed probe and thus 

pointed out that only once a positive invisible trade 

exceeded the negative merchandise trade, in 2004 

which contributed to a single positive value of current 

account balance. All the other values are negative. 

From the graph, we can see one upward and one very 

steep downward peak. After fitting a scalar of 5000 

Billion, the graph shows a growth rate of negative 4% 

with a R2 of 0.25. 

2) Trends in the Capital Account Balance: 

Overall trends of  Foreign Investment balance: 

Table 4: Descriptive statistics of Foreign Investments 

Balance for 1991-2016(in Rs. Billion) 

Mean Median Max value Min value 

-906.9154 334.9034 4490.718 1.83 

 

 

 

Since 1991, foreign investment flowing into 

India has been always more than foreign investment 

Mean Median Max 

value 

Min value 

-800.6117 -199.885 639.83 -4796.104 
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done outside India as signified by the positive 

average (mean and median). Globalisation policy 

adopted after 1991 may be the factor contributing to 

this. The positive values in the maximum and 

minimum further strengthen the above. The graph 

shows a bit of volatility after 2008. The graph shows 

a growth rate of 22.3% with a R2 of 0.785. 

a) Overall trends of  Loans: 

Table 5: Descriptive statistics of Loans for 1991-

2016(in Rs. Billion) 

Mean Median Max value Min value 

370.0764 181.6050 1690.732 -297.6657 

 

 

Growth of Loans from 1991-2016(in Rs. Billion) 

 

 

Since 1991, loans flowing into India have been 

always more than loans given by India as signified by 

the positive average (mean and median). The crisis 

faced by India before 1991 may be a contributing 

factor here. The values are generally positive with 

Loans flowing into India going lesser than loans 

given by India only briefly in 2002 and 2003. Also, 

there has been a consistent decline in loans taken by 

India Vis-a Vis received since after 2013. After 

fitting a scalar of 300 billion, no presence of trend 

was found as a trend line cannot be fitted to this data. 

b) Overall trends of  Banking capital: 

Table 6: Descriptive statistics of Banking Capital for 

1991-2016(in Rs. Billion) 

Mean Median Max value Min value 

255.54 95.29 1516.637 -192.052 

 

 

Growth of Banking Capital for 1991-2016(in Rs. 

Billion) 

 

 

Since 1991, banking capital of India has been 

consistently positive as signified by the positive 

average (mean and median) only seldom going 

negative. But, it took a huge hit in around 1998 and 

then again in 2001. The values are generally positive 

after 2001 falling only once in 2006.After adding a 

scalar of 193 billion, the graph shows a growth rate of 

4.3% with a R2 of 0.061.  

A lot has been said about the trends and 

challenges of the balance of payments of India. The 

economic crisis of India before the economic reforms 

of 1991 warranted the introduction of a new policy 

framework for the India economy where the whole 

country underwent a structural shift and thus the 

whole trend and pattern of the various macro- 

economic indicators was completely reset. Since, the 

reforms of 1991 were a huge milestone for the Indian 

economy; analysis can be done on the trends and 

patterns of Indian economy’s performance after LPG 
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which would be of huge interest to policy makers and 

economists. As such, this paper has tried to analyse 

the concept of a long term trend in India’s Balance of 

Payments post economic reforms and found no 

evidence of a long- term trend.  To arrive at the above 

conclusion, unit roots testing method by using the 

ADF test was employed. Also, the analysis was 

carried out in three parts where detailed analysis of 

all the major components of balance of payments viz, 

Current account and capital account was also 

undertaken. The study also tried to describe the 

typical behaviour patterns of each of these 

components and their sub- components in detail and 

comment on their growth rates. 

To summarise the findings, a table is prepared: 

Component Growth rate Evidence of 

trend 

Merchandise 

Balance 

-4% Little 

Invisibles Balance 24.8% Yes 

Current account 

balance 

-4% No 

Foreign 

Investment 

22.3% Yes 

Loans - - 

Banking capital 4.3% Little 

Rupee Debt 

Service 

6.2% Little 

Capital Account -15% Yes 

Overall Balance 1.2% No 

 

II. CONCLUSION 

It can be seen clearly that no evidence of trend is found 

in the overall balance of payments account in the long 

run which may mean that the balance of payments 

account has an equilibrium and that the tendency of 

the balance are to move towards equilibrium in the 

long run. The same can be said about the current 

account balance as well. As far as capital account, it 

can be said with a bit of extrapolation that may be the 

correction mechanism of the capital account will take 

a bit more than a period of 25 years to return to the 

equilibrium position. 
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