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Abstract: Economy is like a human body mind is the government policies heart is people back bone is like
primary sector hands are services sector and leg are the manufacturing sector and each of the parts has
equal important in the economy and when all the parts works well than with the help of these potentiality the
economy move for foreign trade. Foreign trade is a very important economic activity of any economy its
shows the potentiality and power of the economy in the world. Foreign trade not only provide the foreign
earnings and relationships to other country but also responsible to generate and increase the level of
employment in the economy and to boost the manufacturing activity in the economy. India is the emerging
economy in the world and due to their vital characteristics most of the developed country are looking and
wants to trade relationships with India. After the liberalisations the foreign trade of India has recorded a very
high growth rate but it has also some negative outcomes the serious problem is that India is countenousily
facing the problem of the current account deficit (CAD) data shows that in 1991 the current account of India
was shows the surplus 165 rupee billion and in 2014 it was in deficit of rupees 1877.5 rupee billions. The
imports of POL products are much effect the trade balance and current account of the country in 1991 the
import of POL product was 131.27 rupee billion in 1991 and 8424.44 rupees billion in 2015 so it has
recorded a very high growth rate due to the development of the country.
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Introduction
Current account is a very important and
broader concept of the Balance of Payment it
covers all the transaction of resident and non
resident other than financial items. It includes the
sum of three balances i.e. Merchandise balance,
service balance and unilateral transfer balance or
we can say that it comprises trade and transfer
balances. Merchandise represent the export and
import of commodity form/to India the credit item
represent export and debit of this account import.
Invisibles comprise cost of services, income and
transfer payment. The manual of IMF for India
select head under the Invisibles account i.e. (1)
travels (2) transport (3) insurance (4) investment
income (5) miscellaneous(receipt and payment for
patent and royalties) (6) official transfer and
transfer payment private.
Hence it measures the exports and imports of
commodities and services, the movement of
investment income from one home country to the
rest of the world and vice-versa. It measures
unilateral transfers between the agents of the
domestic country and the rest of the world. If the
balance of the Current Account is negative, i.e. if
the imports are greater than the exports then there
is said to be a CAD.

The CAD is said to be necessary for a
growing economy, though it is recommended in a
small amount. The sustainable CAD that is safe for
India is said to be in the range 2.4-2.8 % of GDP.
This is a result of a study by Rajan Goyal, Director
in the Department of Economic and Policy
Research, Reserve Bank of India [Omkar K.
,Shweta Pillai 2013]
In a very simple word we can say that
current account deficit (CAD) is the deference
between the debit and credit side of current account
the debit side of current account comprise the
import of merchandise goods and services and the
credit side of current account are export of
merchandise goods and services. Most of the
developing economies have a serious problem of
CAD because their current account debit side is
grater than credit side means the import of goods
and services are greater than exports. India after
the liberalisation when the new economic policy
come in to force there are increasing growth rate
recorded year by year in its CAD because the
import of goods become started increasing and
there are a very low growth rate recorded in the
export of merchandise goods of the country
however the export of services are increasing but
this increase is not greeter than import of
merchandise goods. A country undergoing Current
Account Deficit results into foreign liabilities and
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debts with rest of world. This further leads to
payback of valuable foreign exchange reserves.
Substantial amount of foreign exchange are spent
on paying out these debts. One important drawback
of increasing external debt is decline in value of
nation’s domestic currency. Payment of foreign
debts results in increase in demand of foreign
currencies. This leads to devaluation of domestic
currency and thus, enhances problems of foreign
exchange crises. There are various factors which
influence country’s External Borrowings as well as
Foreign Exchange Rates. One such important factor
is Current Account (Trade Balance) Deficit. [Dr.
Mehernosh B. Mehta]
The CAD is affected by negative movements of the
exchange rate and negative Foreign Investments.
The RBI is now following a more market
determined exchange rate. A high and
uncontrollable CAD may scare foreign investors
which in turn would weaken the rupee, which then
would cause a further strain on the CAD. This
effect is a chain-effect. Hence in this study we
analyse the cause and effects of the CAD, and the
Indian Rupee (INR)-to-US Dollar (USD) exchange
rate, and their interdependence. The ways of
financing the CAD is analysed. In order to
understand the volatility in the INR exchange rate,
a brief analysis is done on the major components of
the capital account, namely, types of foreign
investment.[Omkar K. Shweta Pillai 2013]
Objective of the study
1.
2.

Research design
The study will be fully based on secondary data
which will be collected from Reserve Bank of India
(RBI), Economic Survey, Ministry of Commerce,
and Ministry of Finance. The study will be made
after analysis of the exchange rate and lending rate
especially of the last 5 years i.e from 2009-2014.
The following data showing the trends of
current account deficit in India after liberalisation
Current Account Balance
Year
1990-91
1995-96
2000-01
2005-06
2010-11
2011-12
2012-13
2013-14

(Rupees Billion)
CAD
165
-197.06
-115.98
-437.37
-2196.53
-3759.73
-4796.14
-1877.5

Source: RBI Handbook of Statistics 2013-2014.
As we seen in this table that in 1990-1991
current account is shoes the picture of positive
and in India in 1991 the liberalization policy
adopted than after open the boundary with tariff
relaxation so the CAD started increasing and in
1995-96 it was -197.06 rupees billions which and
in 2012-13 it was recorded highest with -4796.14
rupees billion and in 2013-14 it dramatically
decrease because in this period the government
adopted a very tight policy for controlling such a
huge CAD.

To find out the trends of India’s import
with special reference to POL product.
To evaluate the Impact import of POL
product on India’s CAD.
Chart 1
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In this chart it is very clear that till the
2012-13there was continuous increase recorded in
the CAD but in 2013-2014 it reduces from 2918.64
rupees billon which is amazing and good for Indian
economy it reduced the pressure from the
government and shows that the planning of
government and higher authority of the county are
working good but problems prevail in the economy
of the country. The reason of such a very high

CAD is the merchandise import demand are
becoming increasing countenousily the flowing
data shows the actual position of merchandise
import and export of the country.
In this table we can clearly see that the
reason of this CAD is merchandise trade of the
country the merchandise trade deficit increases
year by year and he import of merchandise import
in 1990-91 was 500.86 Rupees Billon now in 2012-
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2013 is 28159.18 Rupee Billion which shows a
and in this year CAD of the country also become
very high growth rate in the import of merchandise
starts decaling due to increasing the export in this
in the country and the trade deficit which was year. We can see it with the help of chart of this
169.33 Rupee Billion now in 2013-2013 recorded
data which showing a increasing growth rate of
10644.6 Rupee Billon but in the year 2013-2014
import of merchandise goods with blue lines which
there is the merchandise deficit become low or
rate of growth become start falling in 2013-2014
negative growth and come to -8848.44 Rupee
and on the same point the trade deficit of
Billion which is 1796.16 Rupee Billion it is due to
merchandise goods become better and merchandise
increase in the merchandise export from 16676.6 of
export also recorded increasing figures from past.
2012-2013 to 19310.74 Rupee Billon in 2013-2014
Chart 2
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The exchange rate determines the selling
price of any product for the buyer country, and thus
it will affect the demand. If the exports are highly
elastic then, the appreciation of the exchange rate
will bring down the export drastically where as if
the exports are inelastic then it will have limited
impact to appreciation in the exchange rate.
However, there may be goods where a large portion
of its components are imported. In such a case
exchange rate changes will have mixed effect.

Exchange Rate INR
YEAR

Dollar
Pound Sterling
INR
68.0188
2009-10 45.1350
71.9163
2010-11 44.6450
81.7975
2011-12 51.1600
82.3209
2012-13 54.3893
99.8498
2013-14 60.6998
Source: RBI Handbook of Statistics 2014-2015.
We can see the in the year of 2011-2012
there are huge changes has been recorded in the
exchange rate of India with the context of dollar
and pound both it means the demand of dollar and
pound both are increases in this year because the
import of goods in India increases and after 201112 the rate of increase in the foreign exchange rate
are falling.
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INDIA’S FOREIGN TRADE- RUPEES (Rupees Billion)

Imports
Non-Oil

Year

Oil
Total
2014-15
27340.49
8424.44 18916.06
2013-14
27154.34
9978.85 17175.48
2012-13
26691.62
8918.71 17772.91
2011-12
23454.63
7430.75 16023.88
2010-11
16834.67
4822.82 12011.85
2009-10
13637.36
4116.49
9520.86
2008-09
13744.36
4199.68
9544.68
2007-08
10123.12
3206.55
6916.57
2006-07
8405.06
2585.72
5819.35
2005-06
6604.09
1946.40
4657.69
2004-05
5010.65
1340.94
3669.71
2003-04
3591.08
945.20
2645.88
2002-03
2972.06
853.67
2118.39
2001-02
2452.00
667.70
1784.30
2000-01
2308.73
714.97
1593.76
1999-00
2152.37
546.49
1605.88
1998-99
1783.32
269.19
1514.13
1997-98
1541.76
303.41
1238.35
1996-97
1389.20
356.29
1032.91
1995-96
1226.78
251.74
975.05
1994-95
899.71
186.13
713.58
1993-94
731.01
180.46
550.55
1992-93
633.75
171.42
462.33
1991-92
478.51
131.27
347.24
Source: RBI Handbook of Statistics 2014-2015

In this table it is very clear that the import of the
PO L product is very high and rest is the non oil
goods. In 1991-92 it was on 27% of the total import
of the country and which is 58% in 2013-14 there
is just double from 1991-92 and in this year the non
POL product import become decline from previous
Years . The there is some decaling recorded in the
year of 2014-15 . Oil imports during January, 2015
were valued at US $ 8247.65 million which was
37.46 per cent lower than oil imports valued at US
$ 13187.76 million in the corresponding period last
year. Oil imports during April-January, 2014-15
were valued at US $ 124747.13 million which was
7.87 per cent lower than the oil imports of US $
135396.32 million in the corresponding period last
year.
Non-oil imports during January, 2015
were estimated at US $ 23957.98 million which
was 3.45 per cent higher than non-oil imports of
US $ 23158.56 million in January, 2014. Non-oil
imports during April- January, 2014-15 were
valued at US $ 258664.20 million which was 7.84
per cent higher than the level of such imports
valued at US $ 239857.35 million in April-January,
2013-14

Chart 4
INDIA’S FOREIGN TRADE – RUPEES
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Findings and Conclusions
Form the above discussions it is clear that the
imports of POL product has a very much effects on
the current account deficit of the country and this
effects also reduce and devaluate the foreign
exchange rate of the country but POL product are

very important in the growing economy because
when the manufacturing sector of the economy
expend than the POL products are required for it so
the government has to plan to control some other
imports under the merchandise transactions
because we can’t stop to import POL products.
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