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IMPACT OF VARIOUS FINANCIAL CRISES ON INDIAN ECONOMY
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Dr. B.MADHUSUDHAN NAIK
ASST. PROFESSOR
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ABSTRACT

Any financial system has to face a crisis at some point of time inevitably as evident from the crises faced by different countries at times. Any financial crisis will
downbeat the economy of the country and will influence many sectors. Its impact on the balance of payments is a point to discuss and debate upon. World econo-
mies in the past one to two decades have experienced many crises. Majority of the crises created panic in banking sector, witnessed the crash of stock markets, the
busting of other financial assets, created currency crisis and sovereign debt crisis. The position of Balance of Payments of any country is very sensitive to the crises
happening in one or the other country due to unavoidable foreign trade operations through exports and imports. Further various transactions undertaken through
current account and capital account are prone to setbacks as a consequence of the financial crisis taking place in other countries. So, it is essential to researchers
in the area of financial management to know and understand the impact of financial crisis of other countries on their own economy. Hence, the authors, through
this research article made an attempt to throw some light on certain significant repercussions on the Indian Balance of Payments and its key operating areas such
as imports, exports, trade deficit, capital account, current account, overall account and foreign investments after the advent of various crises that took place in the
world economy.

KEYWORDS

balance of payments, capital account, current account, exports and imports, financial crisis, foreign trade.

JEL CODES
G01, H12, 053.

INTRODUCTION

he term financial crisis usually refers to a variety of circumstances in which some financial assets unexpectedly gets undervalued and indicates a situation
mwhere there is collapse of financial assets inducing foreign investors to withdraw their investments from country of trade. Financial crisis of-course is an

unavoidable circumstance, which adversely impacts on the financial position of many countries. Macro-Economic conditions of many countries have wit-
nessed financial crises during 20™ and 21t centuries. Majority of the crises have created panic in functional financial areas like Banking sector, Financial Markets,
Money Markets and lead to uncertainty in the sovereign debt position of the trade related countries. One of the most influenced areas, by the financial crises is
the Balance of Payments (BoP) of the countries that are closely related to the country where there is a crisis. The Balance of Payments (BoP) of any country refers
to the transactions in goods, services, assets of residents of that country with the rest of the counties in the world for a specific time period, generally given for a
year. The payments will be for export of goods and trade services, import of good and trade services and international purchases and sale of assets like foreign
exchange, stocks, bonds and availing and repayment of loans. In simple words, the Balance of Payments represents the sum of a country’s demand for foreign
currency and supply of claims in its own currency against foreign claims. The transactions of BoP are made through current account and capital account transac-
tions. Current Account transactions are used for receipts and payments for exports and imports of goods and payments for services, while Capital Account trans-
actions are used for money market and capital market transactions along with loan transactions. When there is a crisis taking place in any of the foreign country
with which the country is having trade and commerce transactions, the effect will be automatically laid on the BoP position of the transacting country and India is
no exemption for the effects of financial crises happening in other countries.
Even though there are many financial crises that took place from times till date, the most debated over are the Great Depression of 1930s, the OPEC Qil Price
Shock of 1973, the Asian Crisis of 1997, the American crisis of 2008 and the Russian Financial crisis of 2014 which have created a havoc in the Global Financial
systems and severely affected many countries’ monetary and fiscal positions. Further there are many other crises like the Turkish Crisis, Argentine Crisis, Swedish
Crisis, Finish Crisis that have influenced many trade related countries including India. The authors through this research paper focused on the impact of some of
the major crises along with other crises that have impacted India’s Balance of Payments, Imports, Exports, Trade deficit, Capital Account, Current Account and
Foreign Investments.

OBIJECTIVES

The research paper aims at fulfilling the following objectives:

1.  Tounderstand the impact of financial crises on various economies in general and on Indiana Economy in particular

2. To study the impact of various crises on the Imports and Exports of the country

3. Toanalyze the impact of these crises on capital and current account balances of the country

4.  Tofind and analyze the impact of financial crises of various countries on the foreign investment position of the country.

RESEARCH METHODOLOGY

This research is a descriptive research and hence no primary data is used in the observations and analysis of trends. The research paper makes use of secondary
data that is available in the form of Newspaper coverage, analyses by financial experts, articles through magazines, journals and the content available in various
websites along with the data available in the website of Reserve Bank of India, the Apex Bank of India. Trend Analysis is used to analyze the trends in the exports,
imports, current account transactions, capital account transactions and foreign investment patterns after the happening of financial crises in the international
arena.

IMPACT ON KEY COMPONENTS OF BALANCE OF PAYMENTS
Major components of India’s Balance of Payments are merchandise Exports and Imports, Trade Balances, Current account balances, Capital account balances,
Foreign Investments, External assistances, Commercial borrowings, Rupee debt services, NRI deposits, Monetary Movements and Reserves (increases / decreases).
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As all these directly or indirectly get affected by the changes in the world economy. The present study concentrates on the changes that took place in the Mer-
chandise exports and imports, trends in trade balance, trends in capital and current account balances and trends in Foreign Direct Investment.

TRENDS OF INDIAN MERCHANDISE EXPORTS

India’s merchandise Exports were not greatly impacted throughout the financial crises in 20t and 21%tcentury. Excluding few cases, all the time it has a positive

supplement in merchandise exports from US$16955 Million in 1989 to US$316741 Million in 2014. From 1989-2014, there were numerous financial crises turned

out in the global economy. The impact is discussed as below;

1.  During 1989-91 United States Saving and Loan crisis, 1990 Japanese asset price bubble burst, 1992 Black Wednesday speculative attacks on currencies and
in European Exchange Rate Mechanism also, the impact on majority of the exports is minimal. In 1990 India’s total merchandise exports was US$18477
million and in 1991 it declined (-1 percent) to US$18266 Million. Thus, there is only minor impact on the exports.

2. During the Asian Financial crisis 1991-98 and Russian Financial crisis 1998, the growth of merchandise exports was dwindled around 4 percent from US$35680
million to US$34298 Million.

3. Throughout the Turkish economic crisis 2000-2001 and Argentine economic crisis during 1999-2002, the growth of merchandise exports experienced both
positive and negative trends. In the year 2000 exports amounted to US $ 37542 Million and they increased to US$ 45452 Million in 2001, thus exports
increased around 4 percent between these two years. Instantly in 2002 exports dropped down to US$44703 Million, it plunged around (-2 percent). There
was a rapid enlargement of merchandise exports from US$53774 Million in 2002 to US$189001million in 2014. It was around 250 percent hike recorded in
the period of crisis. It may also be the impact of global crisis in 2008, that the growth of merchandise exports fallen down in 2009 from US $ 189001 Million
to US $ 182442.

4.  Again in 2010, during the European sovereign debt crisis, merchandise exports have recovered around 40 percent from US$182442 million in 2009 to US$
256159 million in 2010 and in the following year 2011 also exports recorded 40 percent increase from US$256159 million to US $ 309774 million. It implies
that the 2010 European sovereign debt crisis has not greatly impacted on India’s exports in 2011. But the overall export growth rate during 2011-15 was not
very progressive i.e., it is about only 3 percent of export growth from US$309774million to USS 316741 million, in these four years. In the period of 2012 to
2015, exports recorded negative growth from USS 309774 million in 2012 to 306581 (-1 percent) in 2012, and from US$318607 million in 2013 to USS$3 16741
million in 2014.

TRENDS OF IMPORTS

1. Theimports of India have considerably increased in the 20t century from USS 15715 million in 1985 to US$55383 million in 1999. The growth rate in imports
was 252 percent, which is observed during the period of United States savings and loan crisis that occurred during 1989-1991. India’s imports diminished
from US$24411 million in 1989 to US$ 21064 million in 1991.The rate of decline are observed to be -15 percent. During the Asian Financial crisis 1997-98 and
the devaluation and banking crisis across Asian continent, the imports of India plunge from US$51187 million in 1997 to US$ 47544 million in 1998 registering
a negative growth rate of -7 percent.

2. During the crisis period of 1990-1995, which witnessed the Japanese Asset price bubble collapse, Swedish Banking Crisis and Finish Bank crisis in 1990, and
also during the speculative attacks on currencies in the European Exchange Markets and the economic crisis in Mexico during 1994, the imports of the country
moved from US$27914 million to USS 35904 million registering a growth of 29 percent during this period.

3. In the beginning of 21*t century, economic crisis of 2000-2001 caused a decrease in India’s total volume of imports from US$ 57912 million in 2000 to US$
56277 million in 2001, i.e., decreased around -3 percent.

4.  During Global Financial crisis 2008, India’s imports increased from USS$ 257630 million in 2007 to USS$ 308520 million in 2008 listing a growth rate of 19
percent. However, India’s imports declined from USS$ 308520 million in 2008 to US$300644 million in 2009 indicating a decline of around -3 percent. During
the time of Russian Financial Crisis 2014 also, there was a minute decline in imports of around 1 percent, from US$ 466216 million in 2013 to USS$ 460920
million in 2014.

The phases of change in the rates of exports and imports were given below in the trend line.
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The above trend line is drawn from the data collected through Reserve Bank of India(RBI) website. The trends drawn in the figure indicate the total imports and
exports from all sectors.

TRENDS OF TRADE BALANCE

Trade balance is the surplus or deficit between exports and imports of a country. The India’s exports always have been lesser than the imports due to the devel-

oping nature of the economy. The position of trade balances is also one of the sensitive factor to be studied to understand the impact of various financial crises

on the total economy.

1.  From the largest one day break down of stock market in history in 1987 till the Russian financial crisis in 2014 and Chinese financial crisis of 2015; all these
crises critically impacted the India’s Trade balance as there is a persistent negative gap between exports and imports. India’s negative trade balance moved
from USS$-7168 million in 1987 to USS$-144179 million in 2014. There is drastic increase in the deficit of trade balances. Only in few cases, it registered lower
trade balance deficit.
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2.

After the United States saving and loans crisis in 1989-91 and Japanese asset price bubble collapse in 1990, there was a record lowest negative trade balance
of USS -2798 million in 1991, since the year 1984. It was US$-9437 million in 1990, in 1991 trade balance deficit reduced by 70 percent compared to 1990.
During 1991, the growth of both exports and imports declined. In 1992, deficit of trade balance increased to 94 percent in comparison with 1991. India’s
negative trade balance came down to USS$- 4056 million in 1993 from USS$ - 5447 million in 1992 indicating a decrease of 34 percent.

During the Mexico’s economic crisis in 1994, the negative trade balance further rose to from US$-4056 million in 1993 to US$ -9049 millions in 1994 indicating
an increase of 123 percent. In this case, both exports and imports increased in comparison with 1993. During the Russian financial crisis in 1998, the trade
deficit growth rate came down to 15 percent amounting to US$ - 15507 million. Also, there is a decrease in both exports and imports in comparison with
that of 1997.

During the period of Turkish economic crisis in 2000- 2001, there is a negative growth of trade balance that drastically declined from US$ -17841 million in
1999 to USS$ -12460 million in the year 2000. Even though there is decline of 30 percent of the trade balance, there was a positive impact on the exports and
imports of India in comparison with the imports and exports in the year 1999.

The economic crisis of 2001 also impacted the trade balance deficit. Trade balance moved from US$ -12460 million in the 2000 to USS - 11574 million in the
year 2001, but during this time there was no decline in exports and imports in India. In 2002 also, trade deficit decreased from USS$ -11574 million in year
2001 to USS -10690 million in 2002. During this time also there was no decline of exports and imports. The Global financial crisis of 2008 influenced the trade
balance deficit from USS -61782 million to USS$ -119519 million in 2007, and during this time there was drastic increase of exports and imports.

Finally, in 2014 Russian financial crisis impacted deficit trade balance which moved from US$ -147699 million in 2013 to US$ -144179 million in 2014. At the
same time exports and imports decreased when compared with the year 2013.

The trends of trade balance are reflected in the following chart.
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The above trend line clearly depicts that there is a stability more or less in the trade balances from 1987 to 2001 and there is a sharp fall in 2007 indicating the
influence of Global financial crisis and there is recovery in 2009.

TRENDS OF CURRENT ACCOUNT AND CAPITAL ACCOUNT BALANCE

Current Account and Capital Account Balances are also the indicators the financial position of the country. Indian current account is having a negative balance
from 1987 to the year 2014 continuously except for the years 2001, 2002, and 2003. The amount of balance is USS$ -6841 million in 1989 to US$ -27937 million
2014 ignoring the three years mentioned above.

1.

During the period 1989 to 1991, balance of current account recorded changes like US$-6841 million, US$-9680 million and US$-1159 million respectively.
Negative current account balance reduced almost 88% in 1991 compared to 1990, again negative current account balance increased in 1992 to USS -3526
million. During economic crisis of Mexico in 1994, negative current account balance increased drastically from USS$ -1159 million 1993 to US$ -3369 million
in 1994. In 1997 current account balance was USS$ -5499 million and in 1996 it was USS$ -4619 million.

The Asian financial crisis in 1997 much impacted the current account balance which moved from USS$ - 4619 million in 1996 to USS -5499 million in 1197.
During the Russian financial crisis of 1998, current account deficit was reduced to US$ -4038 million from USS$ - 5499 million in 1997, again during the period
of Argentine economic crises (1999 to 2001) and Turkish economic crisis current account balance flows are USS -4698, -2660 and 3400 million 1999, 2000
and 2001 respectively. After these crises current account balance recorded positively first time in 2001, continued for 2002 and 2003 with US$ 3400, 6345
and US$ 14083 million respectively.

In the period of global financial crises 2008, the current account balance changed from US$ -15738 million from USS$ -9565 million in 2006. At the end during
Russian financial in 2014 deficit current account balance moved to US$ -27937 million from USS$ -32397 million in 2013.

Capital Account is also very sensitive to the changes taking place in the national and international economies. Capital Account balances also have noticed to
change even though not abnormally throughout these crises periods. During 1989-1991when there is crisis in the United States, the capital account balance
increased from USS$ 4506 million in 1986 USS$ 4512 million in 1987, to US$ 8064 million in 1988. During 1989-1992 the balances started to collapse like
US$6977million in 1989, USS 7188 million in 1990, USS 3777 million in 1991, against USS 8064 million in 1988. In the years 1993 and 1994 capital account
balances recouped to USS$ 9694 million, USS 9156 million respectively, from US$2936 million in 1992.

Again capital account balance started to slump in 1995, during the era of Mexico’s economic crisis in 1994-1995, moved to US$ 4690 million in 1995 from
US$ 9156 million in 1994. It revamped in 1996 and 1997 as US$ 11412 million and US$10010 million in the respective years. Capital account balance turned
down during the period of Asian financial crisis 1997-1998, it shifted from US$ 10010 million in 1997 to USS$ 8260 million in 1998 and touched USS$ 11100
million in 1999. A point to note here is that during normal circumstances of the economy from 2003-2006, balance of capital account recorded a rise from
USS 17338 million to USS 46171 million.

Following 2007-2008 global financial crisis, the balance of capital account diminished considerably from US$ 7835 million in 2009, USS$ 61103 million in 2010
and US$65324 million in 2011 from US$ 10902 million in 2007. Capital account balance moved to US$ 91989 million in 2012 and surged to US$ 47906 million
in 1993 and at the end of 2014 it pulled off to US$ 89344 million.

The trends of capital account and current account balances are depicted in the following trend plot.
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The overall balance is a composite of current account balance and capital account balance. Fortunately, the balance of these two accounts together has been
recorded as US$195 million in 1987 to US$ 61406 million in 2014. Thus even though there are financial crises happening and inspite of the sensitivity to the
international economic conditions, India is able to balance the capital and current accounts without much abnormalities.

TRENDS OF FOREIGN DIRECT INVESTMENTS IN INDIA

Foreign investment is indispensable to the progress of any nation and India is no exception for that. Infact, it the most sensitive to the changes taking place in the

international affairs and hence reflects the impact very clearly.

1.  During 1989-1991 United States Saving and Loan Crisis, Foreign Direct Investments declined from US$410 million in 1989 to US$ 103 million in 1990 and USS$
133 million in 1991. After that Foreign Investment reinforced to USS$ 557 million in 1993. Mexico’s economic crisis did not greatly impact foreign investments
in India, it touched to USS 4922 million in 1994 from USS 4233 in 1993.

2. However, it had adverse impact at the end of 1997-1998 during the Asian financial crisis, where the Foreign Direct Investment slugged from US$ 5390 million
in 1997 to USS 2412 million in1998. Throughout this period, about 55 percent of Foreign Direct Investments were withdrawn from India because of both
Asian financial crisis and Russian economic emergency.

3. Foreign Direct Investments in India recovered in 1999 to US$ 5191 million, to US$ 6791 million in 2000, and to USS 8146 million in 2001 even though there
is Turkish economic crisis in 2000-2001. However, at the end of Argentine economic crisis a large amount of Foreign Direct Investments in India i.e., around
31 percent of is withdrawn from country.

4. During 2007-2008, at the time of Global financial crisis and during 2008-2011, at the time of Argentine economic crises, Foreign Direct Investment was much
impacted; it has decreased from USS$ 62000 million in 2007 to US$ 27884 million in 2008. The situation got better in 2009 where it got increased to US$
65485 million and again declined to US$ 60500 million in 2010, which may be owed to the European sovereign debt crisis. This trend persisted for three more
years and the foreign investment came down to US$ 35792 million in 2013. Further, the foreign investment has reached to USS$ 15348 registering a negative
growth compared to the previous year.

The trends of foreign investments are plotted hereunder.
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The above trend indicates that there are fluctuations in the Foreign Direct Investment and it has decreased further in the year 2014.

CONCLUSION

The above data indicates that the financial crises happening in the international scenario have their impact either positively or negatively on the Balance of
payments, Capital and Current Accounts transactions, Imports and Exports of the country and also on the amount of Foreign Investments of the country. Among
all the crises, the much impacting crisis is the Global Financial Crisis that took place during 2007-08, where there is a drastic decline in the total amount of foreign
investment. Another crisis that has impacted the economy and created a wide gap between the imports and exports is the Russian Financial crisis that took place
in 2014. The study indicates that any economy will be sensitive to the changes taking place in the international financial system and cannot escape the impact on
one or the other areas related to the Balance of Payments. The important aspect to be mentioned here is that even though the economy is sensitive to the
international scenario, it has never been critically impacted by the conditions due to the prevalence of strong financial policies and sustainable financial system of
the country.
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LIMITATIONS OF THE STUDY

The present study is having certain limitations; it has considered only some of the major financial crises that have been much debated over throughout the world
and the impact is studied only relevant to the areas mentioned in the objectives. Also, the tables contain the data up to 2015 only, as the study is limited to the
financial crises that occurred till the year 2015.

SCOPE FOR FURTHER RESEARCH
There is a lot of scope for the researchers to study the impact of the financial crises on individual sectors of the economy and also on the service sector especially.
Further research can also be carried out by considering the data till date.
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