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Abstract

When the total worth of a nation’s “1mports™ is higher than the whole worth of its “exports,” it
1s recogmized as a “Current Account Deficit (CAD).” Both the CAD and the “Fiscal Deficit™
can have an effect on the stock market and mvestors. The current paper shows how current
account deficits are measured, how the “current account deficit™ impacts the economy m the
short rnun and Jong nun, and the current account deficit status in India. One hundred fifty-three
(153) journals, books, and magazine articles were examined for the study, These articles were
first published n places like Research Gate, Google Scholar, Scopus, Science Direct, and
others. In the study, the validity, extemal impacts, citations, and review method of
33 publications were judged to be pertinent dunng the final screemng. The results of the study
revealed that there had been fluctuations in the CAD status of India in the last ten years,
Sometimes 1t was good, and occasionally it was terrible. It has also been found that covid and
the nise in oil prices because of the war between Russia and Ukrame affected the current
acconnt deficit adversely. Further, it can be concluded that It was encouraging to see a drop m
the trade deficit in January 2023, owing to lower imports, but analysts agree that the pattern
must be mamtained for a while longer before the external account can be considered stable,
The worth of the CAD and the economy as a whole depend on the currency’s ability to remam
stable.

Keywords: Current Account Deficit; Sustainable CAD,; CAD Status; Balance of Payment
1.  Introduction

One of the most unportant mdications of an external imbalance m the economies of the world
15 the “current account deficit.” The Balance of Payments (BOP) account details a nation’s
mtemational business and financial transactions. The BOP structure has two subaccounts.

Both the capital account & the current account are included. The balance of a nation's
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commerce may be found in 1ts curvent account, while the movement of capital can be found in

its capital account. For each and every nation, the “difference between the current account
balance and the capital account balance equals zero™ (Sadiku, et al., 2015)

The balance of payments consists of two subcategories:

Current account.; visible imports & exports; mtangible items relating to payments &
receipts for a number of services like insurance, banking, travel, and shipping; and another
unilateral transfer of payments like taxes, grants, and donations.

Capital account: The “capital accounts™ of the “balance of payments™ comprise all
recent “economic activities™ for the nation's foreign “financial position” that modify foreign
financial assets and liabilities. Capital transactions are made m the public, banking, & private
sectors (Jose & Mehra, 2022).

The cumrent account deficit grew as a direct result of the flawed trade and
globalization policies that promoted limitless imports. The policy of outsourcing production
to low-wage markets, combined with rising domestic demand, has led to a dramatic increase
m mports (Garrison, 2001),

As a result, the Current Account Deficit (CAD) widens for many nations as they
progress toward economic growth. Current account deficits have been the nonn rather than
the exception for India, reflecting the country’s status as a developing economy. Therefore,
finding a sustamable level of CAD that allows for development funding and econonuc
growth without endangering the economy is paramount for India (Raju & KU, 2020).

1.1 Current Account Deficits and their Impacts on the Economy

A country that engages in commerce is considered to be in a situation of “current account deficit” when
the worth of the services and goods that its “imports” is more than the worth of the goods that 1t
“exports.” Net eamings, which might include dividends & mterest, & transfers, which may involve
assistance from other nations, are all included in the “current account.” despite the fact that altogether
they account for only a tiny percentage of the overall “current account.” The “current account™ is a
component of a country’s balance of payments (BOP), similar to the capital account in that it represents
the nation’s dealings that take place across different nations (BANTON, 2022),

Formula to Calculate Current Account Deficit (CAD)

“Current Account Deficit = Total value of Imports — Total value of Exports™

Vol. XCVII, No: 1, 2023 2



THE JOURNAL OF ORIENTAL RESEARCH MADRAS ISSN: 0022-3301

(Founded by M. Prof S Kuppuswami Sastri) UCGCCARE Group 1

The gap between an economy’s net umports and exports is recognized as the “current
account deficit” (Dhyani, 2022). A negative result for the CAD may be explained by the fact
that it measures things like wade gaps, net current transfers, and net income from abroad.
Unlike BOP, CAD takes into account capital movements within a country. As a result,
these threaten economic stability by influencing the flow of foreign currency.

1.1.1 Impacts of CAD (Current Account Deficit)

Following are the “long-term™ and “short-term™ effects of the “current account deficit” on the economy
of India;

Short-Term Effects

The effects of CAD m the near term are as follows:

L

1.

.

1v.

A significant current account deficit puts pressure on the native aurrency, which ultimately leads
10 a depreciation of the currency and, as a result, higher pnices for imponted goods.

When the value of the national currency drops, foreign investors move their money out of the
country, which starts a dommo effect of money leaving the nation & additionally weakening the
“value of the currency.”

The “govermnment™ 15 required to fund the current account deficit by making interest payments &
external borrowing, money is drawn out of the “domestic economy,” which in tum heads to
“hagher interest rates.”

An increase m interest rates will make it more expensive to borrow money, which will have the

effect of slowimng down the domestic economy.

v. A sluggish growth rate in the ¢conomy contributes to a larger unemployment rate and social
instability throughout the nation.
Long-Term Effects

Consequences of CAD in the fong rmn include:

L

1.

A persistent current account deficit causes a loss of trust among foreign mnvestors in a nation like
India, where foreign direct mvestment (FDI) plays an essential role.

If Cumrent Account Deficit (CAD) levels remain high for an extended period of tmme,
hypeninflation will emerge in the “domestic economy.™
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If “interest rates” remain high for extended time periods, this will cause a downtum in the

economy,

The collapse of the economy will result mn an increase m unemployment as well as disorder n

society.

The average man will be priced out of purchasing basic necessities, which would ultunately

result in hunger across the nation.
Prolonged unemployment will inevitably result in a loss of literacy and intellectual capacity.

India will be mvaded by foreign forces looking for an easy victun, and these nvaders will
follow the well-known pattem established by Muslim monarchs m the 10th century (Uma,
2022).

Constant disparities in the “current account” & increasing trade deficit levels pose concems
about the “sustamability™ of strong economic development & “macroeconomic stability,”
making the cument account deficit a focal point of policy considerations in a rapidly
developing country like India (Tiwan, 2012).

Importance of Sustainability of Current Account Deficits

It the circumstances that led to the “current account deficit™ can be easily repaired in the
future, then the deficit can be sustamed When it mmdicates systemic flaws in the economy that
mght mgger radical shifts, 1t cannot be sustamed. Nenther beneficial nor detrunental on its
own, a “current account deficit” becomes problematic when it 1s persistently large, promotes
consumption rather than mvestment, comcides with excessive growth in domestic credit, 1s
supported by a currency that s overvalued, or 1s accompanied by unchecked fiscal deficits.
While a shrinking “net foreign asset” 18 a common side effect of a widening "current account
deficit,” the age, size, & cumrency composition of “gross financial stocks™ may be more
mdicative of near-term financial risks (Devadas & Loayza, 2018),
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Figure 1 Effects of Current Account Surplus
Source: Pettinger. T. (2019, February 17). The effect of a cumrent account surplus - Economics Help. Retneved from
https://www.economucshelp orgblog 9996/ trade ¢ fect-current-account-surphus/

According to the concept that 1s widely acknowledged, as long as a nation’s ability to
pay back the existing debts that it owes to the outside world is not in doubt by anyone and 1s
not tumed into a topic of worry, it may be able to obtain financing from the worldwide
“Financial Markets.” When a nation has substantial and chronic current account deficits, it 1s
afflicted with the syndrome of over-borrowing, which increases the possibility that the nation
would fail in the repayment of its foreign debt. As a result, “nsk-averse mtemational
mvestors™ are hesitant to loan money to such a nation. Therefore, the size of the CAD acts as
a limitation on both the borrower’s capability of borrowing and the lender’s desire to lend.
Large “current account deficits” have been a precursor to a number of different crises,
mcluding those that hat Iceland i 2008, Chile m 1981, Greece in 2010, Thailand m 1997,
Finland in 1991, the United States in 2007, and Mexico i1 1994 (Ramakrnishnan, et al., 2020),

How Does the Current Account Deficit Work

These days, nations rely on foreign suppliers for everything from food and medicine to
defense and development machinery. The term “imports” is used to describe the practice of
importing goods and matenals from other countries. When a neighbor asks for resources i
exchange, this 1s known as an export. A nation’s budget deficit grows when its annual
spending exceeds its annual revenue. It's very much hike a profit-and-loss statement when

spendmg more than mcome results i an economic catastrophe.
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Real-World Examples of Current Account Deficits

Market factors have a big role in how a country’s “current account™ fluctuates. The “defien™
can altemate, even in countries that knowingly sustain “deficits.” For example, after the
results of the “Brexit referendum™ mn 2016, the United Kingdom's “current deficit™
decreased.

The United Kingdom always had a “deficit™ as 1t 1s a borrower nation that pays for its
excessive “imports” with borrowed money. Declining “commodity prices™ have lowered
profits for domestic enterpnises, which is problematic because commodities make up a
substantial portion of the “nation’s exports.” Since fewer funds are entering the nation, “the
Umited Kingdom’s current account deficit” widens as a result of the cutback.

The nation’s debt was, however, reduced after the “Brtish pound™ lost value as a
consequence of the “Brexiat vote.,” which took place on June 23, 2016. This decline happened
as a result of “domestic commodities firms' increasing foreign dollar revenues, which
increased the country’s cash inflows” (Reid, 2018).

Current Account Deficit in India FY 2023

“The Reserve Bank of India (RBI)" reported that “in the quarter ending December (Q3FY23),
India’s current account deficit (CAD), which s the difference between the inflow and outflow of
foreign exchange, fell to $18.2 billion, or 2.2 percent of GDP. from the previous quarter's CAD
of $4.4% of GDP.”
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The merchandise trade deficit contnbuted heavily to the widening of the “current account
deficit” (CAD) from 0.2% of “GDP" in the first half of 2021-22 to 3.3% of “GDP" in the first
half of 2022-23.

The decrease in Q3FY23 CAD was due to a combination of factors, including a smailer
merchandise trade deficit (872.7 billion compared to $78.3 bilhon 1 Q2) and stronger services
and private transfer revenues.

“The current account deficit for Q3 has pninted well below the estimates as a result of the Q2
FY2023 current account deficit’s downward adjustment, resulting in a compressed print of
USS67 billion for Apnil to December 2022.™ (Sen, 2023).

Systematic Literature Review

Banik, N., & Velamuri, S. R. (2023) examined the cause for the nse i the first quarter
“current account deficit™ of the “fiscal year 2022-23". Authors found that increasing reliance
of India on fossil fuels was a contributing factor to the expanding CAD. The lack of pricing
competiiveness was also a factor that was hinderning exports. When 1t came to technology,
India exports low-value commodities while mmporting high-value ones. The Indian
government and the “Rescrve Bank of India™ have taken the necessary steps to rem i the
ballooning trade gap. Extemal circumstances, “such as geopolitical tensions and the United
States Federal Reserve System’s move of quantitative tightening.” made it tough to regulate
CAD, despite some of these measures having an effect. sumlarly, Patil, S., & Chavan, R. R.
(2020) mvestigated the extent to which Indian small and medmum-sized enterprises (MSME)
were doing at exporting their wares. An mvestigation of the expanding exports of “India’s
micro, small, and medinm-sized enterprises™ (MSMEs) and the barriers companies faced in
achieving even greater export success and mcreasing their worldwide competitiveness. Every
country relies heavily on its exports to fuel its economic development. India’s government
takes 1ts trade practices senously and actively looked out for new prospects in nternational
markets. India’s micro, small, and medium-sized enterpnises played an important role in the
export and international competition, as evidenced by the country’s nsing share percentage
the sector; however, India continues to requure enhancing its export achievements in order to
lower 1ts current account deficit. On the other hand, Takhi, H. (2022) analyzed the facrors
influencing the “cuwrremt accoumt deficit” in  the “Indian economy.” The
authors investigated the “Current account” patterns of other emerging nations to determine if

any conclusions can be drawn from there that could be relevant here. The authors found that
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a big and sustained current account deficit was a constant threat to any economy. Economists

generally supported a deficit of abour -3 percentage points.  Any increase above that was
seen as problematic by those not familiar with the economic svstem. There should be no fear
of rumning a negative curvent account deficit for a country like India. However, a large and
lasting current account deficit should never be tolerated. On a similar note, Chitgupi, A.
(2021) reported the robustness of India’s current account and the veracity of the nter-
temporal budget constraint (IBC). Estimating the cointegrating link between exports and
mports, acoounting for software services exports (SSE) and pnvate transfers (remittances),
from 2000-2001:Q1 to 2016-17:Q3 demonstrated the long-term wiability of the current
account. Findings revealed that uncertamty over immigration policies in wealthy nations like
the United Kingdom, the United States, Gulf Cooperation Counctl (GCC), and Europe the as a
result of the development of nationalist agendas and nising trade frictions, particularly with the
Umted States, may have a negative effect on unportant providers of mvisible. Therefore,
policies should be geared toward creating new channels and markets for migration and service
exports (especially software services, where India has a compentive advantage). Sumilarly,
Sharma, V., et al., (2021) evaluated the effect of “fiscal deficit (FD)” on “current account
deficit (CAD)” (“also known as the twin deficit theory”) in India. “Using data from 1970-
1971, as well as the prnivate saving-investment gap (SI) and the exchange rate (EXR).” The
findings confirmed the existence of the “Twin Deficit Hypothesis™ in India, confirming the
conventional wisdom of “the Keynesian approach” that fiscal deficit has a beneficial effect on
the cumrent account deficit. More specifically, the data showed that SI improved CAD,
whereas EXR worsened it. The asymmetnic effect of fiscal deficit on the current account
deficit presented compelling arguments for developing policies that may respond to shifts in
mternal and extemal sector dynamucs. Smmlarly, Ramakrishnan, R., et al., (2020) reported
the expansion of many countries has been accompanied by a nse in their level of imports
refative to their level of exports, which resulted in an increase in theirr Curent Account Deficit
(CAD). The challenges that pertain to the long-term viability of India’s CAD were the focus
of the study, which covered the years 1971-2018, According to the findings, the levels of
CAD that constituted a cntical threshold were ©2.1% and 3.4% of GDP for the pre-reform and
post-reform periods, respectively”, Similarly, Sharma, P, (2019) examined the reasons for the
country s “current account deficit.” The study was based on secondary data obtamed from a
vanety of sources, including reports from the International Monetary Fund, the Reserve Bank
of India, and the Economic Survey (ES). The impact of trade imbalances on India’s current
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and capital accounts has been addressed, as well as the relationship between the two. Findings

revealed that in Long-term, the correlation between the exchange rate and the current account
was shown to be negative. It has been suggested that there was a mismatch of currency rates,
as Indian exports have not been benefiting from the lower exchange rate, Therefore, export
competitiveness was unquestionably necessary to alleviate the disparity. On a similar note,
Patalay, S. (2018) found that the most important measure of macroeconomic health was a
country's current account deficit. In the study, the author examined the “current account
deficit (CAD)” in India and how alterations to the CAD mmpact the value of the rupee.
The author constructed a model to shed light on how Canadian dollars (CAD) affect the value
of the local currency (the Rupee). The model was developed using hypothetical data, with the
Indian economy and currency (in terms of $) serving as a case study, Since most Indian
transactions were seftled in US dollars, the model accounts for the impact of the Dollar's
Supply and Demand functions on the country's currency swings. On the other hand, Banday,
U. J., & Aneja, R. (2017) reported that Granger causality test findings supported the
Keynestan premise m India and showed that there was hidirectional causation between BD
and CAD. The findings, supported by the Cholesky decomposition approach, indicated that
fluctuations in macro vanables, including inflation, currency rate, interest rate, and money
supply (MS), lead to CAD and BD. The beneficial consequences of fluctuating exchange rates
and rising costs, however, cannot be entirely avoided and can only be mitigated at most
Sumlarly, Fayaz, M., & Kaur, S. B. (2016) reported that to better create strategies for a
“sustainable Current Account Deficit” (CAD), an understanding of the elements impacting
the “current account™ was essential. The study aimed to add to what has been known about the
causes, dynamics, and pattems of India’s current account deficit since 1996, Long-term
relationships were detennned using the Johansen Comntegration method, wlule short-term
relationships were deduced using the “Vector Error Correction Model (VECM).™ A “long-min
equilibrium™ link between the cwrrent account and the vanables of mterest was indicated by
the findings of the Johansen Cointegration test, suggesting that these factors affected India’s
current account. The analysis found that an improvement in India’s current account would
arise from a steady rise m 1ts Net Foreign Assets (NFAs), while an merease in imports caused
by a weakening currency would keep the country’s CAD under pressure. On a simular note,
Kalita, M. S. (2016) aimed to investigate the intemal and external effects of CAD on India’s
economy. The technique was exploratory, and the data came from secondary sources like RBI
bulletins and publications. Findings showed that over the course of the past two months, the
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Reserve Bank of India had announced a number of steps intended to reduce fluctuations in the

“country’s currency exchange rate.” The Reserve Bank of India (RBI) has set curbs on

mndividual outbound foreign currency transactions and outbound Indian direct investment. On
a similar note, Singh, T. (2015) examined the “intertemporal budget constramnt (IBC)” and
the viability of “current account deficits (CADs)” in India. Annual data from 1950-1951
through 2009-2010 were utilized to estimate the long-run model. There was a preponderance
of evidence m favor of comtegration between imports and exports, as opposed to evidence
that was etther neutral or contradictory. The validity of IBC and the long-term viability of
CADs were confirmed by estimations of the slope parameter greater than zero and by the
preponderance of support for co-mtegration between imports and exports. For mflation
control, increased export competitiveness, and stable foreign exchange rates, sustamable
short-tenn management techmques must be pawred with long-term productivity gains. On a
sumilar note, Seshaiah, S. (2014) stated that recent years had seen a lot of focus on India’s
current account performance since it has become a politically and controversially charged
topic. Very little research has been done on what caused current account deficits, especially m
India, following liberalization. Authors have identified the short-tenn and long-term factors
that contributed to cumrent account deficits by employing the “vector error correction
mechanism.” the “Vanance decomposition,” and “the Johansen Cointegration method.” It
appeared from the data that the “current account deficit™ was significantly linked to savings,
mvestment, & economic openness in the “long run.” Deficits in the “current account™ were
mpacted by the degree of economic openness by 33.96 percentage points, and by fiscal
deficits, savings, the real exchange rate, and the output gap, collectively, by 35.42 percentage
poimts. While, Kubendran, N. (2013) stated that Dr. Bimal Jalan (Former Governor of the
“Reserve Bank of India™) premiused on the long-term viability of India’s current account and
external sector situation durmg the past two decades. The study suggested, based on empincal
data, that India’s current account deficit has widened due to a worsening trend in goods trade
and an unfavorable pattern of traded commeodities, and that the deficit was unsustamable if it
continues 1o grow at its curent rate. On the Basis of the findings of the study, the Indian
govemment should mmplement policies like a tanfl wall for gold mnports, complete
elimination of petroleum product subsidies, and a peak rate of unport tanff” on unnecessary
consumer goods in order to reduce the trade defict, stabilize the “current account defient,” and
maintain a sustainable “balance of payments.” Similarly, Tiwari, A, K. (2012) examined the
oil and non-oil exports and imports over time to uncover the “sustainability™ of India’s
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“current account deficit.” Due to the fact that unit root analysis revealed structural changes m
both vanables, the author conducted a comtegration study with structural breaks to get the
final destination. While the author could not find any evidence of a long-nmn association
between o1l imports & exports but found substantial indication of a “long-run relationship™
between non-oil imports & expoits, that means that India can sustain a trade deficit for goods
other than oil, not vice versa.

Research Questions

What 1s the impact of cuirent account deficit on the economy of India m past 10 years?
What is the unportance of a sustainable current account deficit?

How does a current account deficit work?

What is the current status of the current account deficit in India?

Methodology

A plan for conducting an empincal mvestigation 1s known as a research techmque. One
approach is to look at the methods rescarchers use to complete their tasks. A number of
research techniques were mvestigated, along with the underlymg assumptions and procedures,
The researcher must be well-versed i a munber of research methods. Secondary mformation
acquired from a number of freely accessible sources was used m the research. The analysis
mecluded 153 articles from different publishers. These publications were obtamed from several
mtemet sources, including Science Direct, Research Gate, Google Scholar, Scopus, and
others. In addition, 68 papers were chosen for the second screening based on thewr titles,
keywords, abstracts, and other relevant details. The 33 papers that passed the final screening
were exammed for comrecmess, extermal mmpacts, citations, and review procedures. The

sereemng method for the study is shown m Figure 3.
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Initial Screening and Evaluation

N

S\Z

Initial vestigation led 1o the identification of 153 studies mn total.

N

Second Screening

\Z

The articles were chosen based on submissions, keywords, titles, abstracts, and contents.

.4

After a second screemng, 68 studies that were relevant were chosen.

\Z

Final Selection

Z

\Z

Final screening resulted m the selection of 33 studies for analysis.

Figure 3 Screening Procedure

Discussion

In the context of the review study, several authors’ perspectives and findings from earhier
studies on the Decrease in India’s CAD status in the past 10 years were looked mto and
assessed. Many authors contnbuted their opimons on the current account deficit, its effects,
and India’s present situation with it. The study used a screeming methodology, mn which the
articles used for the mvestigation were carefully exammed. 33 publications, i all, were found
dunng the mvestigation to have relevant information. Several of the reviews that were

supplied will be examined in this section.

According 1o the numbers, a major contributor to India’s rising trade imbalance was
the country’s reliance on energy and fossil fuel mports. The political tension caused by the
conflict between Russia and Ukraine has resulted m an exogenous shock, an mncrease in the
price of gude o1l, which has had an undesirable impact on the trade balance & caused the
value of the rupee to decline (Banmk & Velamun, 2023). While Calderon, et al., (2007) hone
down on low-income countries and those with growing economes. The authors observed,
among other things, that the current account deficit worsens due to things like a nse in the
“real exchange rate” (in line with the Mundell-Fleming model) and a decline m the overall
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terms of trade (i line with the impact of Harberger-Lawrsen-Metzler, HLM). According to the

findngs of the research camed out by Taklu, (2022), economists generally favor a deficit of

about -3 percentage pomts. Foreign ivestors always express concern over anything over that
level. There should be no fear of having a negative current account deficit for a country like
India. However, a large and ongomng gap in the current account should be avoided under ail
circumstances. According to Thomas, (2019), the positive effects of growth i gross exports
of the primary traded services would be nullified if the “import™ portion of business services
“exports™ continued 1o climb n the future, having a negative impact on India’s CAD. The
concerning thing was the 13-year downward trend in the “domestic value-added content of
exports™ across all “service sub-sectors,” which was seen between 1995 and 2008. Whereas,
as per the AKCAYIR, (2023), the increased budget deficit mught cause a current account
deficit even if the country has a savings surplus. The greater savings deficit might cause the
govemment 10 have a current account deficit despite 1ts budget surplus. While Kathiravan, et
al., (2023) stated that according to Livenunt, a $10 per barrel declme in oil prices reduces the
current account deficit by $9.2 bilhon. That amounts to over 0.43 percent of GDP, a measure
of economic output. According to the findings of the research cammed out by Chitgupi, (2018),
the “current account as a percentage of GDP™ was -1.5 i 1980-81 and worsened to 3% in
1990-91 as a result of the “balance of payments™ cnsis. During the period 1992-2000, the
ratio somewhat improved, hovering around -1.14 percent on average, thanks to the New
Economic Policies of 1991-1992. India has not had a “current account surplus” in the
previous 35 years, with the exception of four years m the early 2000s (2000-03). Strong
exports and a trade boom in the information technology mdustry drove the surplus to a high of
2.2% in 2003-04 and a low of -4.7% in 201213, when oil prices rose, and gold imports were
high. India’s average “current account deficit™ as a percentage of “GDP" from 1980 through
2015 was 1.47 percent. According to Sangvikar, et al., (2019), the curent account deficit has
nsen to about 2 percent due 1o the mflux of electronic goods and the nise m the price of oil.
13.5 billion US dollars, or 2% of GDP, was the size of the “current account deficit” in the
balance of payments. It’s a huge increase from the S8 billion recorded at the conclusion of the
December 2017 quarter, Moreover, as per Ramaknishnan, et al., (2020), the data indicated thar
the pre-reform and post-reform thresholds for CAD were 2.1 percent of GDP and 3.4 percent
of GDP, respectively. Using probit regression for the time span 1971-2018, authors then
calculated the likelihood of a cnisis owing to CAD given the threshold level For the analysis,
the authors selected a 2% CAD cut-off because that was the standard established by the
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academic community. As per Behera & Yadav, (2019), after staying below 1.6 percent of

GDP from 1991 to 2008, India’s CAD jumped rapidly to 4.8 percent of GDP in 2012-2013,
from roughly 2 percent of GDP i the quarter ending December 2017 and was hkely to ¢chmb
owing to rising oil prices. As projected, “the CAD climbed to 2.7 percent of GDP in the first
halfof 2018-2019, which further broadened to 2.9 percentof the GDP in the second
quarter of the fiscal from 1.8 percent m the simlar period of 2017-2018."

6. Conclusion

The gap between the country’s exports & its imports, known as the “current account deficit™,
15 an essential measure of the state of the economy. A “developing economy™ will always be
forced to mun a current account deficit because it must borrow more money to pay for its
vanous forms of economic development as the country expands and 1ts population nses, CAD
1S a possible danger to a country’s economy. notwithstanding the many strategies connected to
transitioning to cheaper spending options and cutting overall expenditures. The present
merease m bomrowing indicates a movement of Indian cash out of the country, which puts
pressure on the value of the rupee. A substantial value of the “current account deficit” can
eventually lead to economic instability, but only if countnies do not follow a strategy of
allowmg thewr exchange rates to fluctuate. Numerous policymakers, academics, economusts,
and members of a vanety of other groups in the academic world of economics have been
passionately arguing and doing research on the topic of “what is the sustamnable level of
current account deficit that will prevent an economy from collapsing into a crisss, ete.”

In the last three months of 2022, India’s current account deficit shrank 1o $18.2 billion, or 2.2%
of GDP, from $22.2 billion, or 2.7% of GDP, a year earlier, and below projections of $23 billion.
Exports of services, such as software, business, and travel, drove a 24.5% year-over-year mcrease m the
surplus from $27.8 billion to $38.7 billion. A $28.5 billion increase in the surplus from secondary
income was also recorded, There was a 31.7% increase to $30.8 billion in private transfer receipts,
which largely reflect remittances sent home by Indians working abroad. However, the goods deficit
expanded to $72.7 billion, up from $59.7 billion, and the pnimary deficit grew to $12.7 billion, up from
S1L:S hillion, mostly as a result of payments related to investment mcome. Compared to the $25.3
hillion deficat, or 1.1% of GDP, in the Apnl-December 2021 penod, the country’s current account gap
increased to S67 billion, or 2.7% of GDP, m the Aprnil-December 2022 penod (source: reserve bank of
India).
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The gap between the mnflux and outflow of foreign exchange in India has decreased to $18.2

billion, or 2.2 percent of GDP, in the October-December uarter (Q3FY23) from $4.4 billion, or 44
percent of GDP, in the previous quarter, according 1o the data released by the “Reserve Bank of India
(RBI)."

“it has been anticipated that the magmitde of the CAD to contimue to dechine, to roughly $10-12
billion i Q4 FY2023, due to a significant reduction m the average trade deficit m January-February
2023 compared to the previous three months, The resulting forecast for the CAD in FY 2023 1s $77-80
billion (-2.3 percent of GDP), which 1s far lower than the levels of concern i mud-2022" (Sen, 2023).

Fmally, 1t 1s possible to dentify a vanety of imtiatives India mmght take to reduce 1ts CAD. The
first thing the government can do to boost exports is to streamhne regulations & export procedures, as
well as negotiate more favorable “trade agreements” with other nations. It can potentially increase

India’s export profits and namrow the country’'s trade gap.

Second, the government might encourage domestic manufacture of commodities that are now
imported to merease import substitution. It can be achieved by providing subsidies to domestic
producers and inposing tanf¥s or import fees on selected items.

Finally, by mvesting m its infrastnicture, technology, and education, India can increase domestic
economic productivity and competitiveness. India’s current account deficit may be reduced as a result of
these efforts, which aim to boost exports and decrease the trade imbalance.
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