14.05 hours
The Lok Sabha re-assembled after Lunch at five minutes past Fourteen of the Clock.

(Shri Basudeb Acharia in the Chair)

CALLING ATTENTION TO A MATTER OF URGENT
PUBLIC IMPORTANCE

Title: Regarding situation arising out of reported decline in the value of rupee in Foreign Exchange market and
steps taken by the Government.

MR. CHAIRMAN: We shall now take up item No.12.

SHRI KIRIT SOMAIYA (MUMBAI NORTH EAST): | call the attention of the Minister of Finance to the following
matter of urgent public importance and request that he may make a statement thereon:-

"The situation arising out of reported decline in the value of rupee in Foreign Exchange market and steps
taken by the Government in regard thereto. "

THE MINISTER OF FINANCE (SHRI YASHWANT SINHA): Mr. Chairman Sir, the exchange rate of the rupee
against the US dollar in India is market determined. The nominal exchange rate of the rupee vis-a-vis the US dollar
moves in both directions on a day-to-day basis, depending on the demand and supply conditions in the foreign
exchange market in India, and strength of the US dollar against other major currencies in the international markets.

The exchange rate developments are closely monitored both by the Government and the Reserve Bank of India.
The Reserve Bank of India intervenes in the foreign exchange markets, as and when necessary, and deploys
suitable monetary and other measures to effectively counter speculative pressures on the rupee to even out lumpy
demand and supply and to ensure orderly foreign exchange market conditions. The long-term measures undertaken
by the authorities include fostering macro-economic stability, pursuit of rapid growth of output and productivity,
regular monitoring of developments in the balance of payments and institution of appropriate policy measures so as
to keep the level of current account deficit within suitable levels and to manage capital flows consistent with the
country™s requirements of external financing and build up of foreign exchange reserves. These measures have
helped to maintain reasonable stability in the external value of the rupee during periods of external pressures and to
maintain the level of exchange rate consistent with the preservation and improvement of India™s external
competitiveness.

More recently, the exchange rate of the rupee against the US dollar had been under downward pressure from mid-
May 2000 to mid-June 2000 and again since the third week of July 2000. The exchange rate depreciated from
Rs.43.655 per US dollar at the end of April 2000 to Rs.45.785 on August 17 2000, a depreciation of about 4.7 per
cent. | may mention here that the US dollar has also appreciated in value in relation to other major currencies during
the same period. For example, between 15t July 2000 and 2" August dollar appreciated by nearly 4.0 per cent
against Euro, by 3.2 per cent against Japanese Yen, and about 1.5 per cent against Pound Sterling. As a result of
the movement of US dollar against these currencies, rupee strengthened against Euro by as much as 2.5 per cent,
and by 1.5 per cent against Yen, and remained stable against Pound Sterling. These currencies (Euro, Pound and
Yen) are currencies of India™'s other major trading and investment partners.

Thus, while it is true that the rupee has depreciated against the dollar during the last nine weeks or so, it is equally
true that rupee has sharply appreciated or remained stable against currencies of its other major trading partners in
Europe, the U.K. and Japan. The market correction in the exchange rate will also offset

some of the competitive disadvantages arising from the sharp depreciation of currencies of our competitors in South
Asia and neighbouring countries. This is expected to help our exports, the growth of which had faltered in recent
years. Rupee depreciation is also expected to restrain imports and will help strengthen our efforts at cost effective
import substitution.

SHRI KIRIT SOMAIYA (MUMBAI NORTH EAST): Mr. Chairman Sir, | thank the hon. Finance Minister for
responding in positive manner, but | would like to draw his attention that yesterday only once again the rupee lost
20 paise against the dollar. The whole country, the industry and the economy, is paying attention to it. Is it the crisis
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"The net oil import bill could jump to dollar 16 billion from dollar 12.3 billion of the previous year if the
current firm trend in global crude price is continued. "

14.19 hours (Mr. Deputy-Speaker in the Chair)
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DR. NITISH SENGUPTA (CONTAI): Mr.Deputy-Speaker, thank you very much for giving me this opportunity. | am
afraid, the matter has become much more serious than the casual manner in which the Ministry of Finance has tried
to view this.

From the month of May the rupee has been on a downward trend and all efforts to arrest this trend have failed.
There is no sign of any effort to arrest this fall. The point is if it goes on like this, if the falling trend is not arrested, it
may become difficult.

If this falling trend is not arrested, | am afraid, with the rising oil price -- according to the report, it is likely to be 16.5
million dollars in the next year -- it will be an unbridgeable gap. There will be no escape from, once again, having to
approach the IMF with the begging bowl, a contingency which we should try our best to avoid.

Sir, to my mind the RBI has not acquitted itself particularly well in exercising the kind of monitoring and supervision
which should be done over the foreign exchange dealers, especially the foreign bankers and others, who seem to
have a complete sway in exchanging rupee into dollar and all that. So, there is time for much greater vigilance by
the RBI over dealers in foreign exchange, particularly the foreign banks.

Secondly, many exporters, who have been given a free run, are reported to be keeping large volumes of their



export e.alrnings' abroad especially software p-)eople and many other éxporters also. Sb, I-thini(, a time has come
when the RBI, once again, should pursue a vigorous policy in telling them to bring back their proceeds to India so
that part of the visible gap can be released.

Thirdly, the fiscal concessions to the exporters which were introduced, | think, when Shri N.D. Tiwari was the
Minister of Finance about ten years ago and then subsequently | also handled the Budget for some time, specially
concessions like 88 (h) (d), to my mind, have done a lot of help to the exporters to export because basically the
Indian industry seldom wants to export unless there is an artificial sop. The fiscal concessions are much better than
giving them subsidy. The hon. Minister of Finance might considera€”it is my suggestiona€”whether some of these
concessions which were withdrawn abruptly in the last Budget, can be restored again so that exporters can go on
planning on a long-term basis, instead of being suddenly having to stop their process of exports because the basis
on which they plan their exports has suddenly been withdrawn.

Sir, a lot of projects have been approved by the international agencies like the World Bank. | do not know the
present figure. | am sure it will be in the region of 50-60 billion dollars. They cannot be implemented because of our
own procedural hurdles and bureaucratic problems, etc. ...(Interruptions)

MR. DEPUTY-SPEAKER: Please come to the question.

DR. NITISH SENGUPTA : Sir, that is the question. | would like to know whether there can be any way to ensure
that these projects are implemented very quickly so that the committed foreign flow can be realised in actual
practice.

Lastly, | would like to know whether the Government would like to raise the interest rate. | am saying it as a
temporary measure. | follow the general principle of falling interest, which is good for the economy in the long run.
But, at present, we are facing a near emergency situation.

THE MINISTER OF FINANCE (SHRI YASHWANT SINHA): Sir, | am grateful to the hon. Members who have raised
this issue.

I would like to hasten to add that it is not my intention to sound either casual or complacent. The situation which has
arisen is certainly not one of the best that any Minister of Finance or the Central Bank Governor would like to
handle. It is a difficult situation, but there is no reason to panic. This is what | wanted to say. In that context, | would
like to point out that this is not the first time, after March, 1993, when the rupee was made fully convertible on the
current account. This is not the first time that there has been some volatility in the market and depreciation of the
rupee. History shows that in October, 1995, there was considerable volatility in the market and the value of the
rupee declined. It touched Rs. 36 to a dollar. In Jan, 1996, again there was volatility in the market. In August, 1997,
again, there was volatility in the market and the value of the rupee against the dollar had declined. Similarly, in
November, 1997, we faced a major problem in the exchange market.

In 1998 summer, when sanctions had been imposed, we faced volatility in the foreign exchange market and after
that we are facing the current situation in 2000. So, the volatility in the foreign exchange market, temporary
mismatch between supply and demand and some depreciation of the rupee is something which has happened over
a period of time and the rupee has actually depreciated.

The second issue which | would like to point out before the hon. Members is that the Reserve Bank of India has not
kept quiet, as has been pointed out. In fact, whatever the newspapers might say or some forecasters might say, the
Reserve Bank of India, on this particular occasion, has come out with four or five very important policy statements
from time to time. Starting from May till August, they have explained in great detail what the situation is and how
they look at the situation. Any student who has been following this, would be aware of what the Reserve Bank's
point of view is. There is absolutely no contradiction between the point of view of the RBI and the point of view of
the Government.

| would also like to say that the RBI has said - and that is also the Government's point of view — that when the
rupee is being traded in the foreign exchange market, it is market-determiner | would like to emphasise, despite
what Shri Narayan Datt Tiwari has said, that the RBI has said clearly that we are not targeting a particular
exchange rate. We are not saying that the rupee should be at this level vis-a-vis the dollar, or at any other level.
We are not targeting that. The RBI's and the Government's policy is that we will prevent undue volatility in the
market. We will not let the speculators take over the market.That is what we want. We want orderly conditions to
prevail in the foreign exchange market and that is why the RBI has taken a number of steps.

Shri Kirit Somaiya was asking me where would the rupee stop. In the same vein, Shri Narayan Datt Tiwari said that
some people are forecasting that the rupee will touch 50 to a dollar. | am not surprised at all. | have lived with the



situation for almost 28-29 months. | remember, in 1998, there were people who were forecasting that the rupee is
going to touch Rs.50 to a dollar at the end of 1998. That has not come to happen. So, let us not be given to the
doomsday soothsayers. There is no reason whatsoever to panic.

As far as foreign exchange reserves are concerned, let me say that we have, since March, 1998...(Interruptions)

SHRI NARAYAN DATT TIWARI : My question was, why did anybody not controvert that statement by the State
Manhatten Bank. It should have been nipped in the bud at that point of time. Somebody should have contradicted
that.

SHRI YASHWANT SINHA: Sir, the RBI has repeatedly explained its policy and its position. There are a whole lot of
people who are making predictions in India and outside. You do not go round challenging everyone and joining into
it. It becomes self-defeating at times.

| would also like to add that during the last two years, that is 1998-99 and 1999-2000, after we assumed office in
March, 1998, we have added nine billion dollars to our reserves. In the last four years, we have added sixteen
billion dollars to our reserves. Therefore, at the end of March, 2000, when the foreign exchange reserves of the
country were over 38 billion dollars, that was a tribute to the strength of the Indian economy and the policies which
have been followed consistently. Since the time of the Narasimha Rao Government, we have been adding to our
reserves. Let me point out that this is again not the first time that there has been some drawing down of reserves. In
March, 1994, our reserves were 25 billion dollars and in March 1996, that is, one year later, they came down to
21.6 billion dollars. There was a draw down of over 3.5 billion dollars. Now if there has been a draw down of
something like two billion dollars in this year, it is not a matter of concern at all.

| say this because reserves are after all to meet a situation of this kind. Therefore, | would like to say that the
economic fundamentals of our country are strong.

Shri Kirit Somaiya was asking why it is happening and what is so special this year, and if economic fundamentals
are strong, why there is a pressure on the rupee vis-a-vis the dollar. The reasons for this have to be found outside,
in the external situation and not here. The external situation is that there was a fear that the US economy was going
to get into some kind of a trouble. That has not come to pass. The US federation has increased the rates in order to
slow down the US economy. The difference between our interest rates and their interest rates has narrowed down.
From world over, money has flown back to the US and that is the reason of why there has been pressure on all the
major currencies of this world, including the rupee. Therefore, this is a temporary phenomenon.

The question of oil imports has been raised. Let me assure this House that we have, even at our current foreign
exchange holdings, over seven months worth of imports in terms of foreign exchange reserves. So, what is the
reason to worry? | would like to say that our economic fundamentals are strong, industrial production is almost at
the same level as last year, agriculture promises to be good, the kharif rains have been good and therefore,
agriculture should be normal. There are people who are forecasting. It is not the Government which is saying;
everyone is forecasting 6.5 per cent growth rate. There are others who are saying that we will have a€..
...(Interruptions)
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We take, for instance, the value of the rupee vis-a-vis the dollar and other currencies. Let me put it in perspective.
From January this year to till date, what has been the depreciation of the rupee? It is 5.13. The depreciation of the
British Pound against the dollar is 9.16. The depreciation of the Euro is 10.97. The depreciation of the Yen is 3.88.
Yen is the only currency which has depreciated a little less than the rupee. So, let us not worry about it too much. |
am not saying that we will not worry about it at all. We are worrying about it, but things are improving.

The exports of this country, in the first quarter, have risen by 27 per cent. A reference was made to outflow by the
foreign institutional investors. My information is that in the month of August, again, they have turned positive.
Therefore, the only thin line of worry in the whole situation is the question of the rise in oil prices because if they
have touched almost 33 dollars to a barrel, then naturally, our import bill of oil is going to go up in terms of value.
But Sir, as | have said earlier, let me assure this House and assure the nation that we have enough resources to be
able to take care of the situation. Why is it temporary? It is because our experience shows that this kind of a
situation has never lasted for a long time. We have been able to get the better of it. We will certainly get the better
of it on this occasion also.

Finally, Sir, let me say that as far as our policy is concerned - the Government's policy, the RBI's policy — it is a
two-pronged policy.



The first part of that policy is that we will continue to take steps to curb speculation, to curb volatility in the market.
The second part of the strategy is that we have adequate reserves to meet genuine demand of importers and
others in this country. A suggestion has been made by Dr. Nitish that we should raise the interest rates. The RBI
has already raised the interest rates once by 100 basis points. Sir, the hon. Member would be aware that in my
regime | brought down the interest rates by 200 basis points. We have gone back half way now. | do not think, the
situation has come as yet when we have to raise the interest rates again. But let me say that this is a situation
which has to be handled with a great deal of care because if we overstep, on the one side, we will harm the growth
of the economy. If we do not take adequate steps, then there might be undue volatility in the market. Given these
constraints, we have to choose the best policy option. | am confident that the RBI, so far, has done extremely well in
controlling the volatility in the forex market, and they have explained their policy and the Government™s policy very
clearly in this regard. Thank you. ...(Interruptions)
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SHRI KIRIT SOMAIYA : Sir, | would like to seek only one clarification regarding the export earners™ foreign
currency account.

SHRI MADHAVRAO SCINDIA : Sir, all | wanted to say is that more than the falling value of the rupee, what is the
matter of great worry is the supreme confidence of the Finance Minister as he stands amongst the ruins.



