

Inflation-centric policies of RBI are hurting the exporters’ competitiveness: ASSOCHAM 

As the Dollar plunges by 3.09 per cent against Indian Rupee since the beginning of the fiscal, Indian exporters are struggling to maintain their competitiveness in global markets inspite the low profit margins and lack of deep and liquid hedging market in the country, the Associated Chambers of Commerce and Industry of India has said.  

The growth rate of more than 8 per cent for continuous last four years has started bringing out its after-effects. Though the Indian economy holds a huge potential of growth and is a good investment destination, the economic cycles have temporarily upset the monetary system of the economy. The excess demand pressures over the limited supply led to the inflation touch the high of 6.46 per cent creating turbulence in the economy. The Reserve Bank of India raised the cash reserve ratio by 50 basis points to 6.5 per cent and the repo rate by 0.25 per cent to 7.75 per cent on March 30, 2007 as a knee-jerk reaction towards curbing inflation. Now, the RBI is refraining itself from interfering in the foreign exchange market by buying dollars so as to prevent rupee from appreciating. 

According to ASSOCHAM, the exports contributed around 17 per cent in the GDP and as the exports have grown by 22 per cent during the period of April-February 2006-07, more than double the rate of GDP growth rate. Going by this principle, any decline in exports is bound to harm the growth of the economy. 

The appreciation of Rupee began from the current fiscal when the dollar rate moved down to Rs. 42.9 and then in couple of days it touched the seven-year low of Rs. 41.8. If Reserve bank maintains its stance in tightening the liquidity in the market and hence doest not intervene in foreign exchange market, there are little chances that exports would sustain the growth momentum, said ASSOCHAM.

An analysis of monthly data of exports and exchange rates establish this particular fact. As the dollar fell to Rs. 45.47 from Rs. 46.17 in October last year, the exports also witnessed a negative growth of 8.5 per cent as compared to month of September. Continuing the downward trend, exports declined by 0.28 per cent in following month with 1.36 per cent fall in dollar rate. Rising marginally to $ 9900 million in December from $ 9835 million in November. The trend continued in January and February also, with –2.54 per cent and 0.54 per cent growth in exports as the dollar depreciated by 0.68 and 0.39 per cent respectively.   

The Chamber feels that the foreign trade structure of India does not favor a strong Rupee vis-à-vis dollar. The top commodities exported by India including chemicals, textiles, leather, gems and jewellery. Most of the manufacturers and exporters in these sectors are small or medium sized operating at low margins. Hence, it is not possible for them to absorb the currency risks. Also, the hedging market in the India are not so developed with the hedging cost high enough to be out of reach for the majority of the exporters. With the increasing cost of money due to hike in interest rates, lack of infrastructure, competition form Asian economies, and now the burden of declining dollar, the exporters would have a really tough time in this financial year. 

The economy cannot afford any brunt on its exports, as it is one of the largest providers of employment in the country, said ASSOCHAM.

Policies of the Reserve Bank are becoming too inflation-centric and are harming the interest of the business community in India. According to the Chamber, the idea of making imports cheaper by letting rupee appreciate could hurt the economy severely in the long run. The exports cannot be kept at ransom by RBI for controlling inflation. 

The Foreign Trade Policy for the year 2008 has set an export target of  $160 billion. ASSOCHAM has said that the incentives introduced to boost the exports like expansion of Focus Product and Focus Market schemes, continuation of Duty Entitlement Passbook Scheme, exemption of service exports from service tax, would certainly help in reviving the declining growth rate, yet do not compensate for the foreign exchange market disturbances.  
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