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INDIA’S RECENT ECONOMIC PERFORMANCE AND FUTURE OUTLOOK — NEED FOR CAUTIOUS OPTIMISM
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ABSTRACT

The housing bubble in the US caused by unmindful lending without any modicum of financial prudence led to the financial crisis in the US which in a short time
snowballed into the global economic crisis because of the integrated nature of the globalised economy. The effect of these was the steep decline in global growth,
plummeting global trade, severe liquidity crunch, failure of banks both in the US and many other countries, free fall in global stock markets, rising unemployment
and loss of livelihood and increase in poverty and food insecurity. Indian economy which was the second fastest growing economy in the pre-crisis era did
experience the impact of the debilitating global crisis. Though the economy is driven to a large extent by domestic consumption, many sectors of the economy
experienced a slow down and growth rate in the crisis year fell to 6.7 per cent from 9 per cent in the preceding year. The stimulus package implemented by the
government led to the revival of the economy in 2008-09 and the economy is back in the growth path in 2009-10, and expectation are that in 2011-12 it will
return to the 9 per cent plus growth rate. Though the Indian economy has staged a quick recovery, there are several challenges in the future growth path.
Therefore it becomes imperative to take stock of the performance, progress made and the challenges ahead in order to ensure that adequate measures are taken
to overcome the challenges and ensure sustained growth.

KEY WORDS

Global crisis, Stimulus package, Strong domestic consumption, Revival

INTRODUCTION

he housing bubble in the US caused by unmindful lending without any modicum of financial prudence led to the financial crisis in the US which in a short

time snowballed into the global economic crisis because of the integrated nature of the globalised economy. Countries across the world have been

severely impacted by the crisis because banks of many countries had invested in the US banking system which was on the verge of collapse. Declining
consumption trends in the US which is the largest market of the world, greatly affected the export reliant economies. The cumulative effect of all these was the
steep decline in global growth, plummeting global trade, severe liquidity crunch, failure of banks both in the US and many other countries, free fall in global
stock markets, rising unemployment and loss of livelihood and increase in poverty and food insecurity. Though many experts such as Milton Friedman, Paul
Krugman etc., had warned of the housing asset bubble and the risks that it posed to the US economy, the consistent rise in real estate prices backed by
unmindful lending without any modicum of financial prudence ensured that nobody really cared or took heed of the warnings.
The crisis, which first manifested in the fall of Lehman Brothers led to failure of many banks both in the US and across the world. Government’s in many of the
countries came out with stimulus packages to save their banking systems from the verge of collapse and even economies without much financial exposure to the
US banking system such as India also had to come out with stimulus packages in order to ensure that their economies do not slip into recession. The crisis
effectively debunked the theory of de-coupling touted by certain economic experts and proved that crisis in any major economy would have a telling impact on
the global economic affairs.
The emerging markets have weathered the crisis in a much better manner than most of the countries in the developed world. The Indian economy though,
impacted by the crisis has been quick to recover and expectations are that in 2011-12 it will return to the 9 per cent plus growth rate which it recorded in the
few years immediately preceding the crisis. This paper analyses the impact and response of the Indian economy and also the likely future trends in light of the
emerging scenario in the global landscape.

RESEARCH METHODOLOGY

This paper is conceptual in approach and the authors have conducted a literature review before embarking on analyzing the present and future trends. The
authors have relied on secondary data and the period considered for the study is 2006-07 to 2010-11.

NEED FOR THE STUDY

Indian economy which was the second fastest growing economy in the pre-crisis era did experience the impact of the debilitating global crisis. Though the
economy is driven to a large extent by domestic consumption, many sectors of the economy experienced a slow down and growth rate in the crisis year fell to
6.7 per cent from 9 per cent in the preceding year. The stimulus package implemented by the government led to the revival of the economy in 2008-09 and the
economy is back in the growth path in 2009-10. Though the Indian economy has staged a quick recovery, there are several challenges in the future growth path.
Therefore it becomes imperative to take stock of the performance, progress made and the challenges ahead in order to ensure that adequate measures are
taken to overcome the challenges and ensure sustained growth.

LITERATURE REVIEW

Achal Raghavan (2009) stated that with the economy showing signs of recovery, now is the time for corporate leaders to retain the gains made in operational
efficiencies, and focus on emerging growth opportunities in the marketplace. Balaji CD (2009)" concluded that, the financial crisis not only signals the need to
shift from pure market fundamentalism to a better regulated financial system but also underscores the need for robust regulatory mechanisms on a global basis.
Balaji CD (2010)” opined that the Indian economic fundamentals are strong and the economy has the capacity to absorb capital and generate good returns. The
economic slowdown and tight labour market conditions might lead to defaults in retail loans. Therefore the Indian banks would do well to take measures to
expand credit without diluting lending norms. Dinesh Babu (2010) stated that the impact of the crisis rapidly developed and spread into a global shock resulting
in a number of European bank failures and declines in various stock indexes, and large reductions in the market value of equities. Errol D’ Souza (2009) opined
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that the massive government borrowing programme has resulted in a hardening of the yield on government securities which adversely affects aggregate output.
As financial markets have factored in a lack of commitment to fiscal correction, as conditions improve the intentions of the fiscal stimulus have been impeded.
Krishna Reddy Chittedi, Santhosha Banthini (2009) in their paper analysed the recent trends in financial crisis emphasizing on the severity of crisis in various
segments of the real economy and suggested the need for co-ordinated fiscal policies to come out of recession.

INDIAN ECONOMY - REVIVAL AFTER THE SLOW DOWN

At the onset of the crisis, a number of economic experts pointed out that since the Indian economy is not export dependent and majority of the Indian banks
having very little exposure to the troubled banks in the US, the crisis would not have any significant impact on the Indian economy. This phenomenon was
termed as ‘decoupling’ and India was pointed out to be an instance of an economy which was decoupled and therefore insulated from the problems faced by
the global economy. The reality however, proved otherwise. The Indian economy was also affected by the crisis and it was proved that in today’s globalised
world, financial and economic integration are realities and no economy can be said to be completely decoupled.

As a result of the crisis, India’s economic growth slowed down in all sectors and the GDP growth rate fell from a peak of 9.7 per cent in 2006-07 to 6.7 per cent in
2008-09. Even though the economy has quickly recovered and is expected to grow at 8.8 per cent in 2009-10 and nine per cent in 2010-11, it is an undisputed
fact that the slowdown impacted the job market and increased the number of people living below the poverty line. The crisis did not spare even the technology
sector with the growth rate of IT and ITes exports dropping significantly. The Indian banking sector remained largely insulated because of the cautionary policies
followed by RBI and has now become a case study on prudential practices.

INCOME AND GROWTH RATES

India’s per capita income at Rs 44,345 in 2009-10 was 10.5 per cent higher than the previous year. Based on 2004-05 prices, which factors inflation, per capita
income grew by 5.6 per cent last fiscal. Per capita income (at 2004-05 prices) was Rs 33,588 in FY10 against Rs 31,821 in the previous year.

Corporate earnings are also on the upsurge as indicated by the increase in advance taxes. The consensus estimate among experts is that corporate earnings
would grow by 20 per cent. This growth rate is achievable considering that the nominal economic growth would be upwards of 16 per cent (8 per cent GDP
growth plus 8 per cent inflation). The cause for cheer is that higher advance tax payments have been made by companies across sector indicating broad based
earnings growth.

The GDP growth which was averaging 9 per cent in the three years pre-crisis period declined to 6.7 per cent in the crisis year ((The 6.7 per cent growth was
achieved despite a fall in exports and industrial production as a result of better performance in the first half of FY 09) and slightly improved to 7.4 per cent in the
next fiscal (2009-10). The growth rate achieved in 2009-10, sustained India’s position as the second fastest growing economy in the world next only to China,
whose GDP grew by 9.1 per cent. Considering on a quarterly basis, the economy decelerated in the second half of 2008-09 and the weak trend continued in the
first half of 2009-10. Recovery started in the second half of 2009-10 and the monetary policy focus of the government shifted from crisis management to control
of inflation. The economic environment in the first six months of FY 2009 was markedly different from the scenario in the last six months. The second half was
characterised by slow growth and decline in the inflation rate while both the growth rate and inflation were at a high level in the first half. During the current
fiscal (2010-11), the growth rate was 8.6 per cent during the first quarter as compared to 6 per cent in the corresponding period last year. Driven by good
performance of agriculture and manufacturing, the Indian economy grew by 8.9 per cent in the second quarter of the current fiscal, up from 8.7 per cent. This
resulted in overall economic expansion during the first half (April-September) to 8.9 per cent, up from 7.5 per cent a year ago. The size of the economy rose to
Rs 62,31,171 crore (Rs 62.3 trillion) in the last fiscal, up 11.8 per cent over Rs 55,74,449 crore (Rs 55.7 trillion) in FY09.

GOVERNMENT’S TAX REVENUES

Tax revenues are an indicator of the buoyancy or otherwise of an economy. Though substantial tax reliefs were granted to the individual and corporate
assessees in a bid to increase disposable income thereby reviving demand and spiking up economic growth, tax revenues grew significantly on the back of strong
performance of the corporate sector and the economy as a whole. The direct tax collections for the period April to December 15 (2010-11) rose 18% to nearly
Rs.3 trillion. During the nine month period corporate tax collections grew by 21.3%, personal income tax rose by 16.2% compared with the corresponding period
in the previous year.

Advance tax collections from India’s top 100 companies also grew 16.3 per cent in the first three quarters of the current fiscal. The government has set a target
of raising Rs.4.3 trillion through direct taxes in 2010-11, 11 per cent more than the previous year collections. Considering the collection trends upto mid
December, the actual collections for the year may even exceed targets.

Indirect collections grew by 42.3 per cent to reach Rs.2.07 trillion during April — November 2010 when compared to Rs.1.45 trillion collected during the
corresponding period last year. Customs duty collections were 67 per cent higher at Rs.86,844 crore as against Rs.52,011 a year ago. Customs duty, excise and
service tax collected during the said period added up to 66.3 per cent of the overall target of Rs.3.13 lakh crore set for the year. While the collection target from
customs duty for the entire year is Rs.1.15 trillion, the first eight months collections alone account for 75.5 per cent. Excise collections rose by 34.4 per cent to
Rs.81,894 crore from Rs.61,020 crore. Service tax grew by 18.2 per cent to Rs.38,927 crore from Rs.32,297 crore.

EXTERNAL SECTOR AND THE RUPEE

THE INDIAN EXTERNAL SECTOR — ON A REVIVAL MODE: India’s foreign which was growing at 20 per cent plus in the preceding three years of the pre-crisis
period suffered a setback because of the crisis. Exports which were $163.13 billion in 2007-08 rose to $185.29 in 2008-09 and fell marginally to $178.74 in 2009-
10. Imports which increased sharply from $251.65 billion in 2007-08 to $303.69 billion in 2008-09 fell to $288.4 billion in 2009-10. Though the US is our largest
trading partner and goods exports from US having quadrupled to $17 billion in the last seven years and service exports trebling to $10 billion, other than
software, India’s trade with US is lagging behind in all areas and in the manufactured exports space, the gap is much wider. With the growing differences
between US and China over the artificial undervaluation of the Chinese yuan, there is good scope for increased trade between the world’s largest two
democracies.

As a sign of revival of India’s foreign trade, during April — September 2010-11 exports increased by 28 per cent to $103.64 billion and imports increased by 29.9
per cent to reach $166.4 billion compared to the corresponding period last year. At this current growth rate, exports are set to cross the target of $200 billion.
Since imports have outpaced exports consistently, the trade deficit for the first six months of the current fiscal stood at $62.83 billion. New incentives and sops
worth Rs.1,052 crore have been announced in the annual supplement of the Foreign Trade Policy to boost the country’s external trade With these incentives,
the government is hopeful of $200 billion of exports this fiscal. Duty Entitlement Pass Book Scheme has been extended for six months till June 30, 2011, zero
duty EPCG has been extended for one year and more products have been added, number of additional products from leather, engineering, textiles and jute have
been added to the 2 per cent interest subvention scheme, additional benefit of 2 per cent bonus for 135 products under Focus Product Scheme, one per cent
Status Holder Incentive Scheme (SHIS) for technology up gradation has been extended till 2011-12 and more products have been added, benefits under Market
Linked Focus Product Scheme on garment exports to EU extended from October 2010 to March 2011, Barmer for handicrafts, Bhiwandi for textiles and Agra for
leather goods have been notified as towns for export excellence, steps have been announced for reducing the transaction costs of exports, leather sector
allowed to re-export unsold imported raw hides and skins and semi finished leather from public bonded warehouses without export duty, list of items entitled
for duty free import of gems and jewellery sector expanded, scrips issued under Served From India Scheme for service sector can be used for payment of duty on
import of vehicles.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT 454

A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories
WWWw.ijrcm.org.in



VoLuME No: 1(2011), I ssue No. 3 (JuLY) | SSN 2231-4245

RUPEE: The rupee during mid December 2010 was around Rs.45, much better when compared to the low points reached during the peak of the crisis. The
decline of the rupee commenced on September 15, 2008, when FIlI's commenced their selling spree as they moved from emerging markets and began to invest
in the US government’s paper. The rupee, fell to a two-year low of 46 against the US dollar, and the overall decline since April 2008 was nearly 15 per cent.
Overnight call money rates hit 12.5 per cent, the highest in almost two-and-a-half years. In the next few weeks, the stock markets fell to four-digit levels, the
rupee started hitting fresh lows on a daily basis and weakened to an all-time low of 52.13 in early March, and the call rate touched a peak of 21 per cent. As FlIs
withdrew $6.42 billion (around Rs 33,000 crore) from the Indian stock markets between September 2008 and March 2009, RBI sold $29 billion (Rs 149,706 crore)
to check the rupee's free fall and ensured that over Rs 600,000 crore of primary liquidity was pumped into the system. In addition, the government stepped up
spending and cut tax rates to spur demand. In the year 2009-10, despite the current account deficit at 3 per cent of GDP, the rupee appreciated against all major
currencies due to revival of capital flows which resulted in a surplus of $42.3 billion in the capital account. Data available up to now for 2010-11 indicate that due
to the strong capital flows, the rupee has remained strong in the range of Rs.45 to Rs.46. The RBI has been quite active in the market preventing further
appreciation of the rupee ostensibly to protect India’s export competitiveness. Whether this move is pragmatic or not will come to light only in the next few
quarters on the basis of oil prices. If oil prices cross $100, an estimate shared by some experts, the RBI move would prove counterproductive as it will make
imports costlier and widen the trade deficit.

FOREIGN INVESTMENT — FDI AND FlI

FDI: FDI at $25.88 billion in 2009-10 was 5 per cent lower when compared to $27.33 billion received in the previous year. During January — June 2009, the
country received investment worth $13.19 billion. FDI at $25.88 billion in 2009-10 was 5 per cent lower when compared to $27.33 billion received in the
previous year. The continued slow down in the Western countries and Europe is the reason for low inflows. The slowdown in FDI is definitely a cause for concern
because of the huge investment planned in the infrastructure by the government. An area of hope is M&A's. Pricewaterhouse Coopers has ranked India amongst
the top 3 emerging markets for the next 18 months in terms of attractiveness for deals. According to a recent Economic Intelligence Unit (EIU) study, M&A
Beyond Borders: Risks and Opportunities, the developing economies of China, India and Southeast Asia are attractive destinations for M&A deals, with 57
percent of the study’s global respondents stating that these countries would figure “significantly or very significantly” in their company’s M&A strategies, well
ahead of North America and Western Europe. Another important development is that in sharp contrast to the earlier trend, in the post recession period, Indian
FDI in the US is much higher than the US FDI in India.

Fll: Indian stock markets have already received Fll investment of $29 billion since July till November 24 2010 with $6.11 billion being invested in October alone.
FII’s which had withdrawn Rs.33,000 crore between September 2008 and March 2009 from the Indian markets driving down the Sensex to four digit level from
the over 20,000 mark reached in January 2008, began to invest in the Indian markets in FY 2009-10. The Satyam scandal and the rising global uncertainties
resulted in increased volatility in the Indian markets in 2009-10. Strong fundamentals of the economy, rising GDP, strong corporate performance and declining
trends in the developed economy made India an attractive destination for Fll inflows in 2010-11.

SECTORAL ANALYSIS — AGRICULTURE, INDUSTRY AND SERVICES

AGRICULTURE SECTOR: The agriculture sector performed better than anticipated despite the deficient monsoon in 2009-10, but the cause of worry is that the
average rate of agricultural production at 1.6 per cent in 2009-10 is lagging behind population growth at 1.9 per cent during the said period and unless
significant corrective measures are introduced there is not much hope of increase in agricultural productivity. Despite crop losses due to heavy rains during the
kharif seasons, the output of food and cash crops are expected to be much higher in 2010-11 as compared to 2009-10. The sector has revived sharply in the first
two quarters of the current fiscal from the drought of the previous year. It has grown at 3.8 per cent for the period April — September 2010 when compared to
the 1 per cent growth in the corresponding period last year. It is expected to further gain momentum during the third and fourth quarters on the back of good
harvests during the kharif and rabi seasons.

INDUSTRIAL SECTOR: The overall growth in the core sector at 4.5 percent during April — September 2010 is higher than the 4 per cent achieved during the
corresponding period last year. Among the core sector industries, crude oil grew at 10.2 per cent as compared to a decline of 1.2 per cent, petroleum and
refinery products grew at 2.6 per cent as compared to a decline of 3.6 per cent, the growth rate of coal slowed down to 0.4 per cent as compared to 11.6 per
cent, electricity grew at 4 per cent as compared to 6.4 per cent, cement grew at 4.7 per cent as compared to 12.3 per cent and finished steel grew at 3.9 per cent
while it was 1.7 per cent in the previous year.

The industrial sector is expected to grow at 12 per cent for the year 2010-11. It had grown at 10.5 per cent for the period April — August 2010 as compared to 5.9
per cent for the corresponding period last year. The spurt in bank credit by 98 per cent this year also points out to the increasing confidence in the industrial
sector.

SERVICES SECTOR: The average growth of GDP from services dropped to single digit levels in Q3: 2008-09 despite the government’s stimulus package. IT and
ITes also had to face tough times due to the slowdown in the US and Europe. The exchange rate depreciation in the second half of 2008-09 helped the earnings
grow in Rupee terms but, this did not help bring about growth in employment and investment. The services sector recovered in 2009-10, but the pace of revival
was slow. For instance software exports from India grew by just 5.5 per cent. In the first two quarters of 2010-11, the services sector has gathered momentum
and has grown at over 9 per cent with most of its components improving their performance over the corresponding period in the last year and this trend is likely
to be sustained. With regard to the components of the service sector, construction grew at 8.8 per cent during July — September 2010-11 as compared to the
corresponding period last year. Trade, hotels, transport and communication grew at 12.1 per cent as compared to 8.2 per cent, Financing, insurance, real estate
and business services grew at 8.3 per cent as compared to 11.3 per cent and community, social and personal services grew at 7.3 per cent as compared to 14 per
cent.

BANKING

With regard to the banking sector, while bank credit has increased by 98 per cent (April — December 2010) there has not been corresponding increase in
deposits. Incremental bank credit and investment have absorbed over 100 per cent of incremental deposits necessitating the augmentation of resources. While
deposit growth in the banking system is only 15.8 per cent, credit growth is at 22.7 per cent. Therefore banks have been allowed to take recourse to the Liquidity
Adjustment Facility. The RBI has reduced the Statutory Liquidity Ratio (SLR) of scheduled commercial banks from 25 per cent to 24 per cent with effect from
December 2010 and would be conducting open market operations for purchase of government securities aggregating Rs.48,000 crores to ensure liquidity in the
system. This is a welcome scenario when compared to the period April to August 2009 when bank credit grew 14.09 per cent, the slowest in five years and
banks were regularly parking around over Rs 100,000 crore (Rs 1,000 billion) through the reverse repo window, which is used to suck out liquidity. Policymakers
were greatly worried about the low credit off-take with companies deferring capital expenditure due to availability of adequate capacity. The situation improved
in 2009-10 with credit off take picking up and gathered great momentum from the first quarter of 2010-11. As a sign of abundant caution and to deflate asset
bubbles in the realty sector, RBI has increased the provisioning of teaser loans by 1.6 per cent. It has directed the banks to increase the provision relating to
teaser loans to 2 per cent from the existing 0.4 per cent.

STOCK MARKETS

The stock markets which recorded historic highs in January 2008 (20251.09 on January 15, 2008) before the onset of the crisis, fell to four digit levels with the
FII’s withdrawing Rs.33,000 crore between September 2008 and March 2009. The Sensex witnessed high volatility in 2009 -10 and in 2010-11 recovered sharply
due to the encouraging corporate performance and also due to the huge Fll inflows. Both the Sensex and Nifty crossed 21,000 and 6,300 points in November
and there has been a slight decline after the news of successive scams, but market experts point out that this is a temporary blip and the markets would recover
shortly. Though the Sensex has performed well in 2010-11, the fact that needs to be remembered is that emerging markets have performed exceedingly well in
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this period and the Sensex has in fact underperformed several emerging market indices. The largest IPO Coal India was oversubscribed by 15 times, and the high
retail participation is an encouraging sign.

FISCAL AND CURRENT ACCOUNT DEFICIT

FISCAL DEFICIT: The fiscal deficit in 2008-09 was at 6 per cent due to the sixth pay commission implementation and the various tax concessions given by the
government. In view of the buoyancy in tax collections, the huge Rs.65,000 crore received from auction of spectrum and broadband, and the disinvestment
proceeds, fiscal deficit is expected to decline from 6.9 per cent in 2008-09 and the government is in a good position to meet its fiscal deficit target of 5.5 per cent
for 2010-11.

CURRENT ACCOUNT DEFICIT: Though the trade deficit was lower, the decline in invisibles resulted in a higher current account deficit of 2.9 per cent in 2009-10.
The current account deficit is expected to widen to $50 billion by March 31, 2011 and since foreign inflows are expected to be in the range of $70 billion, there
would be a small surplus of $20 billion to be managed. Since capital flows are expected to be 4.1 per cent of GDP, taking into account the current account deficit,
capital flows are not a cause for major concern. A worrying feature in this front is the growing oil prices. If oil prices increase further and cross $100 per barrel,
the current account deficit is likely to shoot up further. In case oil prices remain stable and there are huge inflows as a result of the bond buying program of $600
billion announced by the US government, the Indian rupee is likely to appreciate thereby impairing Indian export competitiveness.

INFLATION: Inflation remains a cause for serious concern. During 2009-10, the estimated food inflation and non-food inflation were 14.6 per cent and 3.8 per
cent respectively. In 2010-11, it was in double digits for several months till July 2010. It declined to 7.48 per cent in November from 8.58 per cent in the previous
month. Food inflation, however, rose to 9.46 per cent for the week ended December 4 2010, from 8.69 per cent in the previous week. The recent price increase
in vegetables has been blamed on the heavy rains in certain agricultural areas but the fact remains that prices of food items have been on a consistently
increasing trend. For instance for the period between December 15, 2007 and December 11, 2007, the prices of spices and condiments have increased by 83.7
per cent, vegetables by 78.9 per cent, eggs, meat and fish by 72.5 per cent, milk by 52.6 per cent, fruits by 48.2 per cent, tea and coffee by 36.2 per cent, pulses
by 32.7 per cent and cereals by 30.5 per cent.

CONCLUSION

The Indian economy has regained its position of being the second fastest growing economy in the world in the post recession period. The prudential and
pragmatic policies followed by the RBI in the pre-crisis era and its calibrated measures to overcome the tight liquidity condition after the fall out of the crisis
have played an important role in bringing the economy back to the growth path. The series of visits of several heads of State to India in the recent months and
the various pacts that have been signed would further strengthen India’s position and improve its trading prospects. The future looks bright but the continuing
increase in commodity prices has the potential to escalate costs and drive down corporate profits as well as increase the prices of end products. Inflation,
especially food inflation has been in double digits and shows no sign of abating. The expected oil price rise would be a set back since the oil imports have
substantially increased when compared to the period when oil prices touched $105 per barrel. Such price increases would further widen the already large trade
gap, increase inflationary pressures in the economy and become a hurdle in the government’s move to reduce deficits.
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