State of the Economy

and Prospects

CHAPTER

Managing growth and price stability are the major challenges of macroeconomic
policymaking. In 2011-12, India found itself in the heart of these conflicing demands.
The Indian economy is estimated to grow by 6.9 per cent in 2011-12, after having
grown at the rate of 8.4 per cent in each of the two preceding years. This indicates a
slowdown compared not just to the previous two years but 2003 to 2011 (except
2008-9). At the same time, sight must not be lost of the fact that, by any cross-
country comparison, India remains among the front-runners. With agriculture and
services continuing to perform well, India’s slowdown can be attributed almost entirely
to weakening industrial growth. The manufacturing sector grew by 2.7 per cent and
0.4 per cent in the second and third quarters of 2011-12. Inflation as measured by
the wholesale price index (WPI) was high during most of the current fiscal year,
though by the year’s end there was a clear slowdown. Food inflation, in particular,
has come down to around zero, with most of the remaining WPI inflation being
driven by non-food manufacturing products. Monetary policy was tightened by the
Reserve Bank of India (RBI) during the year to control inflation and curb inflationary
expectations. The slowing inflation reflects the lagged impact of actions taken by
the RBI and the government. Reflecting the weak manufacturing activity and rising
costs, revenues of the centre have remained less than anticipated; and, with higher-
than-budgeted expenditure outgo, a slippage is expected on the fiscal side. The global
economic environment, which has been tenuous at best throughout the year, turned
sharply adverse in September 2011 owing to the turmoil in the eurozone, and questions
about the outlook on the US economy provoked by rating agencies. However, for the
Indian economy, the outlook for growth and price stability at this juncture looks
more promising. There are signs from some high frequency indicators that the
weakness in economic activity has bottomed out and a gradual upswing is imminent.

1.2 The macroeconomic situation in February 2011
— at the time of presentation of Economic Survey
2010-11 — looked positive, even though there was
some concern about industrial slowdown. Economic
Survey 2010-11 had anticipated that the Indian
economy would register growth of around 9 per cent
(+ or-0.25 per cent) in 2011-12, almost reverting to
the pre-crisis levels achieved during the three-year
period 2005-6 to 2007-8. The optimism was driven
in part by the fact that the economy had achieved a
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growth rate of 8.4 per cent during the years 2009-10
and 2010-11 and the savings and investment rates
had begun rising once again. However, during the
course of the year it became increasingly clear that
economy would fall short of that growth rate by a
significant margin for various reasons. This was
indeed pointed out in the Mid-Year Analysis for the
year 2011-12 that had stated that the Indian
economy was expected to register a growth rate of
7.5 per cent during the year. As it happens, the
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economy is expected to register a growth rate of 6.9
per centin 2011-12, as per the Advance Estimates
(AE) released by the Central Statistics Office (CSO)
on 7 February 2012. At sectoral level, growth is
estimated to be 2.5 per cent for 2011-12 for agriculture
and allied sectors, a little lower than expected.
However, this has to be seen in light of the high
growth of 7 per cent achieved in 2010-11. Growth in
the services sector is likely to be 9.4 per cent in
2011-12 as against 9.3 per centin 2010-11. Thus, it
is primarily the dip in growth in industry to 3.9 per
centin 2011-12 that has led to the slowdown in real
gross domestic product (GDP) growth (Table 1.1).

1.3  With the exception of the year 2008-9 when
the growth rate was 6.7 per cent, the growth in real
GDP in 2011-12 has been the lowest in nine years.
This speaks well of the last nine years but must
also be treated as a wake-up call. Like in 2008-9, a
part of the reason for the slowdown lies in global
factors, particularly the crisis in the eurozone area
and near-recessionary conditions prevailing in
Europe; sluggish growth in many other industrialized
countries, like the USA,; stagnation in Japan; and
hardening international prices of crude oil, which
always has a large effect on India. Domestic factors,
namely the tightening of monetary policy, in particular
raising the repo rate in order to control inflation and
anchor inflationary expectations, resulted in some
slowing down of investment and growth, particularly
in the industrial sector. Since monetary policy
operates largely through demand compression in the
short run, the expectation is that this policy will in
fact bolster long-run growth. The 2008-9 downturn
came to India when the country’s fiscal balances
were robust. Hence, there was ample scope for fiscal
and monetary stimulus. As in most parts of the world,
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this second slowdown is coming so quickly on the
heels of the previous one that the latitude that we
have in terms of fiscal and monetary policy is much
more limited. Evidently, there is need to be innovative
in terms of policy.
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1.4 Earlier Economic Surveys had highlighted the
growing divergence between the two measures of
GDP, namely GDP at factor cost at constant prices
(production or value-added method) and GDP at
constant market prices (demand-side GDP), arising
from the global financial crisis and the policy
responses which included fiscal stimuli. As per the
latest revisions to GDP announced by the CSO in
the QE of national income released on 31 January
2012, demand-side GDP is estimated to have grown
by only 3.9 per cent in 2008-9 and the recovery in
2009-10 and 2010-11 was sharper at 8.2 per cent
and 9.6 per cent respectively (Table 1.2). The
revisions indicate that the global crisis in 2008-9 was
mainly reflected in negative growth in gross capital
formation, with the slowdown in private final
consumption expenditure being modest. More
importantly, post-crisis growth in gross fixed capital
formation has been lukewarm. As per the AE the
growth of GDP at market prices is expected to be
7.5 per centin 2011-12. The growth in real terms of
consumption expenditure, gross fixed capital
formation, exports and imports respectively works
out to 6.0 per cent, 5.6 per cent, 14.3 per cent, and
17.5 per cent for the year 2011-12. The growth in
these indicators in 2010-11 was 8.1 per cent, 7.5
per cent, 22.7 per cent, and 15.6 per cent
respectively. The rate of growth of private final
consumption expenditure in real terms has been fairly
consistent and did not decline significantly even when
the growth rate was relatively lower, partly due to

Table 1.1 : Rate of Growth of GDP at Factor Cost at 2004-2005 Prices (per cent)

2005-06 2006-07 2007-08 2008-09 2009-10°F

2010-119¢  2011-124¢

Agriculture, forestry & fishing 5.1 42 5.8 0.1 1.0 7.0 25
Mining & quarrying 1.3 75 37 21 6.3 5.0 -2.2
Manufacturing 10.1 14.3 10.3 4.3 9.7 7.6 3.9
Electricity, gas & water supply 71 9.3 8.3 46 6.3 3.0 8.3
Construction 12.8 10.3 10.8 53 7.0 8.0 4.8
Trade, hotels, transport & communication 121 11.7 10.7 7.6 10.3 1.1 11.2
Financing, insurance, real estate &

business services 12.6 14.0 12.0 12.0 9.4 104 9.1
Community, social & personal services 71 28 6.9 12.5 12.0 45 5.9
GDP at factor cost 9.5 9.6 9.3 6.7 8.4 84 6.9

Source : CSO.

Notes: PE : Provisional Estimate, QE:
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Quick Estimate,

AE: Advance Estimate.
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Table 1.2 : Growth in GDP at Constant Market Prices (per cent)

2005-06 2006-07 2007-08 2008-09 2009-10° 2010-119% 2011-124F

1. Total final consumption expenditure 8.7 7.7 94 7.7 8.3 8.1 6.0
1.1 Private final consumption expenditure 8.6 8.5 94 7.2 7.2 8.1 6.5
1.2 Government final consumption expenditure 8.9 3.8 9.6 10.4 14.3 7.8 3.9

2. Gross capital formation 16.3 15.3 17.2 -1.6 1.6 11.1 5.8
2.1 Gross fixed capital formation 16.2 13.8 16.2 35 6.8 7.5 5.6
2.2 Changes in stocks 26.7 31.6 313 -51.4 63.2 374 29
2.3 Valuables -1.6 137 29 26.9 57.6 324 125

3. Exports 26.1 204 59 14.6 -4.8 227 14.3

4. Less imports 326 215 10.2 227 2.2 15.6 17.5

5. Discrepancies 48.2 47.5 11.8 -75.3 230.5 38.9 -111.6
Growth in GDP at 2004-5 market prices 9.3 9.3 9.8 3.9 8.2 9.6 75

Source : CSO.

the inherent nature of private consumption that does
not fluctuate as much as other demand-side
components and partly on account of inflationary
tendencies, which tend to reduce savings (on
account of reduction in real interest rates) rather than
affecting the consumption level in the economy.

1.5 The growth rate of investment in the economy
is estimated to have registered a significant decline
during the current year. The year has been witnessing
a sharp increase in interest rates that resulted in
higher costs of borrowings; and other rising costs
affecting profitability and, thereby, internal accruals
that could be used to finance investment. It may
also be observed from Table 1.2 that the economy
registered high growth in gross capital formation
during 2005-6 to 2007-8. As a result, there was rapid
increase in investment rate in the economy from 32.8
per cent in 2004-5 to 38.1 per cent in 2007-8
(Table 1.4). The level of investment declined in
absolute terms in 2008-9 following the slowdown in
the global economy. Though it did recover quickly in
2009-10 and 2010-11, the growth in gross capital
formation, particularly fixed capital formation, has
been substantially lower than had been achieved in
2005-6 to 2007-8. The investment rate continues to
be lower than the peak level achieved in 2007-8.

1.6 Despite difficult conditions in the global
economy, exports continued to be robust in the
current year and registered a growth rate of 14.3 per
centin real terms over and above 22.7 per cent growth
achieved in the previous year (2010-11), as per
Advance Estimates. Imports are likely to end the
year with a real growth rate of 17.5 per cent as against
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15.6 per cent in 2010-11. It may further be noted
that international trade (exports and imports) as per
national accounts is now around 53 per cent of GDP,
up from a level of 37 per cent in 2004-5.

1.7 As stated in paragraph 1.4, the growth rate of
private final consumption expenditure has been fairly
consistent even when the economy’s growth rate
has fluctuated somewhat. However, this consistency
masks large variations between the various
commodity groups as can be seen from Table 1.3.
As against an overall growth of private final
consumption expenditure that was in the range of
7.1-9.2 per cent during the period 2005-6 to 2010-
11, the rates of growth of the consumption groups
food, beverages, and tobacco and gross rent, fuel,
and power have generally been lower. On the other
hand, the growth rates of items like furniture and
furnishing, transport and communications, and
miscellaneous goods and services have generally
been higher. As a result, the composition of private
final consumption expenditure in terms of shares
underwent changes, as shown in Table 1.3.

SAVINGS AND INVESTMENT

1.8 As per the QE released by the CSO, gross
domestic savings as a ratio of GDP at current market
prices (savings rate) declined from 33.8 per centin
2009-10 to 32.3 per centin 2010-11 (Table 1.4). This
decline is accounted for by a reduction in private
savings, primarily household savings in financial
assets, and somewhat by a reduction in corporate
savings. Public savings on the other hand registered
an increase, thanks to fiscal consolidation. The



State of the Economy and Prospects 5

Table 1.3 : Private Final Consumption Expenditure : Annual Growth and Shares at 2004-05
prices
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34 6.4 3.3 0.3 6.2
23.3 5.0 5.0 14.9 3.6
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171 16.1 12.2 8.7 13.0
8.7 4.5 6.9 8.9 7.6
9.1 7.9 7.7 12.0 12.5
8.4 9.8 6.8 4.0 5.6
211 28.6 20.2 15.7 1.4
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37.3 36.3 35.0 327 32.1
8.3 8.0 7.8 8.4 8.0
12.6 121 1.7 11.5 111
3.9 41 4.3 4.4 4.6
5.0 4.8 4.8 4.8 4.8
18.9 18.7 18.8 19.6 204
3.0 3.0 3.0 2.9 2.9
11.0 13.0 14.6 15.7 16.2
100.0 100.0 100.0 100.0 100.0

Source : CSO.

reduction in the financial savings rate of households
could be partly attributable to inflationary tendencies
in the economy during the period that resulted in

higher growth of private final consumption expenditure
than of personal disposable income and partly to a
reduction in real interest rate.

Table 1.4 : Ratio of Savings and Investment to GDP (at current market prices per cent)

Source : CSO.

Note : Totals may not tally due to adjustment for errors and omissions.
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1.9 There was a reduction in investment rates, both
in the public and private sectors, particularly the
corporate sector, in 2010-11. Reduction in corporate
investment could be attributed to global factors, with
the global economy exhibiting signs of slowing down
in the second half of 2010 as well as to domestic
factors, namely increased cost of borrowing following
the raising of interest rates in order to control inflation.
Fixed investment as a ratio of GDP peaked in 2007-8
and has continued to register a decline since then,
falling from 31.6 per centin 2009-10 to 30.4 per cent
in 2010-11.

1.10 At2.8 per cent of GDP, the savings-investment
gap during 2010-11 remained at the same level as in
2009-10. This reflected the need to finance the
investment requirement from foreign savings (current
account deficit). The gap, in excess of 2 per cent of
GDP, has been at relatively elevated levels (since
2008-9), as compared to 0.4-1.3 per cent in 2004-5
to 2007-8. The savings-investment gap narrowed both
in the public as well as private sectors in 2010-11
vis-a-vis 2009-10. For the public sector, it narrowed
from - 9.0 per cent of GDP to -7.1 per cent. The gap
was much lower in the years prior to 2008-9. However,
the fiscal stimulus provided in order to overcome the
slowdown of 2008-9 reduced public savings as a ratio
of GDP by 4 percentage points in 2008-9 and another
0.8 percentage points in 2009-10. The increase in
the revenue levels, thanks partly to substantial
increase in non-tax revenue receipts in the year 2010-
11, and the process of fiscal consolidation were
among the factors responsible for narrowing of the
public sector’s savings-investment gap.

1.11 In the medium to long term, growth of an
emerging economy depends, to a large extent, not
only on overall level of investment but also on its
sectoral composition reflecting the transformation
taking place. However, annual growth rates of
investment both at aggregate and sectoral levels may
vary, depending on expectations of profitability, sales,
etc. As can be seen from Table 1.5, there are large-
scale variations in the growth rates of sectors over
time. Most of the sectors in 2010-11 registered
positive growth in real terms in investment levels
except communications and railways. The marginal
negative growth in communications in 2009-10 and
2010-11 is not surprising after the very high growth
in this sector in the previous two years. The growth
in real investment in railways turned negative after
showing a positive trend for several years. This partly
reflects the inability to raise tariffs in order to meet
increasing expenditures.
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1.12 Typically, the Economic Survey details
developments in the current year; however, it is
worth commenting on the growth of the Indian
economy from the perspective of long-term trends,
particularly in the context of the post 1991 period
and reflect upon where we are at the current
conjuncture. The rate of growth between 1950-1
and 1990-1 was 4.1 per cent. In contrast, between
1991-2 and 2011-12 the economy registered a
growth of 6.9 per cent. While in the four decades
from 1951-2 to 1991-2, the growth rate in terms of
GDP at factor cost (at 2004-5 prices) was more
than 6 per cent only in 10 years, between 1992-3
and 2011-12 (including the AE for 2011-12) (a time-
span covering 20 years, inclusive of both
observations) the growth rate has been over 6 per
cent in as many as 14 years. The growth rate has
accelerated significantly since 2003-4. Between
2003-4 and 2011-12, the economy registered a
growth of 8.2 per cent per annum. In fact, during
this period, the growth rate has never fallen below
6.7 per cent and has been over 8 per cent in six of
these nine years. All the three major sectors of the
economy, namely agriculture, industry, and services
witnessed higher-than-trend growth rates at 3.9 per
cent, 8.0 per cent, and 9.6 per cent respectively.
Clearly the services sector has emerged as the
key driver of growth in the Indian economy (see
Chapter 10 for a fuller discussion). The growth of
this sector has shown the least inter-temporal
variations. With the declining share of the agriculture
sector and reasonably consistent growth in the
services sector, the variations in growth rate of GDP
are lately being associated with the variations in
the industry sector (Figure 1.1).

1.13 This accelerated growth could partly be
attributed to an increase in savings and investment
rates, which averaged 33.1 per cent and 34.3 per
cent respectively during the period between 2003-4
and 2010-11. The average savings and investment
rates in the 1990s were 23.0 per cent and 24.3 per
cent respectively. Sustaining and accelerating this
growth further could be crucial for attaining higher
per capita income and other objectives that aim at
enhancing human welfare as reflected by the inclusive
development agenda. It may be mentioned that
higher growth rate resulted in fairly rapid increase in
per capita income. It took nearly 40 years for the
real per capita income to double from the level
achieved in 1950-1. However, itincreased 2.5 times
in the next 20 years in the post-reforms period.
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Figure 1.1 Rate of growth of GDP and major sectors
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1.14 The contributions of the agriculture and allied
sector, industry sector, and services sector also

Table 1.6 Sectoral Composition of GDP

underwent significant changes overtime. The long-  _Year N
term growth rate of the agriculture sector (over the 1950-51 53.1 16.6 30.3
last 60 years) has been 2.7 per cent. It was 1960-61 48.7 20.5 30.8
2.3 per cent between 1950-1 and 1980-1 and 3.1 1970-71 42.3 24.0 33.8
per cent during 1980-1 to 2011-12. Growth in the 1980-81 36.1 259 38.0
indL!stry sgctor increased from 5.2 per cent in the 1990-91 296 277 42.7
earlier perl'od. to 6.4 per gent betwe.en 1980-1 and 2000-01 223 273 50 4
2011-12. Similarly growth in the services sector was
. . 2010-11%¢ 14.5 27.8 57.7
4.4 per cent and 7.8 per cent respectively during
2011-1248 13.9 27.0 59.0

these two sub-periods.

1.15 The structure of the economy has also
undergone significant changes over time. Between
1950-1 and 1980-1, the industrial sector registered
a higher growth rate than the services sector. The
converse has been the case since then. This
resulted in the share of the industry sector in GDP
increasing by around 9 percentage points from 16.6
per cent to 25.9 per cent during the period from
1950-1 to 1980-1. The share of the services sector
increased from 30.3 per cent in 1950-1 to 38 per
cent in 1980-1. It started growing rapidly thereafter
and this phenomenon became more pronounced in
the 1990s. Consequently, since 1980-1, the share
of the industry sector has remained in the range of
26 to 28 per cent of GDP, while the entire decline
in share of agriculture has been balanced by an
increase in share of the services sector. Thus, the
resilience of the economy to shocks owe to the
services sector which has the largest share and
most consistent growth performance. The changes
in relative shares of these sectors in GDP are
shown in the Table 1.6.

Source: Calculated from CSO data.

QUARTERLY ESTIMATES FOR GDP

1.16 The CSO released the estimates for the third
quarter of the year 2011-12 on 29 February 2012.
Table 1.7 gives the quarterly growth rates of GDP
and major sectors for the first three quarters of 2010-
11 and 2011-12.

1.17 The growth rate in the third quarter of the
current year in terms of GDP at factor cost has been
6.1 per cent. The growth of agriculture, industry, and
services sectors works out to be 2.7 per cent,
2.6 per cent, and 8.9 per cent respectively as against
11.0 per cent, 7.6 per cent, and 7.7 per cent
respectively in the year 2010-11. It may be seen
that growth in each of the successive quarters of the
current year has been lower than in the preceding
one. Growth in the first three quarters put together
in the current year works out to 6.9 per cent as
against 8.1 per cent in the corresponding period last
year. The industry and agriculture sectors slowed

Table 1.7 : Quarterly Growth Rate for first three quarters (per cent)

2010-11 2011-12

Sector Qi Q2 Q3 at Q2 Q3
1 Agriculture, forestry & fishing 3.1 49 11.0 3.9 32 27

Industry 8.3 5.7 7.6 51 3.2 26
2 Mining & quarrying 6.9 7.3 6.1 1.8 -2.9 -3.1
3 Manufacturing 9.1 6.1 7.8 7.2 2.7 04
4  Electricity, gas & water supply 29 0.3 3.8 7.9 9.8 9.0
5 Construction 84 6.0 8.7 1.2 43 7.2

Services 10.0 9.1 7.7 10.0 9.3 8.9
6 Trade, hotels, transport & communication 12.7 10.8 9.8 12.8 99 9.2
7  Financing, insurance, real estate &

business services 10.0 104 1.2 9.1 10.5 9.0
8 Community, social & personal services 44 45 -0.1 5.6 6.6 7.9

Total GDP at factor cost 8.5 7.6 8.3 7.7 6.9 6.1

Source: CSO

http://indiabudget.nic.in



down to 3.6 per cent and 3.2 per cent respectively,
while the services sector has improved its growth to
9.4 per cent. The growth rate of GDP at constant
market prices in the first three quarters of the current
year has been 7.1 per cent.

AGRICULTURE AND FooD

1.18 Agriculture including allied activities
accounted for 13.9 per cent of GDP at 2004-5 prices
in 2011-12 as compared to 14.5 per cent in 2010-
11. In terms of composition, out of a total share of
14.5 per cent in GDP in 2010-11, agriculture alone
accounted for 12.3 per cent, followed by forestry
and logging at 1.4 per cent, and fishing at 0.7 per
cent. Notwithstanding the declining trend in
agriculture’s share in GDP, the importance of the
sector to the economy is best understood with
reference to its share in employment and in terms
of its criticality for macroeconomic stability. While
the former was well known, the latter became
manifest with rising growth in incomes since the
mid-2000s.

1.19 Hence, growth in agriculture and allied
sectors remains an important objective and a
‘necessary condition’ for inclusive growth. The
average annual growth in agriculture and allied
sectors realized during the Eleventh Plan Period
was 3.3 per cent against the targeted growth rate
of 4 per cent. The sector recorded slightly lower
average growth than targeted in the Eleventh Plan
period due to severe drought experienced in most
parts of the country during 2009-10 and drought/
deficient rainfall in some states, namely Bihar,
Jharkhand, eastern UP, and West Bengal in 2010-
11. However, timely and corrective measures taken
by the government helped boost agricultural
production and growth in the sector reached 7.0
per cent in 2010-11, the highest growth rate achieved
during the last six years. In 2011-12 agriculture and
allied sectors are estimated to achieve a growth
rate of 2.5 per cent. However, it is a matter of
concern that agricultural growth is still, to a certain
extent, characterized by fluctuations due to the
vagaries of nature, though there has not been actual
decline in terms of output since 2002-3.

1.20 Rainfall continues to influence crop production
and productivity in a substantial way. During the
south-west monsoon season, which accounts for
the bulk of rainfall in the country, rainfall was 1 per
cent more than the long period average (LPA) in
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2011. In terms of spatial distribution, rainfall during
this season was most conducive for augmenting
agricultural output this year.

1.21 In 2010-11 a significantly high level of 244.78
million tonnes of foodgrains production was
achieved. As per the second AE, production of
foodgrains during 2011-12 has been estimated at
250.42 million tonnes owing to increase in the
production of rice in some of the major rice-producing
states of the country, namely Assam, Bihar, West
Bengal, Jharkhand, and Uttar Pradesh.

1.22 The stock position of foodgrains in the central
pool as on 1 February 2012 was 55.2 million
tonnes, comprising 31.8 million tonnes of rice and
23.4 million tonnes of wheat, which is adequate for
meeting the requirements under the targeted public
distribution system (TPDS) and welfare schemes
during the current financial year. The higher levels
of agricultural output and ample food stocks augur
well for bringing down headline inflation.

INDUSTRY AND INFRASTRUCTURE

1.23 Industrial growth, measured in terms of the
index of industrial production (lIP), shows fluctuating
trends. Growth had reached 15.5 per cent in 2007-
8 and then started decelerating. Initial deceleration
in industrial growth was largely on account of the
global economic meltdown. There was, however, a
recovery from 2.5 per cent in 2008-9 to 5.3 per cent
in 2009-10 and 8.2 per cent in 2010-11. Fragile
economic recovery in the US and Europe and
moderately subdued expectations at home affected
the growth of the industrial sector in the current
year. Overall growth during April-December 2011
reached 3.6 per cent compared to 8.3 per cent in
the corresponding period of the previous year.

1.24 There was a contraction in production in the
mining sector, particularly the coal and natural gas
segments. Contraction in output also resulted in
its contribution to growth turning negative. The
electricity sector witnessed an improvement in
growth in the current year. This sector contributed
22.6 per cent to overall industrial growth, which was
more than twice its weight in the IIP. Growth
moderated in the manufacturing sector, from 9.0
per cent in April-December 2010 to 3.9 per cent in
April-December 2011, which, given its large share
in the IIP, led to a slowdown in the industry sector
as a whole.
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1.25 Interms of use-based classification of the IIP,
in the current year (April-December), basic goods
with a growth of 6.1 per cent and consumer non-
durables with a growth of 6.1 per cent had relatively
better growth compared to the corresponding period
of the previous year. There was moderation in growth
in other segments of the IIP and negative growth
was observed in capital goods and intermediates.
Contribution of basic goods segment to overall lIP
growth at 65.7 per cent not only exceeded its weight
in the 1P, but was also the highest. Contribution of
consumer non-durables at 28.1 per cent also
exceeded its weight in the [IP.

1.26 Within the manufacturing sector, the IIP
separately provides growth rates for 22 sub-groups,
disaggregated at two-digit level of the National
Industrial Classification (NIC-2004). Growth varied
across the sub-groups indicating that, while in terms
of broad classification the slowdown might appear
pervasive, there were segments that did well. In April-
December 2011, there were 7 manufacturing sub-
groups with a weight of 29.23 per cent in the IIP that
recorded growth in excess of 10 per cent; 9 sub-
groups with a weight of 26.6 per cent that had positive
but below 10 per cent growth; and 6 sub groups with
a weight of 19.7 per cent that had negative growth.
Though in the current year sub-groups which recorded
double-digit growth increased in terms of relative
importance, a sharper moderation in other sectors
resulted in a deceleration in aggregate growth.

1.27 Corporate-sector sales are another indicator
of industrial performance. Abridged financial results
of the listed manufacturing companies indicate
robust sales growth (in nominal terms) during 2011-
12. In the first three quarters of the current year,
sales growth has varied between 20 and 25 per cent.
Sales growth has moderated from a peak of 34.9
per cent in fourth quarter of 2009-10 to 22.6 per cent
in the third quarter of the current financial year.
However, itis better than the 19.0 per cent growth in
the same period of the previous year. Expenditure
growth, however, outpaced revenue growth, leading
to lower growth in net profits, which declined in the
latest two quarters. Higher expenditure growth was
initially led by high raw material expenses, but
interest expenses increased more sharply in the
second and third quarters of 2011-12.

1.28 Production in eight core industries grew by
0.5 per cent in January 2012 as compared to 6.4 per
cent in January 2012. Cumulative growth in April-
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January 2011-12 has been 4.1 per cent as compared
to 5.7 per cent during the corresponding period of
the previous year. While four sectors, namely coal,
fertilizers, cement, and electricity, showed positive
growth during January 2012 other four sectors, i.e.
crude oil, natural gas, reifnary products and steel.
registered negative growth. Though the cumulative
growth of coal during the current year so far continues
to be negative, there has been an increase in
production in the last three months. Output in the
cement sector has also shown a double digit growth
in last three months (November-January 2011-12).

1.29 The Ministry of Statistics and Programme
Implementation (MOSPI) has been monitoring the
progress of all central-sector projects costing Rs
150 crore and above. The flash report for the month
of October 2011 tracks the progress of 583 projects
in different sectors. Of these, only 7 are ahead of
schedule, 166 are on schedule, and 235 are delayed
(175 projects were sanctioned without specifying any
commissioning schedule). The delays also imply a
cost overrun of 15.3 per cent. The maximum number
of projects delayed belong to road transport and
highways (90), followed by power (45), petroleum
(29), railways (26), and coal (17). As is evident from
national accounts as well as IIP data, the electricity
sector is doing well this year.

1.30 Electricity generation by power utilities during
2011-12 was targeted to grow by 5.4 per cent to
reach 855 billion units. Growth in power generation
during April-danuary 2011-12 was 8.6 per cent as
compared to 5.2 per cent during April-January 2010-
11. In the first nine months of 2011, 76 per cent of
the generation target had been achieved. The overall
plant load factor (PLF), a measure of efficiency of
thermal power stations, at 72.1 per cent during April-
December 2011 was marginally lower than the PLF
of 72.9 per cent achieved during April-December
2010. The PLF in the current year, however,
exceeded the target of 68.2 per cent for the first
three quarters. During the current financial year,
production of crude oil is estimated at 38.19 million
metric tonnes (MMT), which is about 1.33 per cent
higher than the 37.70 MMT produced during 2010-
11. Domestic crude oil production during April-
December 2011-12 was 28.70 MMT, showing a
growth of 1.9 per cent over the same period of the
previous year. Non-coking coal accounts for more
than 90 per cent of coal production in India. The
lower growth in production during the current year
and last year is primarily due to environmental



restrictions, application of the comprehensive
environmental pollution index (CEPI), non-availability
of forestry clearance against some of the projects,
poor law and order situation some of the states
and excessive rainfall in the coal-mining areas.
Lower domestic production increased dependency
on imports and consequently 68.9 MT of coal was
imported in 2010-11.

1.31 Freight loading on Indian Railways was 618.0
MT during April-November 2011 as compared to
593.4 MT in April-November 2010, registering an
increase of 4.14 per cent. This was 26.6 MT short
of the proportionate target of 644.6 MT . The low
growth was primarily on account of relatively slow
growth in core sectors of the economy. This was
compounded by negative growth in iron ore after
the imposition of a ban on export of iron ore in
Karnataka and procedural problems in obtaining
clearance from state governments. Air traffic in India
continues to register significantly higher rates of
growth, averaging 18.5 per cent in the last seven
years. Domestic passenger traffic handled at Indian
airports reached 108.1 million during January-
November 2011 from a level of 90.5 million in the
corresponding period of the previous year, registering
a growth of 19.4 per cent. International passenger
traffic and cargo handled at Indian airports grew by
7.7 per cent during January-November 2011 and
was placed at 33.6 million passengers and 1.4 MMT
of cargo. Domestic cargo throughput during the
period January-November 2011 stood at 0.75 MMT,
the same level as in the previous year.

1.32 The telecom sector continues to grow, with
the total number of telephones increasing from 206.8
million on 31 March 2007 to 926.95 million on 31
December 2011. Tele-density is an important
indicator of telecom penetration in the country. It
has increased from 18.2 per cent in March 2007 to
76.8 per cent in December 2011. Tele-density varies
across circles and there is significant urban-rural
divide. While it reached 167.4 per cent in the urban
areas at the end of December 2011, rural tele-
density was only 37.5 per cent. In the ports sector,
major and non-major ports in India handled a total
cargo throughput of 446.1 MT during April-
September 2011, reflecting an increase of 4.6 per
cent over the same period last year. The rate of
growth of cargo handled at 12 major ports improved
from 1.2 per cent in April-September 2010 to 3.1
per cent in April-September 2011. There was,
however, a deceleration in the growth of cargo
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handled at non-major ports, from 22.2 per cent in
April-September 2010 to 7.2 per cent in April-
September 2011.

SERVICES SECTOR

1.33 The share of services in India’s GDP at factor
cost (at current prices) increased from 33.5 per
cent in 1950-1 to 55.1 per cent in 2010-11 and
56.3 per cent in 2011-12 as per Advance Estimates.
Trade, hotels, and restaurants as a group, with 16.9
per cent share, is the largest contributor to GDP
among the various services sub-sectors, followed
by financing, insurance, real estate, and business
services with 16.4 per cent share. The services-
sector growth rate at constant prices has always
been above the overall GDP growth rate since 1996-
7 except for 2003-4. The compound annual growth
rate (CAGR) of the services sector at 10.2 per cent
for the period 2004-5 to 2010-11 has been higher
than the 8.6 per cent GDP growth rate during the
same period. In the years 2009-10 and 2010-11,
the services sector registered a growth rate of 10.5
per cent and 9.3 per cent respectively. In 2011-12,
as per the Advance Estimates, the growth rate of
services has been placed at 9.4 per cent.

1.34 While agriculture continues to be the primary
employment-providing sector, the services sector
is the principal source of employment in urban
areas. As per the National Sample Survey
Organization’s (NSSO) report on the ‘Employment
and Unemployment Situation in India, 2009-10’, for
every 1,000 people employed, 679 and 75 people
are employed in agriculture sector in rural and urban
areas respectively (measured in terms of usually
working persons in the principal status and
subsidiary status). On the other hand, the services
sector accounted for 147 and 582 of every 1,000
persons employed in rural and urban areas
respectively.

PRrices

1.35 Headline WPI inflation remained persistently
high and relatively sticky at around 9 per cent during
2011. Though inflation remained high throughout the
year, it has shown signs of moderation lately. One
such indicator of the trend is the seasonally
adjusted three-month moving average data in all
the major groups of the WPI (Figure 1.2). The
financial year 2011-12 started with a headline
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inflation of 9.7 per cent, which briefly touched double
digits in September 2011 before declining to 6.6
per cent in January 2012. Consumer price index
(CPI) inflation for the major indices declined to below
7 per cent in December 2011.

Economic Survey 2011-12

1.36 The major contributory factors to headline
inflation during the current financial year include (a)
higher primary articles prices driven by vegetables,
eggs, meat, and fish due to changing dietary pattern
of consumers; (b) increasing global commodity
prices especially metal and chemical prices which
ultimately led to higher domestic manufactured
prices; and (c) persistently high international (Brent)
crude petroleum prices in the last two years averaging
around $ 111 per barrel (/bbl) in 2011 (January-
December) as compared to $ 80/bbl in 2010 (January-
December).

1.37 Compared to a relatively stable inflationary
period in the earlier part of the last decade, average
headline WPI inflation started to rise in 2008-9 and
persisted. The pressure was mainly from primary
and fuel products with average inflation in these
commodities remaining continiously in double digits
for a major period since 2008-9. In comparison,
inflation in manufactured products remained relatively
stable, dropping sharply in 2009-10 because of the
global economic crisis and its impact in India, before
it started to pick up and exceed its long-run average
of around 5 per cent in early 2011-12. Among
individual product groups, inflation in food products,
beverages, textiles, chemicals, and basic metals
remained elevated mainly on account of high global
commodity prices.

Figure 1.2

1.38 WPIfood inflation (weight 24.31 per cent) has
significantly dropped from 20.2 per cent in February
2010 to 1.6 per centin January 2012 mainly on the
back of seasonal fall in fruit and vegetable prices
and good harvest leading to lower inflation in cereals.
The major drivers of food inflation during the current
financial year were milk, eggs/ meat/ fish, gram, and
edible oils. In comparison with last year when
cereals, vegetables, and sugar were the main
contributors to food inflation, the year 2011-12
witnessed higher contribution from manufactured
food products, especially edible oils, due to higher
global prices soyabean oil, palm oil, etc.

1.39 Inthe current financial year (2011-12), the gap
between WPI and CPI inflation has significantly
narrowed due to a fall in food inflation. Inflation based
on CPI for industrial workers (IW), after remaining in
single digit from August 2010 to August 2011, briefly
touched double digits at 10.1 per cent in September
2011 before coming down to 5.3 per cent in January
2012. Food inflation for CPI-IW was 0.5 per cent in
January 2012. WPI food articles (weight 14.34 per
cent) inflation turned negative in January 2012.

1.40 The year-on-year inflation released recently
by the CSO for CPI (urban), CPI (rural), and CPI
(combined) was 8.25 per cent, 7.38 per cent, and
7.65 per cent respectively in January 2012. While a
strict comparison is not possible, the inflation rate
for CPI (rural) (7.38 per cent) released by the CSO
for January 2012 is reported to be higher than CPI
(rural labour) (5.27 per cent) released by the Labour
Bureau, Chandigarh due to differences in coverage
and weighting (consumption) patterns.
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MONETARY MANAGEMENT

1.41 Reining in inflation and containing inflationary
expectations were the dominating objectives of
monetary policy during 2011-12. The RBI hiked the
repo rate 13 times between March 2010 and January
2012, cumulatively by 375 basis points (bps). With
supply-side factors feeding into food inflation and an
uncertain economic scenario in advanced countries
necessitating repeated liquidity injections by these
countries to counter recessionary trends, the task
of monetary policy calibration was particularly
challenging. Sustained rate increases have, to an
extent, impacted growth negatively. However, the
period from December 2011 to January 2012 marked
a reversal of the cycle with the RBI in its Third Quarter
Review of Monetary Policy keeping the repo and
reverse repo rates unchanged at 8.5 per cent and
7.5 per cent respectively. The cash reserve ratio
(CRR), however, has been reduced from 6.0 to 5.5
per cent in order to ease the liquidity situation and
aid revival of growth.

1.42 Significant changes in the operating procedure
of monetary policy have been effected with the
weighted average overnight call money rate made
the operating target and the repo rate specified as
the only independently varying policy rate. A new
marginal standing facility (MSF) has been instituted
under which scheduled commercial banks (SCBs)
have been allowed to borrow overnight at their
discretion, up to 1 per cent of their respective net
demand and time liabilities (NDTL), at 100 bps above
the repo rate. The revised corridor has been defined
with a fixed width of 200 bps and the repo rate placed
in the middle of the corridor and reverse repo rate at
100 bps below it. The RBI, as a one-time technical
adjustment on 13 February 2012, has further aligned
the bank rate with the MSF rate of 9.5 per cent.

1.43 During 2011-12, the growth rate in reserve
money (M) has been 1.9 per cent (as on 10 February
2012) while broad money (M,) growth has been 10.2
per cent (as on 27 January 2012). Year-on-year, non-
food credit growth was 15.7 per cent at the end of
December 2011. Liquidity conditions have generally
remained in deficit during 2011-12, with the fiscal
starting off with the liquidity adjustment facility (LAF)
in absorption mode for a brief period, followed by
reversion to deficit mode from April 2011. Some
stress on liquidity emerged during June 2011 on
account of quarterly advance tax outflows. The stress
eased in July 2011 with, inter alia, redemption of a
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security amounting to around % 37,000 crore. During
the first half of 2011-12, the injection of liquidity under
the MSF was limited to two occasions. Liquidity
continued to be in deficit mode during November and
December 2011, persisting up to January 2012.
During 2011-12, the RBI addressed liquidity concerns
via the use of standard tools, namely open market
operation (OMO) purchases and measures including
additional repo operations under the LAF in
December 2011; and permitting banks to avail of funds
on overnight basis under the MSF (against their
excess statutory liquidity ratio [SLR] holdings) in
addition to the existing facility that allows access to
funds up to 1 per cent of their respective NDTL. To
ease tightness in liquidity the RBI conducted OMOs
aggregating over ¥ 70,000 crore over the period
November 2011 to mid-January 2012.

FINANCIAL INTERMEDIATION AND
MARKETS

1.44 The weak global economic prospects and
continuing uncertainties in the international financial
markets have had their impact on emerging market
economies like India. Sovereign risk concerns,
particularly in the euro area, affected financial
markets for the greater part of the year, with the
impact of Greece’s sovereign debt problem spreading
to India and other economies by way of higher-than-
normal levels of volatility. The funding constraints in
international financial markets could impact both the
availability and cost of foreign funding for banks and
companies, since the Indian financial system is bank
dominated and banks’ ability to withstand stress is
critical to overall financial stability. Indian banks
however remain robust, notwithstanding a decline in
the capital to risk weighted assets ratio and spurt in
non-performing asset levels in the recent past.
Capital adequacy levels remain above the regulatory
requirements.

1.45 Keeping in view progressive deregulation of
interest rates, savings bank account interest rates
were deregulated with effect from 25 October 2011,
wherein banks will have to keep a uniform rate of
interest for savings accounts with deposits up to< 1
lakh, while differential interest rates could be set for
savings deposits over X 1 lakh. The deregulation is
expected to improve the transmission of monetary
policy. It is also expected to enhance the
attractiveness of savings accounts and encourage
thrift behaviour in the economy by bringing savings
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deposit rates in sync with changing market
conditions.

1.46 Subdued foreign institutional investor (FII)
inflows into the country led to a decline in Indian
markets and contributed to the sharp depreciation
of the rupee in the forex market, though much of
the depreciation was due to ‘flight to safety’ by
foreign investors, given the meltdown in Europe
and inflation in emerging market economies.
Moderation in the growth rate of the economy has
also affected market sentiments. This moderation
in growth is on account of several factors, including
uncertainty in the global environment and the lag
effect of monetary policy tightening. Qualified
foreign investors (QFIs) were allowed to directly
invest in Indian equity markets in January 2012.
This was done to widen the class of investors,
attract more foreign funds, reduce market volatility,
and deepen the Indian capital market. Earlier, only
Flls/sub-accounts and non-resident Indians (NRIs)
were allowed to directly invest in Indian equity
markets.

1.47 In November 2011, the external commercial
borrowings (ECB) policy was modified keeping in
view developments in the global financial markets
and macroeconomic conditions. The all-in-cost
ceiling was enhanced and the proceeds of the
ECBs raised abroad for rupee expenditure in India
were required to be brought back immediately. The
change in the all-in-cost ceiling came into force
immediately and is applicable up to 31 March 2012,
subject to review thereafter. Infrastructure
development is key to long-term sustainable growth
of the economy. However, infrastructure finance
remains a constraining factor with heavy
dependence on bank financing. Development of the
corporate bond market is important for infrastructure
development. While the introduction of credit default
swaps is expected to help in the process, innovative
steps are needed to make the corporate bond
market a major component of infrastructure
financing.

INTERNATIONAL TRADE

1.48 The resilience of India’s trade can be seen
from the fact that the growth of exports and imports,
which was (-)3.5 per cent and (-)5 per cent
respectively in 2009-10 as a result of the 2008 global
economic crisis, rebounded to 40.5 per cent and
28.2 per cent in 2010-11. India not only reached
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pre-crisis levels in exports but also surpassed pre-
crisis trends in export growth rate, unlike many
other developing and even developed countries.
India’s share in global exports and imports also
increased from 0.7 per cent and 0.8 per cent
respectively in 2000 to 1.5 per cent and 2.2 per
cent in 2010 (1.4 and 2.1 per cent as per the World
Trade Organization [WTQ]).

1.49 During the first half of 2011-12, India’s exports
witnessed a high growth of 40.6 per cent. However,
since October 2011 there has been a deceleration
as a result of the crisis originating in the periphery
and spreading to the core economies in the euro
area. In November 2011, export growth was at (-)
0.5 per cent and in December 2011 and January
2012, it was positive but low at 6.7 per cent and
10.1 per cent respectively. Cumulative exports were
at US $242.8 billion, registering a growth of 23.5
per cent during 2011-12 (April-dJanuary). During April-
December 2011, the export sectors that have done
well are petroleum and oil products, gems and
jewellery, engineering goods, cotton fabrics, made
ups, electronics, readymade garments, and drugs.

1.50 Imports in 2011-12 (April-danuary) at
US$391.5 billion registered a growth of 29.4 per
cent. During this period, POL imports at US $ 118
billion grew by 38.8 per cent. Non-POL imports at
US $ 273.5 billion grew by 25.7 per cent. Gold and
silver imports of US $ 50 billion grew by 46.2 per
cent. Non-POL and non-bullion imports, which
basically reflect the imports of capital goods needed
for industrial activity and imports needed for exports,
valued at US $ 223 billion grew by 21.7 per cent.
Trade deficit (on customs basis) increased by 8.2
per cent to US$ 118.6 billion in 2010-11 from US$
109.6 billion in 2009-10. However, trade deficit for
2011-12 (April-January) at US $ 148.7 billion was
40.4 per cent higher than the US $ 105.9 billion in
2010-11 (April-January).

1.51 India has made progress in diversifiying its
export and import markets. The share of Asia and
the Association of South East Asian Nations
(ASEAN) in total trade increased from 33.3 per
cent in 2000-1 to 57.3 per cent in the first half of
2011-12, while that of Europe and America fell from
26.8 per cent to 19 per cent. This has helped India
weather the global crisis emanating from Europe
and America. The USA has been displaced by the
UAE as India’s largest trading partner, followed by
China, since 2008-9.



BarLaNcE oF PaymMENTS (BoP)

1.52 The highlight of BoP developments during
2011-12 was merchandise exports of US$ 150.9
billion in the first half of the year, which represented
an increase of over 40 per cent over the
corresponding period in 2010-11. Imports of US$
236.7 billion during April-September 2011 recorded
an increase of 34.3 per cent over April-September
2010. The trade deficit was higher at US$ 85.8
billion (9.4 per cent of GDP) during the first half of
2011-12 vis-a-vis US$ 68.9 billion (8.9 per cent of
GDP) in the first half of 2010-11. This was mainly
on account of increase in international prices of
imported commodities, namely oil and gold and
silver during the first half of 2011-12.

1.53 The net invisibles surplus of US$ 52.9 billion
(5.8 per cent of GDP) during the first half of 2011-
12 was higher vis-a-vis US$ 39.3 billion (5.1 per
cent of GDP) during April-September 2010. All broad
categories of invisibles, that is services, transfers,
and income, showed increase during the first half
of 2011-12. The current account deficit increased
to US$ 32.8 billion in the first half of 2011-12, as
compared to US$ 29.6 billion during the
corresponding period of 2010-11, which was mainly
attributed to higher trade deficit.

1.54 Net capital flows at US$ 41.1 billion in the
first half of 2011-12 remained higher as compared
to US$ 38.9 billion in the first half of 2010-11.
Under net capital flows, foreign direct investment
(FDI) has shown considerable increase at US$
12.3 billion during the first half of 2011-12 vis-a-vis
US$ 7.0 billion in the corresponding period of
2010-11. Similarly, ECBs increased to US$ 10.6
billion during the first half of 2011-12 as against
US$ 5.7 billion in the first half of 2010-11. Portfolio
investment, mainly comprising Fll investments and
American depository receipts (ADRs)/global
depository receipts (GDRs), however, witnessed
large decrease in inflows to US$ 1.3 billion in the
first half of 2011-12 vis-a-vis US$ 23.8 billion in
the first half of 2010-11. However, net capital
inflows as a proportion of GDP have shown
moderation from 5.0 per cent in the first half of
2010-11 to 4.5 per cent in the first half of 2011-
12. Net accretion to reserves (on BoP basis)
during the first half of 2011-12 was lower at US$
5.7 billion as compared to US$ 7.0 billion in the
first half of the previous year mainly due to
widening of the current account deficit.
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FOREIGN EXCHANGE RESERVES

1.55 Infiscal 2010-11, foreign exchange reserves
increased by US$ 25.7 billion from US$ 279.1 billion
at end March 2010 to US$ 304.8 billion at end
March 2011. Of the total increase in reserves, US$
12.6 billion was on account of valuation gains
arising out of depreciation of the US dollar against
major currencies and the balance US$ 13.1 billion
was on BoP basis. In 2011-12, the reserves
increased by US$ 6.7 billion from US$ 304.8 billion
at end March 2011 to US$ 311.5 billion at end
September 2011. Out of this total increase, US$
5.7 billion was on BoP basis and the balance US$
1.0 billion on account of valuation effect.

1.56 In the current fiscal, foreign exchange
reserves rose and then declined. The reserves
reached an all-time high of US$ 322.0 billion at
end August 2011. However, they declined to US$
311.5 billion at end September 2011. At end
December 2011, reserves stood at US$ 296.7 billion
and at end January 2012 at US$ 292.8 billion,
indicating a decline of US$ 12.0 billion from US$
304.8 billion at end March 2011. The decline in
reserves is partly due to intervention by the RBI to
stem the slide of the rupee against the US dollar.

EXCHANGE RATE

1.57 Inthe currentfiscal, on month-to-month basis
the rupee depreciated by 12.4 per cent from 3 44.97
per US dollar in March 2011 to ¥ 51.34 per US dollar
in January 2012. On point-to-point basis, it
depreciated by 16.2 per cent from X 44.65 per US
dollar on 31 March 2011 to ¥ 53.26 per US dollar on
30 December 2011. The rupee reached a peak of
3 43.94 on 27 July 2011 and a low of ¥ 54.23 per US
dollar on 15 December 2011, indicating a
depreciation of 19.0 per cent. Similarly, the monthly
average exchange rate of the rupee depreciated by
11.5 per cent against the pound sterling, 9.1 per
cent against the euro, and 18.7 per cent against
the Japanese yen between March 2011 and
December 2011.

EXTERNAL DEBT

1.58 India’s external debt stock stood at US$ 326.6
billion at end-September 2011, recording an increase
of US$ 20.2 billion (6.6 per cent) over end March
2011 estimates of US$ 306.4 billion. This increase
was primarily on account of higher commercial
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borrowings and short-term debt, which together
contributed over 80 per cent of the total increase in
the country’s external debt.

1.59 The maturity profile of India’s external debt
indicates the dominance of long-term borrowings.
The long-term external debt at US$ 255.1 billion at
end September 2011 accounted for 78.1 per cent of
the total external debt, while the remaining 21.9 per
cent was short-term debt. Government (sovereign)
external debt stood at US$ 79.3 billion, while non-
government debt amounted to US$ 247.3 billion at
end September 2011. India’s external debt has
remained within manageable limits as indicated by
the external debt to GDP ratio of 17.8 per cent and
debt service ratio of 4.2 per cent in 2010-11. This
has been possible due to an external debt
management policy of the government that
emphasizes monitoring of long- and short-term debt,
raising sovereign loans on concessional terms with
long maturities, regulating ECBs through end-use
and all-in-cost restrictions, and rationalizing interest
rates on NRI deposits.

FiscAL DEVELOPMENTS

1.60 Following two years of purposeful fiscal
expansion, the Budget for 2010-11 resumed fiscal
consolidation with a partial rollback of the stimulus.
The outcome was substantial, with fiscal deficit
declining to 4.8 per cent of GDP in 2010-11 from
6.5 per cent in 2009-10. The Budget for 2011-12
sought to carry forward the process of fiscal
consolidation through a reduction in the fiscal deficit
to 4.6 per cent of GDP. The Medium Term Fiscal
Policy Statement indicated that this would be further
continued, underscoring the commitment to fiscal
consolidation for sustaining macroeconomic
outcomes.

1.61 Economic Surveys 2009-10 and 2010-11 had
analysed in some detail the macroeconomic
dimensions of the fiscal stimuli to counteract the
adverse impact of the global financial and economic
crisis, using national accounts data. The recent
revisions to GDP data indicate that demand
slowdown in 2008-9 was sharper and GDP at
constant market prices was placed at 3.9 per cent
in 2008-9. This consisted of a contraction of
1.6 per cent in gross capital formation and
deceleration in private final consumption expenditure.
The fiscal expansion was manifest in growth of over
10 per cent and 14 per cent in government final
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consumption expenditure and 12.3 per centand 4.5
per cent in capital formation by government in 2008-
9 and 2009-10 in terms of constant 2004-5 prices.
Besides, growth in indirect taxes minus subsidies,
after declining to 14.7 per cent in 2008-9 and 10.4
per centin 2009-10, rose to 28.7 per cent in 2010-
11. The macroeconomic outcome of this expansion
was the sharp rebound in growth of demand-side
GDP (at constant market prices) to 8.2 per cent in
2009-10 and 9.6 per cent in 2010-11 from 3.9 per
centin 2008-9. This level of rebound was among the
swiftest and highest in the global economy.

1.62 Globally, it might be recalled that most
advanced economies had very little monetary space
for responding to the crisis and sought recourse to
fiscal policies to ease the recessionary tendencies.
The Update of Fiscal Monitor of the International
Monetary Fund (IMF) for January 2012 documents
the extent of fiscal expansion around the world. The
overall fiscal deficit went up from 2.0 per cent of GDP
in 2008 to 6.7 per cent in 2009 following the large
fiscal stimulus the worldover to alleviate the adverse
impact of the global financial and economic crisis.
After declining to 5.5 per cent of GDP in 2010, the
fiscal deficit is projected to fall to 4.5 per cent in
2011 and 4.1 per centin 2012.

1.63 Advanced economies as a group had larger
deficits in both the pre-crisis and post-crisis periods
according to the Update of Fiscal Monitor. While the
fiscal deficit of advanced economies was 7.6 per cent
of GDP in 2010 and projected to be 6.6 per centin
2011; that of emerging market economies is placed
at 3.6 per cent and 2.6 per cent respectively for these
years. Among the major emerging economies,
India’s fiscal deficit at 8.9 per cent in 2010 and
estimated level of 8.5 per cent in 2011 was among
the highest. The projections firmly indicate that fiscal
consolidation is taking place across nations since
2010. In India’s case, the Monitor indicates that a
larger correction is needed in terms of key fiscal
indicators. It also projects the average interest rate-
growth differential to be -5.1 per cent for the period
2011-16, which would enable favourable dynamics
in terms of the debt-GDP ratio. The fiscal outcome
in 2010-11 in India partly reflected that unique
advantage in terms of a better-than-estimated
reduction in debt-GDP ratio on account of this
differential as well as the substantial fiscal correction
arising from the higher level of nominal GDP. As a
proportion of GDP, fiscal deficit of the central
government fell from 6.5 per cent in 2009-10 to



4.8 per cent in 2010-11. With fiscal deficit of the
states declining from 2.9 per cent of GDP in 2009-
10to 2.7 per centin 2010-11, general government
deficit declined to 7.9 per cent of GDP in 2010-11
from 9.4 per cent in 2009-10.

1.64 With the AE released in February 2011
indicating growth in real GDP at market prices to be
9.6 per cent in 2010-11, though there was some
concern about industrial slowdown, the
macroeconomic outlook at the time of the
presentation of the Budget for 2011-12 was positive
and supportive of the process of fiscal consolidation.
However, as the year progressed the industrial
downturn got prolonged and the persistence of
inflationary pressures and monetary tightening led
to a sharper demand slowdown. This had its impact
on public finances with rising costs impairing profit
margins and thereby affecting level of growth in
corporate income tax and central excise. The higher
outgo in terms of tax refunds, the lower levels of
non-tax revenues and the state of the equities market
that was inappropriate for achieving the planned
disinvestment in the first nine months of the current
fiscal have made the task of achieving the budgeted
revenues in the current fiscal quite challenging. Global
crude petroleum prices remained high and, given
limited flexibility in domestic price setting, there has
been some additional expenditure with implications
for the levels of deficit — both revenue and fiscal.
This is reflected in the Union Accounts data made
available by the Controller General of Accounts for
April-December 2011.

1.65 Union public finances are under some stress
with revenue deficit at 93.1 per cent of the Budget
Estimates (BE) and fiscal deficit at 92.3 per cent of
BE in April-December 2011. In the first nine months,
gross tax revenue has grown at a rate which is
5 percentage points lower than the year-on-year
growth envisaged in BE 2011-12 over provisional
actuals of 2010-11. This has been mainly due to
lower growth in corporation taxes at 6 per cent as
against the 20.2 per cent envisaged by BE 2011-12,
partly attributable to the higher levels of refunds this
year and a much-lower-than-targeted growth in
excise duties. Given that there was a sizeable hike
in expenditure in 2010-11, which was largely made
possible by the higher-than-estimated receipts under
non-tax revenues, the Budget for 2011-12 estimated
a growth target of 4.9 per cent for total expenditure
for the full year. Growth in total expenditure in the
first nine months of 2011-12 was 13.9 per cent, which
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comprised a growth of 15.4 per cent in non-Plan
expenditure and 10.8 per cent growth in Plan
expenditure. Consequently, a slippage is likely in
the revenue and fiscal deficits budgeted this year
notwithstanding the efforts taken to minimize it.

1.66 The fiscal outcome of states (combined) in
2008-9 and 2009-10 was much better with fiscal
deficit lower than 3.0 per cent of GDP and moderate
levels of revenue surplus and revenue deficit. This
was made possible by a year-on-year growth of
10.3 per cent and 9.3 per cent in tax revenue in
2008-9 and 2009-10 respectively. This was
composed of 12.3 per cent and 12.8 per cent growth
in states’ own taxes and 5.5 per centand 2.9 per cent
growth in taxes devolved from the centre in 2008-9
and 2009-10 respectively. With higher levels of grants
accruing to them as per the Thirteenth Finance
Commission’s recommendations, the revenue
receipts of states (combined) were placed at
12.3 per cent of GDP in 2008-9. After remaining
subdued even in the crisis-affected years of 2008-9
and 2009-10, growth in total expenditure has shot
up to 22.1 per cent in 2010-11. As a proportion of
GDP, total expenditure of the states was at 16.1 per
cent. Even after this level of total expenditure, revenue
and fiscal deficits were respectively placed at
0.3 per centand 2.7 per cent of GDP in 2010-11. In
BE 2011-12, fiscal deficit of states is estimated to
come down to 2.2 per cent of GDP with revenue
surplus at 0.2 per cent of GDP.

1.67 In Mid-Year Analysis 2011, it was indicated
that the macroeconomic dimensions of fiscal policies
are best understood with reference to fiscal
aggregates at the level of consolidated general
government. The actual outcome in terms of the
deficits of consolidated general government has been
much better than what is typically assessed during
the course of the year. Fiscal deficit was less than 6
per cent of GDP in 2006-7 and 2007-8. It had
increased in the crisis-affected years of 2008-9 and
2009-10 but declined to 7.9 per cent of GDP in
2010-11 and was budgeted at 6.9 per cent of GDP in
2011-12. While the likely slippage in the centre’s
fiscal outcome this year may push up the
consolidated general government deficit, it may be
moderated if states continue to perform well. This is
essentially an exceptional year when a whole host
of factors have turned out differently than was
envisaged at the time of presentation of the Budget.
A large fiscal correction, followed by a likely slippage
(in the previous and current fiscal respectively) is
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somewhat in the nature of a cyclical fiscal
adjustment; but going forward fiscal consolidation is
likely to be anchored in a medium-term framework
that mitigates such risks.

HumMAN DEVELOPMENT

1.68 India is passing through a phase of
unprecedented demographic changes. This
‘demographic dividend’ provides India greater
opportunities but also poses a challenge. India still
has a great distance to go in terms of human
development indicators, especially those pertaining
to helath and education. However, without taking away
the importance of doing better, it may be noted that
an analysis of the trends during 1980-2011 shows
that although lower in HDI ranking, India has
performed better than most countries in terms of
average annual HDI growth rate.

Trends in India’s social-sector expenditures

1.69 Central government expenditure on social
services and rural development (Plan and non-Plan)
has consistently gone up over the years. It increased
from 13.38 per cent of total central government
expenditure in 2006-7 to 18.47 per centin 2011-12.
Central support for social programmes has continued
to expand in various forms although most social-
sector subjects fall within the purview of the states.
Expenditure on social services as a proportion of
total expenditure increased from 21.6 per cent in
2006-7 to 24.1 per cent in 2009-10 and further to
25 per centin 2011-12 (BE). As a proportion of the
GDP, this share increased from 5.57 per cent in 2006-7
to 7.34 per cent in 2010-11, helping India face the
global crisis without much adverse impact on the
social sector. In 2011-12 it is expected to be
6.74 per cent as per the BE. While expenditure on
education as a proportion of GDP increased from
2.72 per cent in 2006-7 to 3.11 per centin 2011-12
(BE), the expenditure on health increased from 1.25
per centin 2006-7 to 1.30 per centin 2011-12 (BE).
These programmes also help in the betterment of
health and education of the population, besides
contributing to more inclusive development.

Employment

1.70 The Eleventh Five Year Plan (2007-12) aimed
at generation of 58 million work opportunities. The
NSSO quinquennial survey has reported an increase
in work opportunities to the tune of 18 million under
the current daily status (CDS) between 2004-5 and
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2009-10. However, the overall labour force expanded
by only 11.7 million. This was considerably lower
than in comparable periods earlier and can be
attributed to the much larger retention of youth in
education and also because of lower labour force
participation among working-age women. In all
likelihood this is an indication of improving economic
conndtions. As a result, uynemployment in absolute
terms declined by 6.3 million. The lower growth in
the labour force is not expected to continue, as
educated youth are expected to join it in increasing
numbers during the Twelfth Plan and in the years
beyond. This means that the pace of job/livelihood
creation has to be greatly accelerated. The Twelfth
Plan Approach Paper therefore lays greater stress
on skill building which can be viewed as an
instrument for improving the effectiveness and
contribution of labour to overall production.

1.71 A comparison between different estimates of
unemployment in 2009-10 indicates that the CDS
estimate of unemployment is the highest (Table 1.8).
The higher unemployment rates according to the CDS
approach compared to the weekly status and usual
status approaches indicate a high degree of
intermittent unemployment. Interestingly, urban
unemployment was higher under both the usual
principal and subsidiary status (UPSS) and current
weekly status (CWS) but rural unemployment was
higher under the CDS approach. However, overall
unemployment rates were lower under each of the
measures of unemployment vis-a-vis 2004-5.

1.72 The Employment Situation in 2010-11 as per
Quarterly Survey Reports (July to September 2011)
indicates that the upward trend in employment
generation since July 2009 has been maintained.
The results for selected sectors, i.e. textiles including
apparel, leather, metals, automobiles, gems and
jewellery, transport, information technology (IT) /
business process outsourcing (BPO) and handloom/

Table 1.8 : All-India NSS 66th Round Rural
and Urban Unemployment Rates

Sl. Estimate Rural  Urban Total Total
No. 2009- 2009- 2009- 2004-

10 10 10 05
1 UPSS 1.6 3.4 2.0 2.3
2 CWS 3.3 4.2 3.6 4.4
3 CDS 6.8 5.8 6.6 8.2

Source : NSSO



powerloom show that overall employment in
September 2011 over September, 2010 increased by
9.11 lakh, with the highest increase recorded in the
IT/BPO sector (7.96 lakh) followed by metals (1.07
lakh), automobiles (0.71 lakh), gems and jewellery
(0.08 lakh), and leather industries (0.07 lakh).

Unique Identification Authority of India
(UIDAI)

1.73 Implementation of the Unique Identification
(UID) project has progressed and about 13 crore
Aadhaar numbers (UID numbers) have already been
generated. The Aadhaar number has been recognized
as valid proof of identification /proof of address for
obtaining new LPG connections. This will
considerably simplify the process of disbursement
of welfare funds by government departments.

SUSTAINABLE DEVELOPMENT AND
CLiMATE CHANGE

1.74 Sustainable development is a difficult balancing
act in countries especially with low incomes. Society
has to simultaneously accomplish three things with
trade-offs: improve economic well-being with social
justice for the present generation, yet manage with
more restrained use of land, air, forest, energy and
water resources, and protect the interests of future
generations. The choices are more difficult in
developing countries—because they affect people’s
livelihoods. For such a ‘stewardship’ to succeed,
therefore, it has to respond to people’s needs, share
information on choices and costs, and ensure
participation and ownership. This, it is hoped, will
be kept at centre stage of the Second Earth Summit
in Rio in June 2012 that is likely to take stock of
sustainable development priorities globally.

1.75 India has done well on all these counts of
stewardship over the past decades. It has followed
a conscious path in response to the key
environmental issues. Sustainable development in
terms of environmental concerns has been a
recurring theme in Indian policy and planning.
Economic reforms since the 1980s have accelerated
growth and incomes. Social well-being has improved
broadly, as measured by gains in life-expectancy
and other indicators. India has stepped up protection
of its natural environment such as its forests. India’s
particular development path has relied on fast-
growing services, which has helped reduce the
emissions intensity of its growth path and accelerate
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literacy and education. While India could have done
even better, much has been accomplished. The
reasons behind such progress are undoubtedly
strong institutional underpinnings: democratic
participation, Constitutional protection of social
justice, steady accretion of environmental laws and
regulations, multiple actors, markets, and expanding
government programmes and policies.

1.76 The challenges ahead are, nevertheless, large.
The 2009 State of the Environment Report by the
Ministry of Environment and Forests (MOEF) clubs
the issues under five key challenges faced by India,
which are climate change, food security, water
security, energy security, and managing urbanization.
Broad-based economic and social development is
ultimately the answer for greater environmental
sustainability. Economic pricing of energy and other
resources will be key to switching to a more
sustainable development path. Deployment of
appropriate technologies is certainly going to be
crucial. At the same time, stepped-up public
spending on energy access and other basic
necessities for the poor will be required.

1.77 The challenge of climate change has been
receiving intense political attention both at domestic
and international levels. Climate change is primarily
caused by the building up of greenhouse gases
(GHGs) in the atmosphere. With climate change,
the type, frequency, and intensity of extreme events,
floods, and droughts are expected to increase. Thus
climate change represents additional stress on
ecological and socio-economic systems that are
already facing tremendous pressure due to
haphazard economic development. Hence,
addressing climate change is a major challenge in
terms of policies and resources needed to address
it at domestic and international levels.

1.78 Internationally the United Nations Framework
Convention on Climate Change (UNFCC, the
Convention) was set up in 1992 and entered into
force in 1994. Although global in scope, it differentiated
the commitments/responsibilities of parties on the
basis of respective capabilities, economic structures,
and resource base and on the basis of the principle
of ‘equity’ which is at the core of the climate change
debate. The Convention lays down binding
commitments for the developed countries, taking into
account their historical responsibilities. It recognizes
that economic and social development and poverty
eradication are the ‘first and overriding priorities’ of
developing countries.
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1.79 Climate change is a complex policy issue with
major implications in terms of finance. All actions to
address climate change ultimately involve costs.
Funding is vital for countries like India to design and
implement adaptation and mitigation plans and
projects. Lack of funding is a large impediment to
implementing adaptation plans. The scale and
magnitude of the financial support required by
developing countries to enhance their domestic
mitigation and adaptation actions are a matter of
intense debate in the multilateral negotiations under
the UNFCCC. The Convention squarely puts the
responsibility for provision of financial support on the
developed countries, taking into account their
contribution to the stock of GHGs in the atmosphere.
Given the magnitude of the task and the funds
required, domestic finances are likely to fall short of
the current and projected needs of the developing
countries. Global funding through the multilateral
mechanism of the Convention will enhance domestic
capacity to finance the mitigation efforts.

1.80 The recently held Durban Climate Change
Conference from 28 November to 10 December
2011marks an important step forward in the climate
change negotiations (see Box 12.6 of Chapter 12 for
details). The Durban outcomes made significant
contribution as they established the second
commitment period of the Kyoto Protocol and
operationalized some of the key Cancun agreements
related to a Green Climate Fund (GCF), Technology
Mechanism (TM), and Adaptation Framework. The
Durban outcomes also opened a window for
discussions on the post 2020 arrangements for the
global climate change regime for which the Durban
Platform has been launched. Though India and other
developing countries came under tremendous
pressure at Durban, India took the lead in ensuring
that the new arrangements are firmly anchored in
the Convention and are based on the principles of
‘common but differentiated responsibilities and
equity’.

PROSPECTS, SHORT TERM AND
MEDIUM TERM

1.81 The financial crisis in Europe, along with
certain exogenous shocks like the Japanese nuclear
disaster, has resulted in a sharp global economic
slowdown during 2011-12. When this happens so
quickly after a recession—the last one being in
2008-9—it is not easy to deal with. Most of the
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standard and well-known policies are already used
to near capacity and a second dose can backfire.
The entire world, especially Europe, is treading with
caution and working on devising novel cures for the
problems on hand. Thanks to India’s rapid growth
over the last two decades and growing integration
with the world, it can no longer be impervious to
global developments. Not surprisingly, the Indian
economy has also been adversely affected and its
GDP growth is likely to decline to 6.9 per cent during
the current year, somewhat mirroring what happened
in 2008-9, when growth was 6.7 per cent; and the
pressure is on for the nation to improvise policies to
revive growth.

1.82 There is no doubt that a part of India’s
slowdown is rooted in domestic causes. The
persistent inflation that remained over 9 per cent for
much of the year and needed to be tamed played a
role. There were also the pressures of democratic
politics, which slowed reforms. Keeping these factors
in view, it seems reasonable to endorse the CSO’s
AE of 6.9 per cent growth for this year. Calculations
based on tracking several statistical indicators and
projections of incremental capital-output ratios lead
to a forecast of the growth rate of real GDP for 2012-
13 to be 7.6 (+/-0.25) per cent.

1.83 The main reason for the recovery to be initially
slow is the slight decline in investment rate. In the
third quarter of 2011-12, gross fixed capital formation
as a ratio of GDP was 30 per cent, down from
32.3 per cent one year ago. But as fiscal
consolidation gets back on track, savings and capital
formation should begin to rise. Moreover, with the
easing of inflationary pressures in the months to
come, there could be a reduction in policy rates by
the RBI, which would encourage investment activity
that could have a positive impact on growth. These
factors, along with the fact that India’s investment
rate at 35.1 per cent, is still an impressive figure,
should result in growth consolidating in 2012-13 and
picking up rapidly thereafter. Preliminary calculations
suggest that the growth rate of GDP in 2013-14 will
be 8.6 per cent. Long-term forecasts of course
always come with a larger margin of error. These
projections are based on assumptions regarding
factors like normal monsoons, reasonably stable
international prices, particularly oil prices, and global
growth somewhere between where it now stands and
0.5 per cent higher. A deviation from these situations
would have an impact on the growth trajectory of
India. However, thanks to 15 years of robust growth



and nearly a decade of over 30 per cent investment
rate, the economy now has enough resilience for an
optimistic view that India can be the leading engine
of global growth.

1.84 Agricultural growth in the Eleventh Five Year
Plan has been less than the target of 4 per cent
despite a clear improvement compared to the
previous plan periods. Though agriculture has now
shrunk as a proportion of GDP to 13.9 per cent, as
is only to be expected of a growing economy, it is
vital sector and provider of livelihood for more than
50 per cent of the population. How this sector
performs also has large implications for overall prices
and, hence, it is a sector deserving of special
attention. The area under foodgrains production has
declined over the last three decades. That in itself is
not worrying but what is of concern is the low
productivity of Indian agriculture. In yield parameters,
India is lagging behind global levels in most crops.
Concerted and focused efforts are required for
addressing the challenge of stagnating productivity
levels in agriculture. A holistic approach,
simultaneously working on agricultural research and
development, dissemination of technology, and
provision of agricultural inputs such as quality seed,
fertilizers, pesticides, and irrigation, would be
important. Above all, the need is to raise investment
in agriculture. Specifically there is a need to promote
horticulture, fisheries, livestock farming, poltury and
related activities by raising both public and private
investment in these sectors. Furthermore, higher
investment will be required in watersheds
development, contour-bunding and water harvesting
structures. Some of these activities could be taken
up under MNREGA.

1.85 It is also important to understand that
productivity itself will get a fillip if the supply chain
from farm to consumer can be improved. This will
lead to farmers getting a higher price for their products
and will incentivize them to invest and produce more.
The crux of an improved supply chain is not for
government to try to provide this directly by the public
service delivery authorities but to take policy steps
that facilitate private players to provide this vital
service. A lot of these facilitating policies simply
consist of altering rules to allow individuals and firms
to enter into this business and cleaning up the
regulations so that people do not unnecessarily have
to seek permission at every juncture of business
and trade. This theme recurs later in the Survey.
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1.86 The industrial sector performed poorly this year
and the share of industry in the GDP, which had
peaked at 28.7 per cent, has now retreated to
27 per cent. This is an adverse move for an emerging
economy. It is expected that this decline will gradually
getreversed on its own, starting in 2012-13. However,
industry is such an important driver of an emerging
economy’s growth and provider of jobs that special
effort needs to be made to get this sector growing
much more rapidly than it has done this year. One
simple clue lies in the fact that Indian services, such
as information technology (IT) and financial services,
have done very well over the last two decades and
the services sector, having been largely outside of
the tax net, did not have to interact much with the
state machinery and was also less affected by
infrastructural handicaps since a lot of services do
not need freights and ports. This suggests that the
manufacturing and industry can be helped by
improving the infrastructure and lessen the need for
interfacing with administration. This is a sector
strong enough to take off on its own; what is simply
needed is to provide an enabling business
environment. In this regard, the National
Manufacturing Policy, as a first dedicated policy
measure for manufacturing is expected to provide a
major impetus to the manufacturing sector of the
Indian economy. The National Manufacturing Policy,
while adequately addressing the concerns relating
to labour welfare and environmental conservation,
attempts to simplify business regulations and
certification to reduce transactions costs for industry
and improve its competitive position.

1.87 In 2010-11 and 2011-12, there is a slight
moderation in services growth. This is mainly due to
the steep fall in growth of public administration and
defence services, creating some fiscal space for the
government. Growth in trade, hotels, and restaurants
is more robust at 11.2 per cent. If interest rates
remain elevated, there would be some concern about
growth in real estate, ownership of dwellings, and
business services which has started decelerating.
The outlook for some of the services in the economy
is also linked to the global prospects. While software
services exports have continued to be steady, the
unfolding events in the euro area could lead to some
sluggishness in this sector. The growth in fair-
weather business services which has already shown
signs of deceleration may not get better. Among the
other two major services, transportation has already
been affected with the Baltic dry index at an all-time
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low, though this may be of a passing nature. While
travel and tourism could also be affected, it could
also lead to a shift in tourist inflow pattern with
increased inflow of holiday backpackers searching
for cheaper destinations like India. The rise in tourists
from South Asia, East Asia, and South East Asia
could further help this sector.

1.88 Monetary policy remained focused on
controlling inflation and anchoring inflationary
expectations, with 13 adjustments in policy rates
since March 2010. This had a short-term slowing
effect on growth, as was anticipated. But it also
contributed to moderating inflation to around
6.5 per cent by March. Vigilance will nevertheless
be required and steps need to be taken to quickly
deal with any unexpected developments and
global shocks such as increases in the price of
crude oil.

1.89 The recent regulatory prescriptions for
European banks have brought in fears of deleveraging.
Indian banks are not expected to have any direct
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impact on account of their negligible exposure to
the troubled zone. However, there could be indirect
impact on account of funding pressures. The scope
for countercyclical financial policy could be explored
in financial regulations in order to minimize the
negative impact of accumulated financial risks. This
will go a long way in providing needed stability to the
financial system.

1.90 As indicated earlier, slippage is likely in the
fiscal outcome this year in respect of the centre;
however, the states combined are likely to be on
track. The less-than-budgeted fiscal outcome owes
to fiscal risks mainly emanating from assumptions
regarding international crude prices and below target
revenue generation. Going forward, fiscal
consolidation would need to be anchored in a
framework that addresses some of the risks like rise
in crude prices and the chapter that follows details
the options in this regard, which are essentially
micro-foundational reforms for achieving desired
macroeconomic outcomes.
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