Department of Economic Affairs

. Growth Performance: Overview

Sustained growth and resilience from a global slowdown characterize the
developments of the Indian economy in 2006-08 and in the current year so far. Economy for
most part of 2007-08 was largely successful in containing domestic inflationary pressures
despite a global hardening of commodity prices and an upsurge in capital inflows, which had
made liquidity management difficult. Continuing upsurge in global commodity prices,
particularly of food, fuels and metals is however, putting pressure on domestic prices.
Containing the pass through of this increase and maintaining domestic price stability has
become a major policy challenge. The overall macroeconomic fundamentals, continued to
inspire confidence and optimism. Buoyant growth of government revenues has made it
possible to strengthen fiscal consolidation as mandated under the Fiscal Responsibility and
Budget Management Act (FRBMA), at the same time enabled a significant expansion of
social sector programmes. There has been an acceleration in domestic savings and investment
rates to provide the resources for meeting the 9.0 per cent (average) growth target for the
Eleventh Five-Year Plan.

Economic growth: GDP growth during 2007-08 (at factor cost at constant 1999-2000
prices) as revised by Central Statistical Organisation (CSO) on May 30, 2008 is placed at 9.0
per cent. Though this represents a moderate deceleration from a high growth of 9.4 per cent
in 2005-06 and 9.6 per cent in 2006-07 (quick estimates), it is higher than 8.7 per cent
assessed at the advance estimates stage in February 2008. The deceleration in growth in
2007-08, though moderate, was in the manufacturing and services sectors. Notwithstanding a
moderation in growth in 2007-08, on a trend basis GDP growth improved from an average of
3.5 per cent per annum during 1950-80 to 8.8 per cent in the last five years.

Table 1: National Income Aggregates

2004-05 | 2005-06 2006-07 2007-08 2005-06 [2006-07 | 2007-08

At 1999-2000 prices (Rs in billions) (year-on-year increase %)
GDP (at factor cost) 23,884 26,128 28,643 31,229 9.4 9.6 9.0
NDP (at factor cost) 21,260 23,266 25,496 27,188 9.4 9.6 9.1
NNI (at factor cost) 21,045 23,069 25,305 27,677 9.6 9.7 9.4
GDP (at market prices) 26,016 28,420 31,174 33,988 9.2 9.7 9.0
At current prices
GDP (at factor cost) 28,777 32,757 37,901 43,037 13.8 15.7 13.6
NDP (at factor cost) 25,488 28,969 33,556 38,113 13.7 15.8 13.6
NNI (at factor cost) 25,264 28,708 33,258 37,895 13.6 15.8 13.9
GDP (at market prices) 31,494 35,803 41,458 47,131 13.7 15.8 13.7
Per Capita Income (current prices Rs) 23,199 25,956 29,642 33,299 11.9 14.2 12.3
Per Capita Income (1999-00 prices Rs) 19,325 20,858 22,553 24,321 7.9 8.1 7.8




Table 2: GDP Parameters- Historic Trends

1950-51 1960-61 1970-71 1980-81 1990-91 2006-07 2007-08
GDP at factor cost: At 96 162 422 1302 5110 37901 43037
current prices Rs Bil
GDP at factor cost: At 20 34 56 165 285 838 1070
current prices US $ Bil
GDP at current market 99 172 457 1438 5687 41458 47131
prices Rs Bil.
GDP at current market 21 36 60 182 317 916 1172
prices US $ Bil
Per capita income at 255 350 720 1741 5365 29642 33299
Current Prices (Rs)
Per capita income (NNP) in 53 73 95 220 299 655 828
Uss

Economic growth and in particular the growth in per capita income is a broad
quantitative indicator of improvement in the welfare of residents. The rate of growth of per
capita income moderated to 7.8 per cent in 2007-08, compared to a growth of 8.1 per cent in
the previous year. However, average growth of 7.9 per cent in the last three years indicates
that on an average, income would now double within ten years, well within a generation. Per
capita income in 2007-08 is placed at Rs.33, 299 at current prices and Rs.24, 321 at 1999-
2000 prices.

On a long-term, India’s GDP at factor cost increased from US$ 20 billion in 1950-51
to US$ 838 billion in 2006-07. GDP at current market prices was estimated at US$ 916
billion in 2006-07. At the prevailing exchange rate, GDP at current market prices estimated
at Rs 47,131 billion in 2007-08, makes India move to a trillion dollar plus economy.
Sustained growth and appreciation in its exchange rate led to a sharp increase of 27.9 per cent
in India’s GDP in dollar terms in 2007-08 compared to a growth of 13.7 per cent in rupee
terms. With increasing integration, share of merchandise trade (imports +exports) increased
from 12.2 per cent of GDP in 1950-51 to 34.1 per cent in 2006-07. Inclusion of services will
increase this share further.

Sectoral Shares: Growth of GDP during the last two decades was characterized by structural
changes in the economy. Share of agriculture and allied sector in GDP declined from about
32 per cent in 1990-91 to 24.0 per cent in 2001-02 and further to 17.8 per cent in 2007-08.
There was a corresponding gain in the share of the services sector from 41.0 per cent in 1990-
91 to 51.0 per cent in 2001-02 and further to 55.6 per cent in 2007-08. The share of industry
(comprising mining and quarrying, manufacturing, electricity, gas and water supply and
construction) in GDP, which was 27.2 per cent in 1990-91, declined to 25.0 per cent in 2001-
02, but improved to 26.6 per cent in 2007-08.




Table 3: Growth of GDP at Factor Cost by Economic Activity (1999-2000 prices)

Sector(s) Growth (Per Cent) Percentage Share in GDP

at Constant 1999-2000 2003- | 2004- | 2005- | 2006- | 2007- | 2003- | 2004- 2005-06 | 2006-07 | 2007-
prices 04 05 06 07 08 04 05 08

1. agriculture, forestry 10.0 0.0 5.9 3.8 45 21.7 20.2 19.6 18.5 17.8
& fishing

Industry 7.4 10.3 10.1 11.0 8.5 25.6 26.2 26.4 26.7 26.6
2. mining & quarrying 3.1 8.2 4.9 5.7 4.7 2.2 2.2 2.1 2.0 2.0
3. manufacturing 6.6 8.7 9.0 12.0 8.8 15.0 15.1 15.1 15.4 15.4
4. electricity, gas & water | 4.8 7.9 4.7 6.0 6.3 2.3 2.3 2.2 2.1 2.1
supply

5. construction 12.0 16.1 16.5 12.0 9.8 6.1 6.6 7.1 7.2 7.3
Services 8.5 9.1 10.3 111 10.8 | 52.7 53.6 54.0 54.7 55.6
6. trade, hotels, transport | 12.0 10.7 11.5 11.8 12.0 25.0 25.8 26.3 26.8 275
& communication

7. financing, insurance, 5.6 8.7 11.4 13.9 11.8 13.4 13.5 13.8 14.3 14.7
real estate & bus.

Services

8. community, social & 5.4 6.9 7.2 6.9 7.3 14.3 14.2 14.0 13.6 134
personal services

10. GDP at factor cost 85 75 9.4 9.6 9.0 100.0 | 100.0 100.0 100.0 100.0

GDP Quarterly growth

: On August 29, 2008, CSO released the GDP figures for the first

quarter of 2008-09. The overall GDP growth at factor cost is placed at 7.9 per cent compared
to a growth of 9.2 per cent in first quarter of 2007-08. There has been a moderation in
growth spread across all the three broad sectors of agriculture, industry and services. GDP
estimates are, however, higher than the forecast made by the Economic Advisory council
(EAC), which had projected the growth for the full year of 2008-09 at 7.7 per cent. GDP at
current prices recorded a higher growth. GDP at current market prices, used as the
denominator for calculating the ratios like tax/GDP, deficits/GDP or savings and investment
grew by 16.1 in Q1 of 2008-09 compared to a growth of 15.9 per cent in Q1 of 2007-08 and
13.7 per cent in 2007-08 full year.

Table 4 GDP (Sectoral and Demand based) at constant (1999-2000) prices (Rs crore)

2006-07 2007-08 2008-09
Q1 Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql

Agriculture | 1,22,660 98,606 | 1,68,666 | 1,40,305 1,28,042 1,03,199 | 1,78,741 | 1,44,354 | 1,31,831
Industry 1,80,770 | 1,83,475 | 1,93,929 | 2,07,965 1,97,194 2,00,773 | 2,09,863 | 2,23,810 | 2,10,717
Services 3,60,215 | 3,73,632 | 3,98,738 | 4,35,348 3,99,713 4,13,012 | 4,40,055 | 4,84,106 | 4,39,809
GDP
at factor cost | 6,63,645 | 6,55,713 | 7,61,333 | 7,83,618 7,24,949 7,16,984 | 8,28,659 | 8,52,270 | 7,82,357
Rate of growth (per cent)
Agriculture 2.7 3.2 4.0 4.9 4.4 4.7 6.0 29 3.0
Industry 10.8 11.0 10.4 11.6 9.1 9.4 8.2 7.6 6.9
Services 115 115 11.1 10.3 11.0 10.5 104 11.2 10.0
GDP
at factor cost 9.6 10.1 9.3 9.7 9.2 9.3 8.8 8.8 7.9




Savings and Investment: Robust growth in GDP has been generating additional savings and
investment necessary for capacity expansion and sustained growth. The increasing trend in
gross domestic savings as a proportion of GDP observed since 2001-02 continued with the
savings ratio rising from 26.4 per cent in 2002-03 to 29.8 per cent in 2003-04, 31.8 per cent
in 2004-05, 34.3 per cent in 2005-06 and further to 34.8 per cent in 2006-07. Annual rate of
growth of domestic savings in last four years averaged 22 per cent. The savings from the
private corporate sector were particularly buoyant. There was a turnaround in public sector
savings, which reversed their negative contribution to domestic savings in 2003-04. Because
of an upsurge in the savings from the private corporate sector and reversal of the negative
trend by the public sector savings, the relative share of the household sector in gross domestic
savings declined from 94.3 per cent in 2001-02 to 68.4 per cent in 2006-07. Out of a total
increase of 8.4 per cent in the ratio of domestic savings to GDP between 2002-03 and 2006-
07, an increase of 7.7 percentage points came from an increase in the public sector and
private corporate sector savings.

In line with the rise in the rate of gross domestic savings beginning 2001-02, there
was an increase in the rate of Gross Domestic Capital Formation (GDCF) or investment. The
revival in gross domestic capital formation (GDCF) that commenced in 2002-03 was
followed by a sharp rise in the rate of investment for five consecutive years. GDCF was
placed at 35.9 per cent of GDP in 2006-07. The annual growth of GDCF in last four years
averaged 24.5 per cent compared to a growth of 14.0 per cent in GDP at current market
prices. During 2001-04, domestic savings exceeded domestic investment indicating a current
account surplus. The year 2004-05 saw the reversal of this trend. This reversal of the saving-
investment balance should be viewed as a correction of the domestic supply-demand balance,
occurring through above normal increase in demand during 2005-06 and 2006-07. While the
ratio of public sector GDCF to GDP remained generally stable, there was an increase in the
ratio of private sector GDCF, from 19.5 per cent in 2003-04 to 27.0 per cent in 2006-07.

CSO has not yet released estimates of savings and investment for 2007-08. However,
the GDP aggregates based on sources of demand indicate that the ongoing trend of an
increase in investment and savings relative to GDP will continue. The ratio of gross fixed
capital formation, valuables and change in stocks to GDP is estimated to have improved from
36.0 per cent in 2006-07 to 37.5 per cent in 2007-08 and further to 37.9 per cent in Q1 of
2008-09. Similarly, the ratio of aggregate consumption (private and Government
consumption) to GDP has declined from 66.1 per cent in 2006-07 to 65.4 per cent in 2007-08.
Savings, which are the residual, are therefore, expected to increase relative to GDP.



Table 5: Gross Domestic Savings & Investment as per cent to GDP
Year Gross Domestic Savings Gross domestic capital formation
(GDCF)
Public House Private Total Public Private Total
hold Corporate
1999-2000 -0.8 211 45 24.8 7.4 17.9 25.9
2000-2001 1.8 216 3.9 237 6.9 16.6 24.3
2001-2002 2.0 22.1 3.4 235 6.9 167 22.8
2002-2003 -0.6 23.2 3.9 26.4 6.1 18.6 25.2
2003-2004 1.1 24.4 4.4 29.8 6.3 19.5 28.2
2004-2005 2.2 23.0 6.6 31.8 6.9 23.4 32.2
2005-2006 2.6 24.2 75 343 7.6 25.8 355
2006-2007 3.2 23.8 7.8 34.8 7.8 21.0 36.9

Il Sectoral Growth Profile

Agriculture Production: The Directorate of Economics & Statistics in its fourth advance
estimates of agricultural production (July 2008) has placed total foodgrains production at
230.7 million tonnes, 13 million tonnes higher than the 217.3 million tonnes in 2006-07 (final
estimate). For three consecutive years, foodgrains production has recorded an average annual
increase of over 10 million tonnes. While the production of kharif foodgrains is expected to
be 10.4 million tonnes (9.4 per cent) higher than the production in 2006-07, rabi production
is expected to be higher by 3.0 million tonnes. The production of cereals is expected to be
215.6 million tonnes as against 203.1 million tonnes in 2006-07 (final estimate). The
production of pulses is expected to increase by 0.9 million tonnes (6.4 per cent). In case of
wheat and rice, the production in 2007-08 at 78.4 million tonnes and 96.4 million tonnes,
respectively, is an all time high. Production of oilseeds is also expected to increase from 24.3
million tonnes in 2006-07 to 28.8 million tonnes in 2007-08 (a growth of 18.7 per cent). This
is largely due an increase of 92 per cent in the production of groundnut. Similarly, the
production of cash crops, particularly cotton, has remained buoyant. With global cotton
output declining from 122 million bales in 2006-07 to 119 million bales in 2007-08, India has
emerged as a major exporter of raw cotton.

In the first advance estimates of kharif production for 2008-09, production of
foodgrains, oilseeds, cotton and sugarcane is estimated at 115.3 million tonnes, 17.9 million
tonnes, 23.9 million bales and 294.7 million tonnes, respectively. While compared to the First
Advance Estimates of 2007-08, this represents an increase of 2.8 per cent in foodgrains
production, compared to the Fourth Advance Estimate, it shows a decline of 4.7 per cent.
Decline is across most coarse cereals and pulses. Rice output, however, is expected to record
modest gains. Output of kharif oilseeds, cotton and sugarcane is also expected to decline.
DAC has usually been conservative in their First Advance Estimates. In 2007-08, latest
update (Fourth Advance Estimate) was higher compared to the first advance estimates by 7.8
per cent for foodgrains, 23 per cent for oilseeds and 12.7 per cent for cotton.



There has been a loss of dynamism in the agriculture and allied sectors in recent
years. A gradual degradation of natural resources through overuse and inappropriate use of
chemical fertilizers has affected the soil quality resulting in stagnation in the yield levels.
Public investment in agriculture has declined and this sector has not been able to attract
private investment because of lower/unattractive returns. New initiatives for extending
irrigation potential have had a limited success during the Tenth Five Year Plan, only a little
over 8 million ha could be brought under irrigation, and only three-fourths of that could be
utilized. The agricultural extension system has generally not succeeded in reducing the gap
between crop vyields that could have been obtained through improved practices. The
Government of India has launched the National Food Security Mission and the Rashtriya
Krishi Vikas Yojana to rejuvenate agriculture and improve farm income. The National Food
Security Mission for rice, wheat and pulses launched after the NDC Meeting of May 29, 2007
has envisaged increasing the production of rice, wheat and pulses by 10 million tonnes, 8
million tonnes and 2 million tonnes, respectively by 2011-12.

Table 6: Agriculture Production (Million Tonnes)

Crop 2003-04 2004-05 2005-06 | 2006-07 2007-08 2007-08 2008-09
Final Estimates 4th AE 1st Advance Estimates

Rice 88.5 83.1 91.8 93.4 96.4
Kharif 78.6 72.2 78.3 80.2 82.8 80.2 83.3

Rabi 9.9 10.9 135 13.2 13.6

Wheat 72.2 68.6 69.4 75.8 78.4

Coarse Grains 37.6 335 34.1 33.9 40.7
Kharif 32.2 26.4 26.7 25.6 31.7 26.6 27.4

Rabi 5.4 7.1 7.3 8.3 9.0

Pulses 14.9 131 134 14.2 15.1
Kharif 6.2 4.7 49 4.8 6.4 5.5 4.7

Rabi 8.7 8.4 8.5 9.4 8.7

Foodgrains 213.2 198.4 208.6 217.3 230.7
Kharif 117.0 103.3 109.9 110.6 121.0 112.2 115.3

Rabi 96.2 95.1 98.7 106.7 109.7

Oilseeds 25.2 24.4 28.0 24.3 28.8
Kharif 16.7 14.1 16.8 14.0 19.8 16.1 17.9

Rabi 8.5 10.2 11.2 10.3 9.0
Cotton # 13.7 16.4 18.5 22.6 25.8 229 23.9
i“te & Mesta # 112 103 108 113 112 122 111
Sugarcane 233.9 237.1 281.2 355.5 340.6 345.6 294.7

# Million bales of 170 kilograms each ## Million bales 180 kilograms each

Industrial Production: The overall growth rate of index of industrial production (11P)
during 2007-08 was 8.5 percent as compared to a growth of 11.6 per cent in 2006-07 and 8.2
percent in 2005-06. The growth rate achieved by the mining, manufacturing and electricity
sectors 2007-08 was 5.1 percent, 9.0 percent and 6.4 percent, respectively as compared to 5.4
percent, 12.5 percent and 7.2 percent, respectively during 2006-07. As per the use-based
classification, in 2007-08, capital goods maintained a double-digit growth for the sixth year



in a row. There was, however, a deceleration in growth across all the broad sectors with
consumer durables recording a negative growth.

A disaggregated product level data of the manufacturing products reveal that in 2007-
08 there was a deceleration in growth in food products; cotton textiles; wool, silk and
manmade fibres; textile products; paper products; rubber products; non-metallic mineral
products; metals and metal products; machinery and equipments; and auto and transport
equipments. High interest rates and appreciating rupee affected the performance in consumer
durables and export sectors, particularly the sectors that had low import content and
predominantly local resource based. Of the 17 broad manufacturing sectors, only 6 sectors
(beverages; jute textiles; wood products; leather products; chemicals; and other industries)
with a combined weight of 23.4 per cent in the Index of Industrial Production had a higher
growth in 2007-08 compared to the growth in previous year.

Table 7: PERCENTAGE CHANGE IN SECTORWISE INDEX OF INDUSTRIAL PRODUCTION
(Base: 1993-94=100)

2004-05 2005-06 2006-07 2007-08 April-September
2007 2008
General 8.4 8.2 11.6 85 9.5 49
Mining 44 1.0 54 5.1 4.9 3.8
Manufacturing 9.2 9.1 12.5 9.0 10.0 5.2
Electricity 5.2 5.2 7.2 6.4 7.7 25
Use-Based Classification
Basic goods 55 6.7 10.3 7.0 9.3 3.7
Capital goods 13.9 15.8 18.2 18.0 20.2 10.6
Intermediate goods 6.1 25 12.0 9.0 9.9 0.1
Consumer goods 11.7 12.0 10.1 6.1 5.5 7.7
Of which
Consumer durables 14.4 15.3 9.2 -1.0 -3.2 6.8
Consumer non-durables 10.8 11.0 10.4 8.6 8.7 8.0

In the current year, CSO has released the IIP data for April-September 2008. Overall
growth in April-September 2008 is estimated at 4.9 per cent year-on-year basis compared to a
growth of 9.5 per cent in April-September 2007. There has been a continuation of the
moderate growth phase. Deceleration in growth was significant for manufacturing and
electricity sectors, and somewhat moderate for the mining sector.

At the disaggregated manufacturing level, only 5 industrial sub groups of the
manufacturing sector (out of a total of 17 groups) reported an improved performance
(beverages and tobacco; textiles products, paper products, transport and auto parts and metal
products). These groups had a weight of 14.4 per cent in 1IP. IIP growth in September 2008 at
4.8 per cent did indicate improvement over the growth of 1.4 per cent in August 2008.
Performance of consumer durables and capital goods at 13.1 per cent and 18.8 per cent,
respectively, in September 2008 do provide some comfort about capacity additions and
consumer spending.



Table 8: Production performance of Manufacturing sub sectors (year-on-year per cent change)
Industry Group Weight out of April-March April-September
1000 2005-06 | 2006-07 | 2007-08 2007 | 2008
Food Products 90.83 2.0 8.6 7.0 13.3 -1.4
Beverages & Tobacco 23.82 15.7 11.0 12.0 92| 233
Cotton Textiles 55.18 8.5 14.8 43 6.1 -05
Wool, Silk & Man Made Textiles 2258 0.0 78 4.8 4.7 0.2
Jute Textiles 5.90 0.5 -15.8 33.1 18.9 55
Textile Products 25.37 16.3 115 37 3.2 38
Wood Products 27.01 5.7 29.1 40.5 788 | -10.4
Paper Products 26.52 0.9 8.7 2.7 0.9 3.0
Leather products 11.39 -48 0.6 11.7 9.7 0.3
Chemicals 140.02 8.3 9.6 10.6 8.7 6.1
Rubber & Petroleum 57.28 43 12.9 8.9 11.9 -4.2
Non Metallic Mineral products 43.97 11.0 12.8 5.7 8.6 0.6
Basic Metals 7453 15.8 22.9 121 18.5 6.2
Metal Products 28.10 11 11.4 5.6 1.1 1.3
Machinery & Equipments 95.65 12.0 14.2 10.4 11.2 9.8
Transport Equipments 39.84 12.7 15.0 2.9 18| 128
Others 25.59 25.2 7.8 19.8 12.8 -1.1

In terms of the infrastructure sectors, in 2007-08, cargo handled at major ports, export
and import cargo handled by civil aviation and telephone connection (some segments) sectors
recorded an improved performance. Performances of sectors other than addition to telecom
switching capacity were generally comparable. In the first five months of the current year,
telecommunication segment and freight handling (railway revenue earning traffic and export
cargo through aviation) maintained comparable/better performance.

Of the real sectors of manufacturing industries, having a bearing on infrastructure,
2007-08 (comprising electricity, coal, crude and refining, steel, cement and fertilizers)
improved performances were reported from coal and natural gas sectors. Fertilizers had a
negative growth. The information in respect of 6 industries having a bearing on
infrastructure, for which information is released by the Ministry Of Industry, for the month of
April-September 2008, indicate that while the composite index shows a deceleration in
growth compared to April-September 2007, coal mining, however, report better
performance.



Table 9: Infrastructure Sector Performance

Sector Unit 2004-05 | 2005-06 | 2006-07 | 2007-08 | 2008-09 Y-0-Y Variation (%)
Apr-
April- 2006- | 2007- | Aug
Financial Year August 07 08 08-09
Power BU 587.4 617.5 662.5 704.5 300.0 7.3 6.3 2.2
Coal MT 377.3 401.4 425.0 450.5 171.6 5.9 6.0 7.3
Steel MT 422 46.8 52.5 55.2 22.9 12.2 5.2 4.3
Cement MT 133.6 147.8 161.7 174.3 74.9 9.4 7.8 5.6
Fertilizers MT 15.4 155 16.1 14.7 59 3.3 -8.6 -15
Petroleum
I) Crude Oil MT 34.0 32.2 34.0 34.1 14.0 5.6 0.4 -0.9
ii) Refinery MT 127.1 130.1 146.6 156.1 67.8 12.6 6.5 4.8
iii)Natural Gas MCM 31,763 32,205 31,747 32,274 13,890 -14 1.7 5.4
Roads : Up-gradation of National highways
1) NHAI Kmes. - 727 636 1683 990 108.0
ii) NH(O) & BRDB Kmes. 1388 1883 1686 1897 418 -37.6
Railways (Revenue
freight traffic) MT 602.8 667.2 728.8 794.2 336.0 9.2 9.0 8.6
Cargo Handled at major
Ports MT 383.7 423.6 463.8 519.2 221.6 9.5 11.9 8.4
Civil Aviation
Lakh
1) Export cargo handled Tonnes 4.35 4.67 4.84 5.20 231 3.6 7.5 7.7
Lakh
ii) Import cargo handled Tonnes 2.75 3.19 3.81 4.56 1.97 19.4 19.7 6.3
iii)Passenger traffic at Lakh
international terminals Nos 149.3 168.4 188.8 211.3 90.2 12.1 11.9 7.9
iv) Passenger traffic at Lakh
Domestic terminals Nos 238.1 302.6 405.5 488.8 191.0 34.0 20.6 -5.2
Telecommunications
1) Additional in switching Lakh
capacity Lines 67.1 124.8 96.0 71.6 311 | -230| -254 54.7
Lakh
ii) Telephone connections Nos. 69.6 155.5 125.0 224.0 101.1 -19.6 79.2 33.8
Lakh
iii)Cell phone connections Nos. 148.7 281.7 522.3 722.3 332.8 85.4 38.3 24.9

Source: Capsule report on infrastructure sector performance. MoSPI

I11. Inflation, Money Supply and Bank Credit

Inflation: The headline inflation rate for the 31st week ending November 1, 2008 was 8.98
per cent compared to 3.35 per cent in the corresponding week last year (week-ending
November 3, 2007). The downward trend in inflation, which had gained momentum from
May 2007, has reversed since December 2007. Inflation, which declined to less than 4 per
cent as on August 18, 2007 and had remained so for 20 consecutive weeks thereafter, started
firming up from December 2007. During December-March 2007-08, there was an increase in
the prices of coal, iron ore, iron and steel products and prices of petroleum products not
covered under the administered price mechanism. In first week of June 2008, administered
prices of petrol, high-speed diesel and LPG were revised upwards. Together with a continued
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hardening of global commodity prices, these developments led to a sharp increase in rate of
inflation. Inflation, however, has again been moderating and last eight weeks have witnessed
a decline in the wholesale price index (price level). Inflation declined to single digit after
remaining in double-digit territory for 21 weeks.

The average inflation of 52 weeks at 8.6 per cent on November 1, 2008 was higher
than 52-weeks average of 5.1 in the corresponding period of the previous year. Average 52-
week inflation for primary articles at 8.9 per cent as on November 1, 2008 was, however,
lower than the average 52-week inflation of 9.1 per cent in the previous year. Build up
inflation in first 31 weeks of the current year at 3.9 per cent is higher than the build up of 2.7
per cent in the first 31 weeks of 2007-08. All the three broad groups witnessed an increase in
inflation reflected in a higher build up in the current year.

Major contributors to inflation were: mineral oils (19.0 per cent); basic metals and
alloys (16.9 per cent); edible oils, oil seeds and oil cake (6.9 per cent); raw cotton (3.5 per
cent); iron ore (3.7 per cent); sugar (3.7 per cent); milk (3.0 per cent); and chemical products
(12.2 per cent). Prices of pulses were also witnessing an upward pressure.

Table 10: Wholesale Price Index (1993-94=100), Inflation and Contribution to Inflation of major commodities/groups

Table 04-Feb- | 05-May- | 04-Aug- | 03-Nov- | 02-Feb- | 03-May- | 02-Aug- | 01-Nov-

07 07 07 07 08 08 08 08
Index
All Commodities 100.0 208.9 212.0 213.8 216.1 218.8 230.5 241.4 235.5
Primary Articles 22.0 215.0 220.2 223.9 224.3 227.8 2411 249.6 249.0
Food Articles 15.4 215.1 220.0 222.1 223.8 219.5 233.4 237.3 244.1
Foodgrains 5.0 213.7 2105 215.7 217.0 218.8 222.7 229.5 234.0
Fruits & Vegetables 2.9 220.9 243.4 242.4 238.6 212.3 256.6 249.9 270.7
Milk 4.4 199.5 204.0 210.8 216.1 216.1 221.6 225.0 229.4
Non Food Articles 6.1 198.8 202.2 212.3 209.9 219.6 228.0 248.4 233.1
Minerals 0.5 418.4 453.5 429.8 424.7 595.8 652.6 656.2 606.0
Fuel and Power 14.2 320.7 322.0 322.4 326.5 333.6 346.6 380.4 356.6
Manufactured Products 63.7 181.8 184.6 186.0 188.6 190.1 201.0 207.5 203.8
Edible Oils 2.8 165.2 166.1 171.3 174.4 185.2 183.8 199.2 184.4
Oil Cakes 1.4 206.7 229.7 240.0 263.3 286.0 325.4 359.2 2815
Chemicals 11.9 193.6 202.0 202.8 204.8 208.4 219.1 223.3 224.6
Cement 1.7 199.4 211.6 215.4 219.5 220.9 223.3 222.1 225.1
Basic Metals 8.3 241.0 2443 243.9 247.6 248.9 295.0 300.1 286.8
Machinery & Equipments 8.4 160.2 163.2 166.1 167.7 167.7 172.9 176.3 176.5
Inflation
All Commodities 100.0 6.58 5.74 4.39 3.35 4.74 8.73 12.91 8.98
Primary Articles 22.0 11.69 11.38 10.13 4.57 5.95 9.49 11.48 11.01
Food Articles 15.4 10.99 10.61 9.25 2.47 2.05 6.09 6.84 9.07
Foodgrains 5.0 10.27 7.95 8.23 2.70 2.39 5.80 6.40 7.83
Fruits & Vegetables 2.9 13.22 16.79 14.77 -4.56 -3.89 5.42 3.09 13.45
Milk 4.4 9.43 8.17 10.19 7.67 8.32 8.63 6.74 6.15
Non Food Articles 6.1 12.83 12.71 14.39 11.83 10.46 12.76 17.00 11.05
Minerals 0.5 17.17 15.63 0.84 -1.37 42.40 43.90 52.68 42.69
Fuel and Power 14.2 2.30 0.72 -1.98 -0.06 4.02 7.64 17.99 9.22
Manufactured Products 63.7 6.32 5.55 4.67 4.20 4,57 8.88 11.56 8.06
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Edible Oils 2.8 15.44 14.71 13.59 11.87 12.11 10.66 16.29 5.73
il Cakes 1.4 14.26 24.43 25.72 37.57 38.36 41.66 49.67 6.91
Chemicals 11.9 2.54 5.15 5.08 5.68 7.64 8.47 10.11 9.67
Cement 17 16.40 9.35 10.40 10.69 10.78 5.53 3.11 2.55
Basic Metals 8.3 16.71 10.19 5.68 3.90 3.28 20.75 23.04 15.83
Machinery & Equipments 8.4 7.30 8.44 7.72 7.16 4.68 5.94 6.14 5.25
Contribution

Primary Articles 22.0 38.42 43.09 50.41 30.84 28.48 24.88 20.51 28.04
Food Articles 15.4 25.43 28.26 32.17 11.88 6.85 11.16 8.48 16.12
Foodgrains 5.0 7.73 6.75 9.13 4.08 2.58 3.30 2.50 4.39
Fruits & Vegetables 2.9 5.83 8.88 10.11 -4.75 -2.53 2.08 0.79 4.83
Milk 4.4 5.82 5.85 9.46 9.61 7.32 4.15 2.25 2.99
Non Food Articles 6.1 10.75 12.17 18.21 19.47 12.90 8.56 8.03 7.34
Minerals 0.5 2.30 2.58 0.19 -0.41 8.69 5.22 3.98 4,53
Fuel and Power 14.2 7.94 2.85 -10.27 -0.41 18.54 18.92 29.90 22.07
Manufactured Products 63.7 53.37 53.77 58.79 69.21 53.45 56.51 49.66 49.95
Edible Oils 2.8 4.72 5.10 6.28 7.28 5.57 2.64 2.79 1.42
Oil Cakes 1.4 2.83 5.55 7.72 14.54 11.34 7.32 6.11 1.33
Chemicals 11.9 4.44 10.27 12.99 18.75 17.84 11.03 8.86 12.18
Cement 17 3.77 2.72 3.90 5.24 3.76 1.09 0.42 0.50
Basic Metals 8.3 22.31 16.39 12.14 11.08 6.66 22.86 16.99 16.86
Machinery & Equipments 8.4 7.07 9.24 11.06 13.38 6.34 4.39 3.09 3.79

There has been substantial increase in international prices of essential commodities
since 2004-05 for most of the commodity groups. However, domestic inflation was
substantially contained through fiscal, monetary and administrative measures, including
measures to improve domestic availability of some of the important consumer items. Given
the commodity-centric drivers of inflation, many of the measures have been commodity-
specific along the lines of duty rationalization/reduction, export restrictions towards better
supply management These measures have been supplemented by monetary measures aimed
at macro demand management and a reduction in growth of liquidity. Customs duties were
reduced to zero for wheat, pulses, cotton, edible oils (crude), maize, pig iron, mild steel
products, met coke, ferro alloys and zinc. For butter oil and skimmed milk powder, a 10-
percentage point reduction in duty was effected. Exports of wheat, non-basmati rice, pulses
and edible oils were banned. General CENVAT rate for manufactured products was also
reduced from 16 per cent to 14 per cent. Further, in order to insulate the vulnerable sections
of society, the issue price for wheat and rice under public distribution system was kept stable
at July 2002 levels. Even in case of petrol and diesel, recent increase in prices to consumers
was restricted to 10-11 per cent, through a three-way burden sharing approach. Because of
these measures, inflation for the 30 essential commodities at 7.7 per cent on November 1,
2008 was lower than the headline inflation.

In addition to the fiscal measures taken by the Government to manage supply side of
inflation, monetary instruments were used by the Reserve Bank of India for demand
management. The monetary measures included a gradual increase in CRR by 400 basis
points, from 5.0 per cent until December 23, 2006 to reach 9.0 per cent effective August 30,
2008 and raising repo rates by 75 basis points in two tranches of 25 basis points on June 11,
2008 and 50 basis points on June 24, 2008 to reach 8.50 per cent. Repo rates have been
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further raised by 50 basis points effective July 29, 2008 to reach 9.0 per cent. Since then
however, due to global slowdown of economies leading to recessionary trends and a
meltdown in commodity prices coupled with a liquidity squeeze, there has been a need to
inject additional liquidity. Measures taken to address the current situation are expected to not
to generate inflationary expectations.

Inflation measured in terms of consumer price indices generally ruled higher than
WPI in 2007-08. This trend reversed in the current year. The year-on-year rate of inflation for
August 2008 varied from a high of 10.3 per cent for CPI (Agricultural and Rural Labour) to
9.0 per cent for CPI (IW) as against WPI rate of 12.5 (provisional) per cent. In September,
however, the gap between WPI and CPIs narrowed significantly, as the inflation measured in
terms of CPIl (AL) and CPI (RL) increased to 11.0 per cent and CPI-IW to 9.8 per cent.
Normalising for the base of CPI-IW and WPI, however, indicate converging of these two
inflation-measuring indices.

Table 11: Year-on-year Rate of Inflation- CPIs and WPI (per cent)
WPI CPI(IW) CPI(UNME) CPI(AL) CPI(RL)
2005-06 4.42 4.41 4.74 3.85 3.85
2006-07 5.43 6.70 6.61 7.85 7.52
2007-08 4.67 6.20 5.93 7.45 7.19
APR, 2008 8.04 7.81 6.99 8.88 8.61
MAY, 2008 8.86 7.75 6.76 9.11 8.84
JUN, 2008 11.82 7.69 7.31 8.77 8.75
JUL, 2008 12.36 8.33 7.39 9.41 9.41
AUG, 2008 12.49 (prov) 9.02 8.54 10.29 10.29
SEP, 2008 12.04 (prov) 9.77 - 10.98 10.98

Money and credit: Broad Money supply (M3) growth, on a year-on-year basis at 20.7 per
cent as at end March 2008 was lower than 21.5 per cent a year ago, reflecting some
deceleration in time deposits. Broad money growth, nonetheless, was strong with expansion
in aggregate deposits. The primary source of monetary expansion, however, continued to be
the accretion to net foreign exchange assets. M3 growth exceeded the targeted growth of 17-
17.5 per cent for 2007-08 set by the Reserve Bank of India in their Annual Policy Statement
of April 2007. The Annual Policy Statement for 2008-09 mentions that money supply rose
above the indicative projections persistently in 2006-07 and 2007-08 because of accretion of
foreign currency assets and cyclical acceleration in credit and deposit growth. It is, therefore,
necessary to moderate monetary expansion and plan for a moderate monetary expansion of
16.5 to 17.0 per cent in 2008-09 consistent GDP growth and inflation outlook and to ensure
macroeconomic and financial stability in the period ahead.

In first 6 months (October 24, 2008) M3 grew by 19.9 per cent higher than the growth
target set by RBI but lower as compared to the growth in the comparable period of the
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previous year and. Growth of M3 since end March 2008 (in the current fiscal year so far) at
8.3 per cent was also lower.

As sources to M3, year on year, credit to commercial sector and government
expanded faster. Higher growth in banking sector’s non-monetary liabilities (which
negatively affects M3), and a lower growth of net foreign exchange assets, particularly from
end March 2008 largely neutralised the increase in other sources of growth in broad money.
In the current fiscal so far, credit to government and commercial sector expanded at a faster
rate. Higher growth of banking sector’s net non-monetary liabilities could partly neutralise
the growth in other sources of M3 growth.

Table 12: Components of Growth of M3 and its Sources

Item Outstanding as on Financial year | Year-on-year
2006-07 2007-08 2008-09 variations (%) | variations (%0)
Mar 31 Mar-31 Oct 24 2007- | 2008- | 2007- | 2008-
08 09 08 09
M3 33,16,093 | 40,06,722 | 43,38,172 9.1 8.3 22.8 19.9
B | Components (1+2+3+4)
1 | Currency with the Public 4,82,906 5,67,476 6,10,924 4.8 7.7 12 20.7
2 | Demand deposits with banks 4,75,687 5,74,408 5,19,727 -4.4 -9.5 14.3 14.3
3 | Time deposits with banks 23,50,004 | 28,55,769 32,02,538 12.8 12.1 26.8 20.8
4 | Other deposits 7,496 9,069 4,982 | -35.2 | —-45.1 | -12.2 2.6
C | Sources (1+2+3+4-5)
1 | Credit to Government 8,34,235 9,07,077 9,86,352 2.4 8.7 55 15,5
2 | Credit to commercial sector 2,13,078 | 25,69,912 28,36,533 4.8 10.4 21 27.0
3 | Net Foreign exchange assets 9,13,179 | 12,95,131 13,07,838 16.7 1.0 33 22.7
4 | Government's currency liability 8,261 9,324 9,624 7.2 3.2 10 8.7
5 | Banking sector's net non monetary 5,69,660 7,74,723 8,02,174 -4.3 3.5 51 47.1
liabilities

Targeted M3 growth for 2008-09 is 16.5-17 per cent.

Source- Reserve Bank of India- Weekly Report

Non-food credit in the current fiscal so far recorded a sharper increase as compared to
the previous year. Investments by the commercial banks, however, witnessed a decline in
current year, as was the case last year in the comparable period.

RBI in its midterm review of its Annual Policy Statement for 2008-09 have
mentioned that it would be its endeavour to modulate the monetary overhang generated by
sustained expansion of money supply since 2005-06. This it considers necessary “in order to
ensure that inflationary pressures are not fuelled and that the current stance of monetary
policy is not attenuated by expansionary monetary conditions. Accordingly, as stated in the
First Quarter Review, it is necessary to “moderate the rate of money supply to 17 per cent in
2008-09 and the growth of non-food credit, including investments in bonds/debentures/shares
of public sector undertakings and private corporate sector and CPs, to around 20 per cent.”
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Table 13: Accommodation provided by the Banks to Commercial Sector (Rs crore)

2006-07 2007 — 2008 2008 — 2009
Outstanding | Outstanding as on 2007 Variation Outstanding as on 2008 | Variation
Mar 31
Mar. 30 Oct 26 Mar. 28 Oct 24
Bank Credit 15,07,077 | 19,31,189 20,26,709 95,519 23,61,914 | 26,15,041 2,53,128
(4.9 (10.7)
Food Credit 40,691 46,521 35,866 -10,654 44,399 48,255 3,855
Non-Food Credit 14,66,386 | 18,84,669 19,90,842 1,06,173 23,17,515 | 25,66,787 2,49,272
(5.6) (10.8)
Investments 79,464 83,545 78,147 -5,398 95,506 95,158 -348
Commercial Paper 4,821 8,978 6,889 -2,089 13,045 15,517 2,472
Shares Issued 12,775 18,352 20,559 2,207 26,410 27,950 1,540
(a) PSUs 2,274 2,127 2,001 -126 3,023 3,427 404
(b) Private Corporate 10,501 16,225 18,557 2,333 23,387 24,523 1,136
Sector
Bonds/Debentures Issued 61,868 56,216 50,700 -5,516 56,051 51,690 -4,361
(a) PSUs 32,345 28,595 25,123 3,472 27,382 23,158 -4,225
(b) Private Corporate 29,523 27,620 25,576 -2,044 28,669 28,533 -136
Sector

The picture since then has changed significantly, due to global slowdown of
economies leading to recessionary trends and a meltdown in commodity prices coupled with
a liquidity squeeze, there has been a need to inject additional liquidity. Domestic liquidity
concerns also emerged because of decline in the foreign exchange reserves of RBI due to sale
of foreign currencies, mop up of liquidity through the issue of securities under Market
stabilization Scheme and an increase in currency holding of the public, due partly as
precautionary measure. RBI, therefore, attempted to ease the liquidity situation by reducing
CRR (350 basis points to reduce effective rate to 5.50 per cent) and repo rates (by 150 basis
points to reduce the effective rate to 7.50 per cent) in first half of October together with a one
percentage point reduction in SLR holdings of the banks Undertaken earlier in mid-
September. A number of other steps have been taken with a view to infuse liquidity since the
middle of September 2008.

1VV. External Sector

Foreign trade and balance of payments: Merchandise imports and exports in 2007-08 were
placed at US$ 240 billion and US$ 159 billion respectively. During 2007-08, exports
increased by 25.8 percent and imports increased by 29.0 percent. While POL imports
increased by 39.4 percent, non-oil imports increased by 24.4 per cent. The year-on-year
growth of imports and exports during 2007-08 in rupee terms at 14.8 per cent and 12.0 per
cent, respectively, was considerably lower than the growth in dollar terms because of an
appreciating of rupee. Merchandise trade deficit was estimated at US$ 80.6 billion in 2007-08
compared to US$ 59.4 billion in 2006-07. India enjoyed a current account surplus in 2002-03
and 2003-04 as invisibles inflows exceeded the trade deficit. However, in the last three years,
there has been a moderate current account deficit, which was placed at US$ 9-10 billion or
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1.1 to 1.2 per cent of GDP in 2005-07. In 2007-08 robust growth of 36.0 per cent in net
invisibles (US$ 72.7 billion) could only partly offset the high levels of trade deficit and
resulted in a current account deficit of US$ 17.4 billion equivalent of 1.5 per cent of GDP.
The pace of capital inflows in 2007-08surged to a level of US$ 109.6 billion (equivalent of
9.4 per cent of GDP) — more than double that of the level of previous year (US$ 46.4 billion).
The main contribution to the surge in capital flows came from foreign investment, both
portfolio and FDI. Net ECBs inflows also rose by about 37.2 per cent. Net FDI into India has
grown from US$ 8.5 billion in 2006-07 to US$ 15.5 billion in 2007-08. Net portfolio
investment shot up from a level of US$ 7.1 billion to US$ 29.3 billion in the same period.

Table 14: Foreign Trade (Merchandise) US$ Billion
April-March April-March April-March April- September
Item 2005-06 2006-07 2007-08 (R) 2007 2008
Exports 103.1 126.4 162.9 72.6 95.0
Imports
149.2 185.7 251.4 111.7 154.7
POL 44.0 57.1 79.6 34.6 55.1
Non-POL 105.2 128.6 171.8 77.1 99.7
Trade balance -46.1 -59.4 -88.5 -39.1 -59.8
Rate of Growth
Exports 23.4 22.6 28.9 18.2 30.9
Imports 33.8 245 35.4 27.3 38.6
POL 47.3 30.0 39.4 16.5 59.2
Non-POL 28.8 22.2 336 32.8 29.3

In the current fiscal, merchandise trade data is available for April-September 2008.
Both exports and imports registered an impressive growth of 30.9 per cent and 38.6 per cent,
respectively. Oil imports, however, grew faster (59.2 per cent) than non-oil imports (29.3
percent). Rate of growth of exports and imports in rupee terms at 36.7 per cent and 44.9 per
cent during Apr-Sep 2008 was higher than that in dollar terms indicating depreciation of
rupee in this period. There has, however, been a deceleration in growth of exports in
September 2008. Growth of exports in September 2008 declined to 10.4 per cent.

Although the share of USA in our exports has declined from 13.3 percent in 2007-08
(April-June) to 10.4. percent in 2008-09 (April June), it is still the top most destination of
India’s exports. India is diversifying its exports to various other countries. For example,
during the first quarter of this financial year there has been an increase in share of India’s
exports to China, Singapore, Netherlands and Saudi Arabia. China remained the major source
of imports with a share of 11.20 percent in India’s total imports followed by UAE (7.4
percent) , Saudi Arabia (7.1 percent), USA (5.1) in the first quarter of this year.

Preliminary BOP estimates released by the RBI for the first quarter of the current year
(i.e. April — June 2008) point to a moderation in capital inflows and a widening of the trade
and current account deficits on a quarter-on-quarter basis. The current account deficit was
placed at US$ 10.7 billion primarily due to large growth of imports (33.3 per cent) vis-a-vis
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exports (22.2 per cent). Net invisibles at US$ 20.9 billion could only partly offset the trade
deficit of US$ 31.6 billion. Foreign direct investment (net) inflows remained buoyant at US $
10.1 billion. While portfolio (net) flows remained negative (US $ -4.2 billion) in the first
quarter of 2008-09, there was a slump in net ECBs from US $ 7.0 billion in 2007-08 (Q1) to
US $ 1.6 billion in 2008-09 (Q1).

Table 15: Balance of payments and its financing (US$ Billions)

2007-08 | 2008-09
2002-03 | 2003-04 2004-05 | 2005-06 R | 2006-07 P P) (proj)
Exports, f.0.b 53.8 66.3 85.2 105.2 128.1 158.5 202.8
Imports, c.i.f 64.5 80.0 118.9 157.1 191.3 248.5 321.9
Trade Balance -10.7 -13.7 -33.7 -51.9 -63.2 -90.1 -119.1
Invisibles (net) 17.0 27.8 31.2 42.0 53.4 72.7 88.2
Current A/C Balance 6.3 14.1 -25 -9.9 -9.8 -17.4 -30.9
External Assistance (net) -3.1 -2.9 1.9 1.7 1.8 2.1 3.0
Commercial Borrowings (net) -1.7 -2.9 5.2 2.5 16.2 108.0 731
Foreign Investment (net) 4.2 13.7 13.0 15.5 155 44.8 325
FDI (net) 3.2 2.4 3.7 3.0 8.5 15.5 26.5
Inflows 5.2 45 6.1 9.2 23.0 32.3 435
Portfolio 0.9 11.4 9.3 125 7.1 20.3 2.0
Total Capital A/C 10.6 17.3 28.6 25.0 46.4 108.0 73.1
Reserve Movement -17.0 -31.4 -26.2 -15.1 -36.6 -92.2 -42.2
As % of GDPmp
Exports 10.6 11.1 12.2 13.0 14.0 135 15.7
Imports 12.7 13.3 17.0 194 20.9 21.2 24.9
Trade balance -2.1 -2.3 -4.8 -6.4 -6.9 -7.7 -9.2
Current Account balance 1.3 23 -0.4 -1.2 -1.1 -1.5 -2.4

Foreign Exchange Reserves (excluding Gold, SDRs and Reserve tranche position in

IMF) were US$ 299 billion on March 28, 2008. In April-October, 2008 (October 31, 2008),
while there was an addition to reserves in rupee terms, reflecting its depreciation, in dollar
terms, there was a decline in accretion to reserves US $ by 55 billion. Reserves have
continued to decline since May 2008 indicating continued intervention by RBI in maintaining
exchange rate stability. In October 2008, reserves witnessed a decline in rupee terms as well.

Reserve Bank of India’s six-country-trade-weighted real effective exchange rate
(REER) with 1993-94 as the base was 110.9 in March 2008 and 105.6 as on September 19,
2008 (the latest date for which REER is available). REER had reached 115.8 in October 2007
and with a gradual deceleration to its current level, real effective appreciation has moderated.
REER of rupee with base 2006-07 was 100 as on September 19, 2008 indicating re-alignment
of exchange rate.
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Exchange rate developments

The surge in capital inflows in 2007-08 (9.4 per cent of GDP) led to a sharp
appreciation of the rupee (9.0 per cent between end-March 2007 and end-March 2008). While
FII flows turned negative in January 2008, quarter-on-quarter, there was a growth of 46 per
cent in capital account inflows in Q4 of 2007-08. Thus, the exchange rate of the rupee against
the dollar, driven primarily by capital flows in the recent years, remained in the range of
Rs.39.5 to 40.5 per US dollar during January-March 2008. The depreciation in the exchange
rate of the rupee against the US dollar in the current financial year can be analysed in terms
of two sub-periods, namely April —August 2008 and since September 2008 till October 17,
2008. This is necessary to distinguish the impact of the recent most global events from the
earlier general depreciation. After remaining in the same range of Rs.39.5 to 40.5 per US
dollar in April 2008, it started moving up in 2" week of May 2008 to reach a level of
Rs.42.95/US $ by end-June 2008. After trading in a range of Rs. 39.89-40.02 per US dollar
till April 22, 2008, the rupee fell conclusively below Rs. 40.00 per US dollar on April 24,
2008. The rupee depreciated continuously thereafter, reflecting lower levels of net capital
inflows primarily on account of outflows by FlIs (US $ 4.2 billion during the first quarter of
2008-09), increased demand for dollars by corporates and bearish stock market conditions.
The exchange rate of the rupee was Rs.43.79 per US dollar on August 29, 2008 reflecting a
depreciation of 9.5 per cent with respect to the level of Rs.39.98 on April 2, 2008. The
slowdown in commercial borrowings by Indian corporates, and a general market expectation
of a much larger current account deficit this year compared to the 1.5 percent of GDP deficit
last year are some of the other factors responsible for the level of depreciation.

The depreciation was sharper since September 2008 mainly on account of the
unprecedented global financial crisis resulting in sharp rise in the demand for US dollars from
domestic market participants and foreign institutional investors in the backdrop of inadequate
supply. The exchange rate reached the level of Rs.50.09 per US dollar as on October 27,
2008. With RBI intervention to smoothen the volatilities arising from the global financial
turmoil and bring about orderly conditions in the foreign exchange markets, there was a
drawdown of the foreign exchange reserves. The stock of foreign exchange reserves stood at
US $ 258.4 billion on October 24, 2008; a decline of US $51.3 billion in the current financial
year so far.

A number of measures have been taken on an on-going basis to address the tight
supply conditions in the forex market. These, inter alia, include: On September 16, 2008,
RBI had announced market measures which inter-alia, stated that in the foreign exchange
markets: The Reserve Bank will continue to sell foreign exchange (US dollar) through agent
banks to augment supply in the domestic foreign exchange market or intervene directly to
meet any demand-supply gaps. The Reserve Bank would either sell the foreign exchange
directly or advise the bank concerned to buy it in the market. All the transactions by the
Reserve Bank will be at the prevailing market rates and as per market practice. The interest
rate ceiling on FCNR (B) deposits of all maturities has been fixed at Libor/Euribor/Swap
rates for the corresponding maturities minus 50 basis points for the respective foreign
currencies instead of Libor/Euribor/swap rates for the corresponding maturities minus 75
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basis points for the respective foreign currencies. The interest rate ceiling on NR(E)RA for
one to three years maturity should not exceed the Libor/Euribor/Swap rates plus 50 basis
points for US dollar of corresponding maturity instead of Libor/Euribor/Swap rates for US
dollar of corresponding maturity. Measures announced by the RBI on October 15, 2008:
Currently, the interest rate ceiling on FCNR(B) deposits of all maturities has been fixed at
Libor/Swap rates for the corresponding maturities minus 25 basis points for the respective
foreign currencies. In view of the prevailing market conditions, it was decided: to increase,
with immediate effect, the interest rate ceiling on FCNR (B) deposits by 50 basis points, i.e.,
to Libor/Swap rates plus 25 basis points. Currently, the interest rate ceiling on NR(E) RA for
one to three years maturity should not exceed the Libor/Swap rates plus 50 basis points for
US dollar of corresponding maturity. In view of the prevailing market conditions, it was
decided to increase, with immediate effect, the interest rate ceiling on NR(E)RA deposits by
50 basis points, i.e., to Libor/Swap rates plus 100 basis points. Earlier, to obviate the
difficulties arising out of a tightening in the money and foreign exchange markets, the public
sector oil marketing companies were facilitated through special market operations for oil
bonds in June —July 2008. Besides the above measures taken by the RBI, the SEBI has
relaxed the restrictions on offshore derivative instruments and decided to increase the Foreign
Institutional Investors (FIIs) investment limit in corporate bonds from $3 billion to US$ 6
billion.

FDI inflows

India has evolved a liberal and transparent policy on foreign direct investment (FDI)
over time. FDI occurs either through the automatic route or the Government approval route.
Except for a small negative list, FDI is allowed mostly on the automatic route. A liberal
investment regime is being complemented by a tax regime that is moderate and stable and
laws that are taxpayer-friendly. The FDI equity inflows in the month of September, 2008
were US $ 2.56 billion. This represents a growth of 259% over the same month in the
previous year (during September, 2007, the FDI equity inflows were US $ 713 million).
During April-September 2008, the FDI equity inflows were US $ 17.21 billion. This
represents a growth of 137% over the previous year (FDI equity inflows during April-
September 2007 were US $ 7.25 billion). The sectors attracting the highest FDI equity
inflows during April to August, 2008 have been the services sector (US $ 2.34 billion),
construction activities including roads and highways (US $ 1.64 billion), housing and real
estate (US $ 1.62 billion) and computer hardware and software (US $ 1.36 billion). The
cumulative amount of FDI equity inflows from August 1991 to July 2008 stood at Rs. 3, 82,
167 crore.
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V. India’s External Debt

1. External Debt Outstanding

Latest data available on India’s External debt relates to end-June 2008

data on total external debt outstanding at end-June 2008.

. Table16 gives

Table 16: India's External Debt Outstanding

(US $ million)
S.No. Components Debt Outstanding at end
March 2007 PR March 2008 PR June 2008 QE

@) ) ®) (4) ()

1 Multilateral 35,337 39,312 39,662

2 Bilateral 16,061 19,613 18,683

3 IMF 0 0 0

4 Export credit 7,051 10,267 11,004

5 Commercial borrowings 41,657 62,019 61,458

6 NRI Deposits (long-term) 41,240 43,672 42,612

7 Rupee debt 1,947 2,016 1,866

8 Long-term debt (1t0 7) 143,293 176,899 175,285

9 Short-term debt 26,376 43,820 46,018

10 Total debt (8+9) 169,669 220,719 221,303

PR: Partially Revised QE: Quick Estimates

Disaggregated data on external debt outstanding in terms of both Rupees as well as
US dollars are provided for end-June 2008 along with the data for end-March from 2004 to

2007 in Annex | and 1.

2. Government (Sovereign) and Non-Government (Private) External Debt
Government external debt comprises ‘external debt on Government account’ and

‘other Government external debt’.

Government external debt, together with Private debt.

Table 17 gives data on the various components of

Table 17: Government and Private External Debt Outstanding
(US $ million)
S.No. Component At end-March End-June
2006 2007 PR 2008 PR 2008 QE
1 4 5 6
A Sovereign Debt (I+11) 45278 | 48167 | 56551 55,203
(As a per cent of GDP) (5.6) (5.1) (4.8) -
l. | External Debt on Govt. Account under
External Assistance (a+h) 43,510 46,155 52,297 51,433
a. | Multilateral 29,997 32,515 36,005 36,195
b. | Bilateral 13,513 13,640 16,292 15,238
1l. | Other Govt. External Debt (a+b) 1,809 2,012 4,254 3770
a. | Defence 1,539 1,440 1,494 1,386
b. | FIl investment in Govt. Securities 270 572 2,760 2,384
B. Private Debt 92,855 121,502 164,168 166,100
(As a per cent of GDP) (11.6) (12.8) (14.0) -
C. Total External Debt (A+B) 138,133 169,669 220,719 221,303
*: Not worked out for the broken period
R: Revised; QE: Quick Estimates
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3. External Debt Indicators

As a result of cautious external debt policy, key indicators of total external debt namely
debt to GDP ratio, ratio of short-term to total debt and short-term debt to foreign currency
assets have remained in the comfortable zone (Table 18).

Table 18: Key External Debt Indicators
Year External Debt Ratio of Ratio of Ratio of Ratio of Ratio of
Debt Service Foreign Total Conces- Short- Short-
(US$ Ratio Exchange External sional term Debt | term Debt
billion) (per Reserves Debt to Debt to to Foreign to Total
cent) to Total GDP (per | Total Debt | Exchange | Debt (per
Debt (per cent) (per cent) Reserves cent)
cent) (per cent)

1 2 3 4 5 6 7 8
1990-91 83.8 35.3 7.0 28.7 459 146.5 10.2
1991-92 85.3 30.2 10.8 38.7 44.8 76.7 8.3
1992-93 90.0 275 10.9 37.5 445 64.5 7.0
1993-94 92.7 25.4 20.8 33.8 44.4 18.8 3.9
1994-95 99.0 25.9 254 30.8 45.3 16.9 4.3
1995-96 93.7 26.2 23.1 27.0 44.7 23.2 5.4
1996-97 93.5 23.0 28.3 24.6 42.2 25.5 7.2
1997-98 93.5 19.5 314 24.3 39.5 17.2 5.4
1998-99 96.9 18.7 33.5 23.6 38.5 13.2 44
1999-00 98.3 17.1 38.7 22.0 38.9 10.3 4.0
2000-01 101.3 16.6 41.7 22.5 35.4 8.6 3.6
2001-02 98.8 13.7 54.7 21.1 35.9 5.1 2.8
2002-03 104.9 16.0* 725 20.3 36.8 6.1 4.5
2003-04 111.6 16.1** 101.2 17.8 36.1 3.9 4.0
2004-05 133.0 6.1" 106.4 18.6 30.9 125 13.3
2005-06 138.1 9.9# 109.8 17.2 28.6 12.9 14.1

2006-07 PR 169.7 4.8 1174 17.8 23.3 13.2 155

2007-08 PR 220.7 5.4 140.3 18.7 19.9 14.1 19.9
End-June 2213 3.9 141.0 -- 19.3 14.7 20.8
2008 QE

* Works out to 12.4 %, with the exclusion of pre-payment of US$ 3.4 billion.

** Works out to 8.2 %, with the exclusion of pre-payment of US$ 3.8 billion and redemption of Resurgent India

Bonds (RIBs) of US$ 5.5 billion.

N Works out to 5.7 % with the exclusion of pre-payment of US$ 381 million.

# Works out to 6.3 %, with the exclusion of India Millennium Deposits (IMDs) repayments of US$ 7.1 billion

and pre-payment of US$ 23.5 million.

PR: Partially Revised; QE: Quick Estimates; - -: Not worked out for broken period.

Note : NRO deposits are included under NRI deposits from 2005-06 onwards. Suppliers’ credits up to 180 days

and FII investment in short-term debt instruments are included under short-term external debt since 2004-05.

4. Total Debt Service Payments

External debt service payments, which more than doubled from US$ 9.5 billion in
2004-05 to US$ 19.5 billion in 2005-06 due to redemption of India Millennium Deposits
(US$ 7.1 billion), softened to US$ 11.9 billion in 2006-07 and again rose to US$ 16.5 billion
during 2007-08 (Table 19). The debt service ratio too, which had jumped up to 9.9 per cent
in 2005-06, came down steeply to 4.8 per cent in 2006-07, reflecting a moderation in debt
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service payments combined with expansion in external current receipts. However, they
increased to 5.4 per cent during 2007-08.

Table 19: India’s Total External Debt Service Payments
(US$ million)
SI. No. Components 2004-05 2005-06 2006-07 PR | 2007-08 QE
1 2 3 4 5 6
1. External Assistance 2,855 2,652 2,904 3,241
i. | Repayments 2,129 1,945 1,922 2,099
ii. | Interest 726 707 982 1,142
2. External Commercial Borrowings 4,530 14,839 6,819 11,317
i. | Repayments 3,571 11,824 4,236 6,119
ii. | Interest 959 3,015 2,583 5,198
3. NRI Deposits 1,353 1,497 1,969 1,813
i. | Interest 1,353 1,497 1,969 1,813
4. Rupee Debt Service 417 572 162 121
i. | Repayments 417 572 162 121
5. Total Debt Service (1 to 4) 9,155 19,560 11,854 16,492
i. | Repayments (i+iii+vi) 6,117 14,341 6,320 8,339
ii. | Interest (ii+iv+v) 3,038 5,219 5,534 8,153
6. Debt Service Ratio 6.1" 9.9M 4.8 5.4
7. Interest payments to current receipts ratio 2.0 2.7 2.3 2.7
R: Partially Revised QE: Quick Estimates.
#:  Current receipts exclude official transfers.
~ Works out to 5.7 % with the exclusion of pre-payment of US$ 381 million.
** Works out to 6.3 %, with the exclusion of India Millennium Deposits (IMDs) repayments of US$ 7.1 billion and
pre-payment of US$ 23.5 million.

5. Sovereign Debt Service Payments

Table 20 below shows annual debt servicing of sovereign external debt which are
included in the total debt service payments mentioned above.

Table 20 : Sovereign External Debt Service Payments (Actual)

(US$ million)
Sl. No Debt Service Payments 2004-05 2005-06R 2006-07R | 2007-08 QE
1 2 3 4 5 6
l. Debt Service Payments under External 2,262 2,272 2,722 2,696
Assistance (A+B)
A Multilateral (i + ii) 1,044 1,192 1,543 1,738
i. Principal 737 790 959 1066
ii. Interest 307 402 584 672
B Bilateral (iii +iv) 1,218 1,080 1,179 958
iii. Principal 884 776 868 713
iv. Interest 334 304 311 245
1. Other Government Debt Service Payments 417 572 162 121
(v + vi)
v. Principal 417 572 162 121
vi. Interest 0 0 0 0
Il. Total Government External Debt Service 2,679 2,844 2,884 2,817
Payments (1+11)
vii. Total Principal (i+ iii + V) 2,038 2,138 1,989 1,900
viii. Total Interest (ii + iv + vi) 641 706 895 917

QE: Quick Estimates

Note: Debt service payments on account of FIl investment in government securities are not included.
R: Revised;
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6. International Comparison
A comparison of India’s external debt position with that of other indebted developing
countries as published in World Bank’s Global Development Finance, 2008, indicates
that among the top ten debtor countries of the developing world, India’s position was
fifth in 2006 in terms of the quantum of external debt, after China, Russian
Federation, Turkey and Brazil (Table 21).
India’s debt to Gross National Income (GNI) ratio at 17.8 per cent in 2006 was the
second lowest after China.
The element of concessionality in India’s external debt portfolio was the second

highest after that of Indonesia.

Table 21: International Comparison of Top Ten Debtor countries, 2006

Sl Countries Total debt Ratio of Ratio of Short- Ratio of Total Debt
No. stocks (US$ Concessional term debt/ debt to Gross Service
billion) debt to Total Total debt (%) National Income | Ratio (%0)
debt (%0) (%)
1 2 3 4 5 6 7
1 China 323 10.9 53.7 12.2 2.5
2 | Russian Fed. 251 0.6 16.1 26.2 13.8
3 | Turkey 208 2.0 20.4 51.7 33.2
4 Brazil 194 1.3 10.5 18.7 373
5 India 170 23.3 155 17.8 4.8
6 Mexico 161 0.9 4.6 195 18.9
7 Indonesia 131 27.1 25.2 37.5 16.6
8 Poland 126 0.9 17.0 38.7 24.7
9 Argentina 122 1.1 28.7 58.6 31.6
10 | Hungary 108 1.1 13.9 102.7 33.1

Source: Data for India are as published by national authorities for 2006-07 and those for other countries are at end-
December 2006 as available on World Bank’s Global Development Finance, 2008.

7. External Debt Management Policy

The prudent external debt management policies pursued by the Government,
particularly since 1991, have helped in containing the growth of accumulation of external
debt and maintaining a comfortable external debt position. These policies include emphasis
on raising funds on concessional terms with longer maturities, monitoring of short-term debt,
prepaying high cost loans and encouraging non-debt creating capital flows.
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Annex | |

External Debt Outstanding
(US $ billion)
Sl End-March End-June
No category 2004 2005 2006 2007 PR | 2008 PR | 2008 QE
1 2 3 4 5 6 7 8
A Total Long Term Debt 107.2 115.3 118.6 143.3 176.9 175.3
(1to7)
(96.0) (86.7) (85.9) (84.4) (80.1) (79.2)
1 | Multilateral 29.3 31.7 32.6 35.3 39.3 39.7
2 | Bilateral 17.3 17.0 15.8 16.1 19.6 18.7
3| IMF 0.0 0.0 0.0 0.0 0.0 0.0
4 | Export Credit 4.7 5.0 5.4 7.1 10.3 11.0
5 | External Commercial Borrowings 22.0 26.4 26.5 41.7 62.0 61.5
6 | NRI Deposits 31.2 32.7 36.3 41.2 43.7 42.6
7 | Rupee Debt 2.7 2.3 2.1 1.9 2.0 1.9
B Short-term Debt 4.4 17.7 19.5 26.4 44.3 46.0
(4.0 (13.3) (14.1) (15.6) (19.9) (20.8)
Of Which,
i) NRI Deposits (up to 1 year) 0.3 0.0 0.0 0.0 0.0 0.0
ii) Trade related Credits 4.1 16.3 19.4 26.0 43.8 45.3
a. Above 6 months 4.1 7.5 8.7 12.0 22.9 24.3
b. Up to 6 months 0.0 8.8 10.7 14.0 20.8 21.0
iii) FIl Investment in Govt. T-Bills & 0.0 15 0.1 0.4 0.7 0.7
Other Instruments
C Grand Total (A+B) 111.6 133.0 138.1 169.7 220.7 221.3
(100) (100) (100) (100) (100)
Memo Item:
Total NRI Deposits 31.5 32.7 36.3 41.2 43.7 42.6
(both long & short term) (28.2) (24.6) (26.3) (24.3) (19.8) (19.3)
Of which,
1) NR(E) RA 20.6 21.3 22.1 24.5 26.7 25.6
2) FCNR (B) 10.9 11.4 13.1 15.1 14.2 14.0
3) NRO Deposits negligible | 11 1.6 2.8 3.0
Note: Figures in brackets indicate percentage to total external debt.
PR: Partially Revised; QE: Quick Estimates
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Annex |1

External Debt Outstanding

(Rs. crore)
sl. End-March End-
No Category June

2004 2005 2006 2007 PR 2008 PR | 2008 QE
3 4 5 6 7 8
A Total Long Term Debt  (1to7) 471,827 504,274 528,989 624,687 707,331 752,849
1 | Multilateral 131,105 138,897 145,503 154,053 157,181 170,349
2 | Bilateral 77,084 74,530 70,302 70,019 78,428 80,244
3| IMF 0 0 0 0 0 0
4 | Export Credit 20,553 21,976 24,175 30,740 41,051 47,260
5 | Commercial Borrowings 95,611 115,533 117,991 181,602 247,986 263,962
6 | NRI Deposits 135,618 143,267 161,834 179,788 174,623 183,019
7 | Rupee Debt 11,856 10,071 9,184 8,485 8,062 8,015
B Short-term Debt 19,251 77,528 87,155 115,088 175,214 197,648
Of Which,
i) NRI Deposits (up to 1 year) 1,321 0 0 0 0 0
ii) Trade related Credits 17,930 71,173 86,531 113,276 172,611 194,630
a. Above 6 months 17,930 32,922 38,788 52,188 91,501 104,630
b. Up to 6 months 0 38,251 47,743 61,088 81,110 90,113
iii) FII Investment in Govt. T- 0 6,355 624 1,732 2,603 2,905
Bills & Other Instruments
C Grand Total (A+B) 491,078 581,802 616,144 739,695 882,545 950,497
Memo Item:
Total NRI Deposits 136,939 143,267 161,834 179,788 174,623 183,019
Of which,
1) NR(E) RA 92,977 93,159 98,443 106,786 106,824 109,888
2) FCNR (B) 49,572 50,108 58,272 65,955 56,651 60,134
3) NRO Deposits negligible 5,119 7,047 11,148 12,997

Note: Figures in brackets indicate percentage to total external debt.
PR: Partially Revised; QE: Quick Estimates

V1. Fiscal Consolidation

At the beginning of reforms in 1991, the fiscal imbalances were identified as the root
cause of the balance of payments crisis and domestic inflation. The fiscal consolidation,
which followed in response, however, failed to sustain itself as there was no a statutory
mandate or the required institutional support. Though the Fiscal Responsibility and Budget
Management Act (FRBMA), was passed in 2003, the notification of the Rules(under the Act)
in July 2004 provided the required mandate and lent credibility to the fiscal reforms process.
The target for elimination of Revenue deficit of the Centre is 2008-09 and by 0.5 per cent of
GDP every year, for limiting its Fiscal deficit to 3 per cent of GDP is 2008-09.The progress
in this regard reveals that fiscal deficit of the centre as a proportion of GDP came down from
5.9 per cent in 2002-03 to 3.4 per cent in 2006-07 and to 2.8 per cent in 2007-08 (Provisional
Actual). It is budgeted to decline to 2.5 per cent in 2008-09. Because of the conscious shift in
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expenditure in favour of health, education and the social sector, we may need one more year
to eliminate the revenue deficit. The additional commitments on account of the Debt Waiver
and Debt Relief for farmers and implementation of Sixth Pay Commission are expected to be
accommodated without violating the fiscal deficit target of 3 per cent by end of 2008-09. The
position in respect of revenue deficit and fiscal deficit is given below.

Table 22: Key Fiscal Indicators

Year Revenue Primary Fiscal Revenue
deficit deficit deficit deficit as

per cent of

fiscal deficit

(As per cent of GDP)

2002-03 4.4 1.1 5.9 74.4
Enactment of FRBM

2003-04 3.6 0.0 45 79.7
2004-05 25 -0.1 4.0 62.6
2005-06 2.6 0.4 4.1 63.0
2006-07 1.9 -0.2 34 56.3
2007-08(RE) 1.3 -0.6 3.0 44.2
2007-08(Prov.)* 1.2 -0.9 2.8 42.8
2008-09(BE) 1.0 -1.1 2.5 41.4

* Provisional and unaudited as reported by Controller General of Accounts, Department of Expenditure, Ministry
of Finance
Note: The ratios to GDP at current market prices are based on CSO's new 1999-2000 series.

Source: Budget documents

Progress on the fiscal consolidation front has been satisfactory in the post-FRBM
period. The gross tax-GDP ratio for the centre, which stagnated at 8-10 per cent range,
increased to 11.4 per cent in 2006-07 to 12.5 per cent of GDP in 2007-08 (Provisional
Actual). The 2008-09 budget estimates places this at 13.0 per cent in 2008-09 (BE).

In the first six months of 2008-09, gross tax receipts of the Centre increased by 25.3 per
cent over corresponding year of the previous year. Revenue expenditure increased by 31 per
cent in the first six months (April-September, 2008-09). The apparent decline in capital
expenditure by 3 per cent during the period owes to the transaction relating to acquisition of
equity of the State Bank of India during the previous year, which provides a higher base. The
summary table for 2008-09 (April-September) on Central Government finances is enclosed.

The first batch of Supplementary Demands for Grants for 2008-2009 has been
approved by the Parliament in October, 2008. This has gross additional expenditure of Rs.
2,37,285.84 crore. The net cash outgo aggregate to Rs. 1,05,613.38 crore and gross
additional expenditure, matched by savings of the Ministries/Departments or by enhanced
receipts/recoveries aggregate to Rs. 1,31,672.29 crore.
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Table 23: Trends in Central Government Finances: April-September 2008

Budget April-September Col.3as Col. 4 as % Change over
Estimates % of % of proceeding year
2008-09  2007-08 2008-09 2007-08  2008-09 2007-08  2008-09
BE BE (413)
(Rs. Crore)
@ @ @ @ ) ® @M ®
1. Revenue Receipts 602935 197956 244898  40.70 40.6 22.64 23.7
Gross tax revenue 687715 223491 280141  40.77 40.7 24.52 25.3
Tax (net to Centre) 507150 160500 202247  39.74 39.9 23.47 26.0
Non Tax 95785 37456 42651  45.37 44.5 19.21 13.9
2. Capital Receipts 147949 119936 104183 61.79 70.4 32.47 -13.1
of which:
Recovery of loans 4497 2030 1486 135.33 33.0 -50.21 -26.8
Other Receipts 10165 36706 43 88.13 04 -
Borrowings and other 133287 81200 102654 53.79 77.0 -6.08 26.4
liabilities
3. Total Receipts (1+2) 750884 317892 349081  46.71 46.5 26.18 9.8
4.Non-Plan Expenditure 507498 231134 240629  48.62 47.4 26.26 4.1
(a)J(ré)b)Revenue Account 448352 187509 229484  48.89 51.2 8.43 22.4
of which:
Interest payments 190807 72820 86061  45.80 45.1 13.78 18.2
Major Subsidies 66537 34954 54916  68.55 82.5 21.11 57.1
Pensions 25085 10685 12247  45.49 48.8 12.39 14.6
(b) Capital Account 59146 43625 11145  47.48 18.8 330.27 -74.5
5.Plan Expenditure (i)+(ii) 243386 86758 108452  42.30 44.6 25.96 25.0
(i) Revenue Account 209767 71571 93727  41.05 44.7 23.92 31.0
(ii) Capital Account 33619 15187 14725  49.40 438 36.55 -3.0
6.Total Expenditure 750884 317892 349081 46.71 46.5 26.18 9.8
(4)+(5)=(a)+(b)
(a)Revenue Expenditure 658119 259080 323211  46.44 49.1 12.31 24.8
(b)Capital Expenditure 92765 58812 25870  47.96 27.9 176.62 -56.0
7. Revenue Deficit 55184 61124 78313 8551 141.9 -11.77 28.1
8. Fiscal Deficit 133287 81200 102654  53.79 77.0 -6.08 26.4
9. Primary Deficit -57520 8380 16593 -104.14 -28.8 -62.69 98.0

State Governments have witnessed similar improvement in their fiscal health. For the
first time in about two decades, the State Governments have a consolidated surplus in their
revenue account in 2006-07. The ratio of gross fiscal deficit (GFD) of the States to GDP has
also shown a declining trend, with the 2008-09 (BE) at 2.1 per cent. In the case of States,
their own revenues, as a per cent of GDP, which was stagnating around 5.6 per cent is now
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showing an increase. It was 6.2 percent in 2006-07 and 6.4 per cent in 2008-09 (BE). As a
result, the combined Tax GDP ratio which was 14.8 per cent in 2003-04 is estimated to
increase to 19.2 per cent in 2008-09(BE).

VII. Social Sector Development and Inclusive Growth

Faster economic growth has also begun to get translated into more inclusive growth,
both in terms of employment generation and poverty reduction. The 61% Round of NSSO
Survey estimated that 47 million additional work opportunities were created during 1999-
2000 to 2004-05, at an annual average of 9.4 million as against an annual average of 4
million job opportunities during 1993-94 to 1999-2000. Employment growth accelerated to
2.6 per cent per annum during this period. The labour force, however, grew at 2.8 per cent
per year, 0.2-percentage point faster than the work force, resulting in an increase in the
unemployment rate to 8.3 per cent in 2004-05. These rates, based on the current daily status
approach, are higher than those obtained by the usual status and weekly status approaches,
indicating a high degree of intermittent unemployment. Unemployment rate measured in
terms of number of persons as per the usual principal and subsidiary status basis was 2.5 per
cent in 2004-05.

The proportion of persons below poverty line declined from around 36 per cent of the
population in 1993-94 to 28 per cent in 2004-05 as per the uniform recall period. Based on
the mixed recall period, the number of persons below poverty line declined to 22 per cent in
2004-05 from 26 per cent in 1999-2000. Further, the growth of average monthly per capita
expenditure at constant prices between 1993-94 and 2004-05 (61% Round of NSSO) also
indicate broadly similar growth across different rural and urban income classes, though it
may have been less uniform for urban than for rural population.

In pursuance of the objective of inclusive growth, Government has been
implementing eight flagship programmes supported by sizeable outlays. These include
National Rural Employment Guarantee Scheme(NREGS), National Rural Health
Mission(NRHM) and Sarva Shiksha Abhiyan(SSA), Mid-day Meal(MMS), Integrated Rural
Development  Services(ICDS), Jawaharlal  Nehru  National Urban  Renewal
Mission(JNNURM), Rajiv Gandhi Drinking Water Mission and the Total Santation
Campaign. Together, these flagship programmes aim to improve the livelihood of people as
well as provide them with easy access to basic facilities like education, health, clean drinking
water and sanitation. Besides, Bharat Nirman, which is an important programme to improve
the quality of life and mainstreaming of rural population has received high priority.
Budgetary outlay for Bharat Nirman[including the North Eastern Region(NER) component]
was increased from Rs. 24,603 crore in 2007-08 to Rs. 31,280 crore in 2008-09. Under
NREGS, in 2007-08, 3.39 crore households were provided employment and 143.5 crore
person days were generated in 330 districts. In 2008-2009 (upto Sept), 2.93 crore households
have been provided employment and 109.30 crore person days have been generated. The
Programme had high works participation of marginalized groups like SC/ST (57 percent),
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women (43percent) in 2007-2008. In 2008-2009(upto Sept), the participation is SC/ST
(54percent) and women (49 percent).

Under Pradhan Mantri Gram Sadak Yojana (PMGSY), upto August, 2008,
construction of 1.77 lakh km has been completed and all weather connectivity has been
provided to over 50,000 habitations. Work is in full swing in respect of 1.56 lakh km. In
Rajasthan, 34,253 km. road length has been completed followed by 21,072 km. in Uttar
Pradesh and 20,205 km. in Madhya Pradesh. Under Indira Awaas Yojana, for the current
financial year 2008-09, an amount of Rs. 5645.77 crore has been allocated to the States/UTs
with a target of construction of 21.27 lakh houses. Out of this, an amount of Rs. 3175.97
crore have been released as on 8™ October, 2008. As per the information received from
States, 6.10 lakh houses have been constructed so far (upto 8/10/2008), after utilizing Rs.
2698.58 crore out of total available funds of Rs. 5828.51 crore. Budgetary allocation for
ICDS was enhanced from Rs. 5,293 crore in 2007-08 to Rs. 6,300 crore in 2008-09.

A comprehensive skill development programme with wide coverage throughout the
country has been initiated by the Government. The programme not only aims to bridge the
emerging skill gaps in the Indian Economy but seeks to also cater to the demand on account
of worldwide skill shortages by enhancing the supply of skilled workers for various critical
sectors. It is aimed to establish and operationalize skill development institutes in all major
regions of the country. The Prime Minister’s National Council on Skill Development and
National Skill Development Board have been constituted for this purpose. The Prime
Minister's National Council on Skill Development was constituted on 1% July 2008 The
Council is at the apex of a three-tier structure and would be concerned with vision setting and
laying down core strategies. The Council would be assisted by the National Skill
Development Coordination Board chaired by the Deputy Chairman, Planning Commission
which will coordinate action for skill development both in the public and the private sector.
To promote private sector action for skill development, an institutional arrangement in the
form of a non-profit corporation called the National Skill Development Corporation has been
set up in the Ministry of Finance. The Chairperson of the National Skill Development
Corporation, a non- profit corporation to be set up by the Ministry of Finance would also be a
Member of the Council. The Company was registered on July 31, 2008 as a Section 25
Company.

The global dimension of the challenge of climate change, demands a global and
cooperative effort on the basis of the principle of equity. India is committed to play its role as
a responsible member of the international community and to make its own contribution in this
area. Prime Minister on June 30", 2008 released India's National Action Plan on Climate
Change. The National Action Plan reflects the importance the Government attaches to
mobilizing our national energies to meet the challenge of climate change. The National
Action Plan focuses attention on 8 priority National Missions. These are:
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1. Solar Energy

2. Enhanced Energy Efficiency

3. Sustainable Habitat

4. Conserving Water

5. Sustaining the Himalayan Ecosystem

6. A "Green India"

7. Sustainable agriculture

8. Strategic Knowledge Platform for Climate Change

The National Mission of Solar Energy occupies a pre-eminent place in the National Plan. The
National Action Plan would evolve and change in the light of changing circumstances and
therefore invited broader interaction with civil society as a means to further improve the
various elements of the Plan.

VIIl. Capital Markets

Policy initiatives and developments in the Secondary Market

Corporatization and Demutualization of Stock Exchanges: Corporatization and
Demutualization of Stock Exchanges was mandated through an amendment to the
Securities law in 2004. Out of the 23 stock exchanges, 18 have since been
corporatized and demutualised in 2007-08. One stock exchange, i.e. Hyderabad Stock
Exchange, failed to demutualise by the due date and has therefore been de-
recognized. Saurashtra Kutch Stock exchange, Mangalore Stock exchange and
Magadh Stock exchange have been de-recognized for various irregularities/non
compliances. As regards Coimbatore Stock Exchange which had sought voluntary
withdrawal of recognition, the matter is sub-judice.

Securities Contracts (Regulation) Amendment Act, 2007 : The Securities
Contracts Regulation Act, 1956 has been amended to include securitisation
instruments under the definition of "securities” and provide for disclosure based
regulation for issue of the securitized instruments and the procedure thereof. This has
been done keeping in view that there is considerable potential in the securities market
for the certificates or instruments under securitization transactions.

Foreign investment in stock exchanges: Foreign Investment upto 49% has been
allowed in infrastructure companies in the securities markets, viz. stock exchanges,
depositories and clearing corporations, with separate Foreign Direct Investment (FDI)
cap of 26% and Foreign Institutional Investment (FII) cap of 23%. Currently a person,
along with persons acting in concert, can hold up to 5% of shares in a recognized
stock exchange. In order to encourage competition in the exchange space, the SEBI
Board has decided to enhance this limit from 5% to 15% in respect of six categories
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of shareholders, namely, public financial institutions, stock exchanges, depositories,
clearing corporations, banks and insurance companies.

PAN as the sole identification number : PAN has been made the sole identification
number for all transactions in securities market. It is an investor friendly measure as
he does not have to maintain different identification numbers for different kinds of
transactions/different segments in financial markets. Further, identification through
PAN would help the authorities in enforcement action. In the Budget of 2008-09 it
was proposed that the requirement of PAN be extended to all transactions in the
financial market subject to suitable threshold exemption limits.

Equity Finance for the Small and Medium Enterprises (SMEs): SMEs in India
have traditionally relied on debt financing from banks and non-bank financial
institutions. In order to develop the equity market for SMEs, SEBI has decided to the
creation of a separate exchange for the SMEs. It has decided that, to begin with there
should be a single exchange for the SME sector for around 2-3 years to enable
successful development of the market for SMEs. In recognition of the need for
making finance available to needy small and medium enterprises, the SEBI Board in
its meeting held on 6™ October, 2008 decided to encourage promotion of dedicated
exchanges and/or dedicated platforms of the exchanges for listing and trading of
securities issued by SMEs. Multiple exchanges or platforms would provide the
necessary competition in this space. SEBI will come out with a suitable framework
for recognition and supervision of such exchanges/platforms. The enterprises with a
post issue paid up capital of upto Rs. 25 crore would be listed on such exchanges /
platforms and trading lot would be Rs. 1 lakh.

New derivative products : Mini derivative contract on Index (Sensex and Nifty)
having a minimum contract size of Rs. 1 lakh have been introduced. It has been found
that globally overall market liquidity and participation generally increases with
introduction of mini contracts. Since January 11, 2008 SEBI has also allowed trading
on options contracts on indices and stocks with a longer life/tenure of upto five years.
Since January 15, 2008 SEBI has permitted introduction of volatility index on futures
and options contracts.

Short selling: In pursuance to budget announcement, SEBI has issued a circular on
20" December, 2007 to permit short selling by institutional investors and securities
lending and borrowing to support settlement of short sales. This has been
implemented since March 2008.

Investor Protection and Education Fund (IPEF): SEBI has set up the Investor
Protection & Education Fund (IPEF) with the purpose of investor education and
related activities. SEBI has contributed a sum of Rs.10 crore toward the initial corpus
of the IPEF from the SEBI General Fund. In addition following amounts will also be
credited to the IPEF namely: (i) Grants and donations given to IPEF by the Central
Government, State Governments or any institution approved by SEBI for the purpose
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of the IPEF;(ii) Interest or other income received out of the investments made from
the IPEF; and (iii) Such other amount that SEBI may specify in the interests of the
investors.

e Framework for delisting of securities: The Securities Laws (Amendment) Act
enacted in 2005 allowed delisting of securities necessitating the creation of a delisting
Framework. In order to provide statutory backing to delisting framework, Rules and
Regulations has already been finalised and will be notified soon. A simplified
procedure for delisting for small companies is being put in place.

¢ Rules for clearing corporation: SCRA was amended in 2004 to provide for Clearing
and Settlement by a Clearing Corporation (CC). It provides that an Exchange may,
with the approval of SEBI, transfer the duties and functions of a clearing house to a
recognized CC for the purpose of the periodical settlement of contracts and
differences there under, and the delivery of, and payment for securities. The rules for
the purpose are being finalised by the Government in consultation with SEBI.

e Amendment to Section 20 of the Indian Trusts Act, 1882: Amendment to Section
20 of the Indian Trusts Act, 1882 (2 of 1882) which relates to investment of Trust
money has been approved by the Cabinet on 8th October, 2008.This amendment
would, by inserting a provision of empowering government to notify a class of
securities, do away with the requirement of case to case approval of ‘any security” and
will give trustees greater autonomy and flexibility to take investment decisions based
on their assessment of the risk return tradeoff and the relevant provisions of the trust
deed. It would be consistent with the current economic environment and the shift from
a merit based regulatory regime to a disclosure based regulatory regime. Further, this
proposed amendment is in line with and in compliance of Law Commission’s
recommendations.

IX. Infrastructure Funding

Special features of infrastructure projects
In general, infrastructure projects are characterised by the following features:
(i) Large Capital requirement
(ii) High sunk cost. A large proportion of the cost has to be irrevocably committed upfront
before the project becomes operative
(iii) Long gestation periods
(iv) Returns are slow to pass in
(v) Availability of foreign funds is poor
(vi) Sector is sensitive to political environment and policy changes
(vii) The services produced are non tradable. The excess services generated cannot be stored
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or exported and deficiency in service cannot be met with by imports except for certain
exceptions

Normal source for financing of private infrastructure projects are debt and equity.
Govt.of India has allowed debt-equity ratio in such cases as 7:3 but financer always like to
have bigger equity participation and it may go up to 2:1 or even 1:1. As these projects are of
unknown risk, financier always likes to have higher equity participation. One specialty of
infrastructure project is that it has a monopolistic market and hence much more assured future
revenue stream. Thus risk of equity is of much lower scale than that would be needed in case
of industrial projects which are open to market fluctuations.

Sources of Debt

(1) All India financial institution (AIFIS). They are the long term lending institution in India .
They are IDBI, ICICI, IL&FS, IDFC etc,

(ii) India Infrastructure Finance Company Limited(IIFCL).

(iii) Scheduled Commercial banks — They are traditional sources of working capital funding
for Indian projects but now Government is encouraging them to lend long term funds for
infrastructure projects either singly or as consortium. However, appraisal for the project has
to be done by special agencies as they do not possess such capabilities.

(iv) Dedicated road fund: A dedicated central road fund has been created under the control
road fund Oct 2000 by levying a cess of petrol and diesel.

(v) Corporate Bond Market

Constaints to Debt Finance:
Although the All India financial institutions and IIFCL cater to long term fund requirements
for infrastructure the demand for funds is too large to be satisfied by these institutes alone.
Commercial Banks suffer from asset liability mismatch even if they contribute to a sizeable
chunk of infrastructure finance. The absence of a matured corporate bond market further
aggravates the problem. The issues involved in the Indian corporate bond markets are as
follow:
e Small Corporate Bond Market-accounts for less than 1% of GDP
e Trading volume insignificant
e Issuance takes place on a private placement basis
e Cumbersome primary issuance guidelines for corporate issuers
e High costs of listing, rating, trusteeship, R&T agent, arranger fees, stamp duty,
intermediation costs to brokers and underwriters
e Lengthy process-minimum timeframe for clearance of offer documents by the
regulator is 21 days.
o Inefficient clearing and settlement mechanisms, poor and lengthy enforcement laws
relating to default proceedings-leading to illiquid market.
e Shelf Registration is available only to specially designated Public Financial
Institutions and not to all corporate issuers.
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e Lower Coupon Rate than sovereign instruments such as PPF/NSC-Individual
investors have no interest.

e RBI, SEBI and MoF have regulatory and supervisory roles that are not sufficiently
delineated.

e Absence of long term investors

e Lack of innovative instruments i.e. third party credit enhancement and hedging tools
for investors and traders to mitigate credit risk and interest rate risk.

e Restriction on banks’ investment in unlisted/ unrated non-SLR securities

e Restriction on Superannuation Funds, insurance funds, provident funds to invest in
bonds

e High stamp duty differentiated across various States

e Absence of Repo transactions on corporate bonds

e Restrictive IRDA guidelines-allow investment in assets/instruments under the
approved category with the credit rating of AA.

Sources of Equity

Equity requirements for the project can be met from "Infrastructure funds™ specially created
by Govt. or other agencies. Venture capitalists do not like to have equity participation in case
of such projects. Many countries have created such “Infrastructure fund™ and are useful for
providing equity finances. Banks are normally not very keen to finance such projects in the
form of equity because these need long term financing and they are constrained by the time
profile of their deposits. Institutional financiers such as insurance companies, provident fund,
gratuity fund and superannuation fund can be source of such financing if allowed so as to
ensure that cash flow is comfortable in each financial year.

Equity Finance-Indian Scenario
Equity finance in India is characterised by predominance of sponsor’s Equity. However,
sponsor’s ability to raise equity from the primary market is limited since:

e There is no track record of performance at the development stage

e Project sponsors have high gearing typically

e Projects are operationally complex in terms of contracts, legal structures and right of

first change on assets
e Infrastructure SPVs are not normally listed on the Stock Exchanges

Constraints to Equity Participation
e Lack of exit options
e Conflict of interest between project developers and financial investors
e Investment by Provident Funds in equities is not allowed.
e Insurance companies can invest in equities of the companies which have a specified
dividend payment record for at least seven out of last nine years
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SEBI registered venture funds/ private equity funds cannot become bidding partners
as they cannot meet the qualification criteria such as gross revenue,net worth or net
cash accruals.

Steps taken by government to ease financing constraints

Viability Gap Funding (VGF)

India Infrastructure Finance Company Limited (I1FCL)

India Infrastructure Initiative ($ 5 bn. Fund)

Enhanced Annual External Commercial Borrowing ceiling

Bonds- reporting platform started and trading platform slated to start from July 1,
2007

Permission to foreign financial institutions and multilaterals to raise rupee resources:
ADB allowed to raise rupee resources

Encouraging development of new instruments such as grading of PPP projects/SPV
rating by the major credit rating companies

Utilization of a part of the Forex Reserves: It has been decided that one wholly owned
subsidiary of IHFCL would be set up in London for borrowing of funds from the RBI
and lending to Indian companies implementing infrastructure projects in India. RBI
would provide funds to this subsidiary in the form of 10 year maturity US dollar
denominated bonds with a face value of USD one million, with the maximum
aggregate issuance of USD 5 Billion. The bonds will be fully guaranteed by the
Government of India for both principal and interest. The off-shore subsidiary of
IIFCL was registered in London on February 7, 2008.

Recent Problems in Infrastructure Financing

Recently, banks have been very slow in disbursing funds. With respect to infrastructure
projects, the Conditions Precedent to disbursements stipulated by banks is quite stringent.
Despite completing all CPs, some of the banks are not disbursing funds, citing liquidity and
market conditions. In case of new projects, banks are hesitant in taking up fresh exposures
because of the following:

Increase in cost of funds and consequent charging of higher rate of interest for
infrastructure projects, say over 15%. At this interest rate, the infrastructure projects
may not be viable. (The pricing for a reasonably well structured infrastructure project
has moved up by approximately 300 bps in the current year. This is creating severe
strain on the project costs and the projected cash flows.)

RBI prescribed group exposure ceilings

Asset-liability mismatches

Banks have also been reneging on the sanctioned terms, especially relating to interest

rates agreed in the Loan Documentation. These include even loan documents executed in the
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current fiscal. Even if a couple of banks block disbursement, the entire disbursement schedule
gets seriously disturbed.

Banks are now stipulating variable interest rate formats, even during the construction
period. This exposes the project to severe interest rate risk during construction and a
consequent risk of shortfall in project financing. Banks are also now stipulating “credit rate
spread” re-fixation after 2/3 years. This exposes projects to a lender driven unilateral interest
rate risk. Several banks are already showing a significant dislike to process projects with
tenor of above 10-12 years.

The significant weakening of the Indian Rupee and the volatility in the Foreign
Exchange markets have also caused a level of distress for financing infrastructure projects.
Projects with import component have seen a significant rise in project costs, causing pressure
on promoters and lenders to re-evaluate the project viability and financing. On account of the
high volatility in the Foreign Exchange markets, banks have been asking for additional
security for undertaking Forex Cover on exposed component of financing. This adds more
strain in the project financing, since the entire security in the form of tangible assets and
cashflows are charged to the funded lenders on a pari-passu basis.

Recently some of the banks have displayed a credit aversion to the sector, driven by
sectoral exposure, cost escalation and lower than budgeted revenue flows. A significant
portion of the input costs like bitumen, cement etc has also been driven by higher prices.
Similarly, several banks are now communicating an aversion to take large exposure in the
power sector.

Infrastructure projects that have predicated part of their equity funding from the
capital markets (either through IPO or Private equity deals) are facing a level of uncertainty.
Where part disbursements from banks have already commenced for several projects, further
disbursements are now delayed by the banks, subject to promoters demonstrating complete
tie up.

X. Externally funded projects

International Fund for Agricultural Development (IFAD)

International Fund for Agricultural Development (IFAD) was set up in 1977 as the 13"
specialized agency of the United Nations. 165 countries are members of the IFAD and these are
grouped into three lists. List — A comprises Developed Countries, List — B: Oil Producing
Countries and List — C: Developing Countries. Within List — C, sub list C-1 comprises Africa, C-
I1: Europe, Asia and the Pacific and C-I1I: Latin America and the Caribbean. IFAD is headed by
an elected President and has Governing Council and an Executive Board. India has been re-
elected to the Executive Board of IFAD for the period 2006 — 08. Since inception, India has

contributed US$ 73 million towards the resources of IFAD.
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Upto 31.10.2008, IFAD has assisted in 22 projects in the agriculture, rural development, tribal
development, women's empowerment, natural resources’ management and rural finance sector
with the commitment of US$ 595.3 million. Out of these, 14 projects have already been closed.
Presently, seven projects with a total assistance of US$ 205.21 million are under implementation
and one project viz. ‘PRIYADARSHINI — Women’s Empowerment and Livelihoods Programme
in the Mid Gangetic Plains in UP & Bihar’ for US$ 30.2 million has been approved but
programme documents are yet to be signed.

IFAD loans are repayable over a period of 40 years including a grace period of ten years and carry
no interest charges. However, a service charge at the rate of three-fourths of one per cent (0.75%)
per annum is levied on loan amounts withdrawn and outstanding.

United Nations Development Programme in India

Background

1. The United Nations Development Programme (UNDP) is the largest channel for
development cooperation in the UN System. It has been India’s partner in development since
1951. The overall mission of the UNDP is to assist the programme countries through capacity
development in Sustainable Human Development (SHD) with priority on poverty alleviation,
gender equity, women empowerment and environmental protection. The UNDP sees SHD as
an integrated, multi-disciplinary, holistic process for development, which is people-centred,
participatory, and environmentally sound. SHD stresses economic growth with equitable
distribution, enhancement of people’s capabilities and enlargement of their choices.

2. The UNDP has field offices worldwide. The India Office, located in New Delhi, is
headed by a Resident Representative (currently Dr. Maxine Olson) who also acts as the
Resident Coordinator for the UN System in India.

3. A new post of Country Director, responsible for the day-to-day management of the
programmes was established in 2006 in countries with major UNDP programmes. Ms.
Deirdre Boyd currently holds the post of Country Director in India.

Funding

4. The UNDP derives its funds from voluntary contributions from various donor
countries. These contributions are made separately to the UNDP ‘Core’ and to ‘Non-core’
funds. Core resources are ‘non-earmarked’ allocations from the UNDP headquarters that are
available for a country programme and form the bedrock of the UNDP’s neutrality,
impartiality, and truly multilateral character. Non-core funds are mobilized by the UNDP
Country Office for specific programmes/activities from donors. Non-core resources are
‘earmarked’ funds given by the donors for specific themes and regions. All assistance
provided by the UNDP is grant assistance.
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India’s annual contribution to the UNDP has been to the extent of US$ 4.5 million, which is
one of the largest from developing countries. Over and above its annual contribution, the GOI
also pays for the expenditure of the Local Office. Given that total external aid contributes
only modestly to India’s annual plan outlay, the primary benefits that accrue from the
UNDP’s activities are not in the quantum of monetary contribution but through intangibles
such as:

e Capacity enhancement of development agencies in India through the introduction of
international best practices;

e Rigour and discipline of programme implementation; and

e Pilot programmes in greenfield activities that can be later replicated through other
assistance.

Country Cooperation Framework (CCF)

5. The country-specific allocation of UNDP resources is made every five years under the
Country Cooperation Framework (CCF) which usually synchronizes with India’s five-year
plans. The resource allocation criteria takes into account factors such as population and per
capita Gross National Product (GNP).

6. The last CCF (CCF-11) synchronized with 10" Five-year Plan (2003-07) and focused
on thematic areas (i) promoting human development and gender equality, (ii) capacity-
building for decentralization, (iii) poverty eradication and sustainable livelihoods and (iv)
vulnerability reduction and environment sustainability. The total resource base of CCF-11 was
US$ 190 million, of which core resources were US$ 93 million. A list of ongoing projects is
at Annex.Ill.

New Country Programme

The new Country Programme Document (CPD): 2008-12, since adopted in the UNDP
Executive Board Meeting held in New York in September, 2007, is based on the United
Nations Development Assistance Framework (UNDAF) goal on ‘promoting social, economic
and political inclusion for the most disadvantaged, especially women and girls’. The
document has been formulated by the GOI in partnership with the UNDP Country Office and
is in harmony with the 11" Plan’s thrust on inclusive growth. The document is effective from
1 January 2008 and will remain in force till 31 December 2012.

7. The new country programme will primarily concentrate on the UNDAF goals,
namely, democratic governance, poverty reduction, HIV and development, disaster risk
management and energy and environment. Further, it will focus on seven states that are
economically laggard: Bihar, Chhattisgarh, Jharkhand, Madhya Pradesh, Orissa, Rajasthan
and Uttar Pradesh.
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8. The total resource requirement for the new country programme is estimated at US$
200-250 million, out of which one-third would be Core, one-third Non-core, and one-third
mobilized from UN Trust Funds, etc.

9. As per UNDP new programme guidelines, the Country Programme document
formulation is the first step in the country programme formulation process, followed by the
Country Programme Action Plan (CPAP) and the elaboration of an Annual Work Plan
(AWP). The CPAP and AWP are delineated from the agreed CP document.

10.  CPAP, which basically specifies the management arrangements for the
implementation of the programme, is a legal agreement between the host government and
UNDP to execute the Country Programme; and AWPs, which are also part of the CPAP, are
legal agreements between UNDP and the Implementing Partners (Line Ministries/State
Governments, NGOs/CSOs) to implement a specific project within a calendar year as
identified in the CPAP.

11. CPAP (2008-12), which was signed with UNDP on 27.2.2008, will remain in force
till 31 December 2012.
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Annexe |

Pipeline Projects - World Bank

S. No | Name of the project Posed to World| Amount of World | Status
Bank Bank assistance
sought

1 Dam rehabilitation and | 07.05.2003 Rs.718.99 crores MOWR is undertaking project preparation
Improvement Project activities.

2 National Cyclone Risk | 23.07.2004 Rs.1050 Crores WB sanctioned PPF advance of US$ 800,000
Mitigation Project for project preparation in March 2005. The

project is currently being prepared.

3 A P Water  Sector | 18.04.2006 Rs.2250 crores WB preparation mission visited AP during
Improvement Project January 28-February 12, 2008.

4 West Bengal Accelerated | 17.01.2007 Rs.1143 crores Preparation Mission of WB visited West
Development of  Minor Bengal during Nov. 19-22, 2007. The project
Irrigation Project is tentatively scheduled for delivery in FY 09

of the World Bank, by January 2009.
WB has sanctioned project preparation
advance of US$ 2,940,000 on April 29, 2008.

5 Orissa Water Sector | 16.05.2007 Rs.3493.1 crores WB first preparation mission visited the state

Improvement Project during September 21-26, 2008. The proposed
project is included in their lending pipeline
with target delivery during FY10.

6 India Statistical | 14.6.2007 US $ 120 million Pre-appraisal
Strengthening Project

7 India Infrastructure Finance | 17.5.2006 US $ 600 million Negotiated
Company Ltd  (IIFCL)
proposal for IBRD line of
credit

8 Renovation & | 16.3.2006 IBRD- US $ 100 | preparation
Modernization of power million, GEF- US $
plant in India 36 million, Total -

US $ 136 million

9 Luhri HEP (700 MW) 31.7.2006 US $ 640 million preparation

10 Vishnugad Pipalkothi 31.7.2006 US $ 350 million preparation

11 Uttar Pradesh SAL-I1I 20.7.2007 Amount of | Pre-appraisal

assistance
(IBRD+IDA) is to
be decided by the
World Bank in
consultation  with
Deptt. of
Expenditure  and
Govt. of UP

12 National Innovation Project | 18.7.2007 IBRD — US $ 165 | Pre-appraisal

million

13 Haryana Power Project 14.11.2007 IBRD — US $ 1082 | appraisal

million

14 PSDP - V - IBRD — US$ 400 | negotiated

million

15 SME-II 1.8.2008 IBRD US $ 200 | preparation

million
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S. No | Name of the project Posed to World| Amount of World | Status
Bank Bank assistance
sought
16 Rural  Finance  Access | 1.8.2008 IBRD US $ 100 | appraisal
through Microfinance million + IDA US
$ 50 million
17 West Bengal Health System | 23.05.2003 US $ 172 million Preparation
Development Project
18 Swayamsidha Project Phase | 28.06.2005 Rs.562.5 crores Not available
1
19 Early Childhood | 12.12.2006 US $ 450 million Appraisal
Development Project
(ICDs-1V)
20 Improvement of 4286 Kms | 25.02.2005 US $ 320 million To be apprised by Nov-Dec 08
of high density core
network roads in A P
21 National E Governance Plan | June 2004 US $ 300 million Preparation
22 AP Urban Reform and | 15.11.2000 US $ 233 million Re appraisal
Municipal Sanitation
23 Capacity Building under | 14.08.2007 US $ 40 million Preparation
JNNURM concerning
MoUD
24 Capacity Building under | 29.08.2007 US $ 20 million Preparation
JNNURM concerning
MoUD
25 upP - Diversified | 12.8.2004 US $ 149 million Appraisal of the project by World Bank
Agricultural Support Project dependent on amendment of APMC Act.
-1l
26 Participatory Watershed | 14.6.2005 US $ 151.1 million | The World Bank has completed the appraisal
Management  Project in of the project.
Jammu & Kashmir
27 Rural Roads Project — 11 29.9.2006 US $ 500 million The World Bank has completed the appraisal
of the project.
28 Orissa Rural Livelihoods | 8.6.2007 UsS $824 Negotiations held during June 17 - 19, 2008.
Project — TRIPTI
29 North  Eastern  Region | 29.9.2005 515 (Final | Project Preparation Facility (PPF) of US$
Livelihoods Project assistance amount | 1,215,000 for preparing the project proposal
will be fixed in | has been approved.
consultation  with
DEA)
30 Strengthening Local | 13.12.2006 US$ 120 million WB has agreed to include the proposed
Governments in Kerala project in their lending pipeline list. World
Bank’s Preparation Mission has visited the
State during January, 2008.
31 Bihar Panchayats | 1.8.2007 US$ 120 million WB’s First Preparation Mission visited the
Strengthening Project State during April 29 to May 3, 2008.
32 Improved Service Delivery | 17.8.2007 US$ 120 million WB'’s ldentification Mission visited the State
by Panchayats in West during May 19 - 23, 2008.
Bengal
33 MP District Poverty | 5.9.2007 US$ 100 million WB's Preparation Mission will visit the state
Initiatives Project — |1 during June 17 - 27, 2008.
34 up Sodic Lands | 12.2.2008 Rs. 1369.6 crores WB has agreed to include the proposed
Reclamation Project - 111 project in their lending pipeline list.
35 Biodiversity conservation & | 22.5.2008 Rs. 922.92 crores Posed to the World Bank on 22.5.2008.
Socio-economic
development of the
Sundarban Area of WB
36 Upgradation and | 15.7.2008 Rs. 726.75 crores Posed to the World Bank on 15.7.2008.

maintenance of rural roads
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S. No | Name of the project Posed to World| Amount of World | Status
Bank Bank assistance
sought
in 5 districts of AP
37 Rajasthan District Poverty | 25.7.2008 Rs. 600 crores Posed to the World Bank on 25.7.2008.
Initiatives Project — Il
38 Tamil Nadu Rural Water | 30.01.2002 US$ 150 million The project is at appraisal stage.
Supply & Sanitation Project
39 Andhra  Pradesh  Rural | 05.04.2007 Rs. 950 Crores The project is currently under preparation
Water Supply & Sanitation
project
Pipeline Projects - IFAD
S. Name of the project | Posed to Amount of Status
No. IFAD IFAD
assistance
sought
1 Women 10.3.2006 US$30M Negotiations held during November 23-25, 2006 at
Empowerment in UP (approx.) Rome, Italy. The Executive Board of the IFAD in its
and Bihar meeting held in Dec. 2006 approved the project. M/o

Women & Child Development has requested to change
the Implementing Agency from State Women's
Development Corporations to NABARD. [IFAD has been
requested on 3.7.2008 to make necessary changes in the
project documents. M/o W&CD have to convey their
approval of EFC.
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World Bank assisted Ongoing Projects

Annexe Il

Development Project

S. PROJECT NAME APPROVAL | CLOSING IBRD IDA | TOTAL
NO. DATE DATE AMT | AMT AMT
1 Orissa Community Tank Management Project 30-Sep-08 31-Aug-14 56 56 112
2 India Orissa State Roads Project 30-Sep-08 31-Dec-14 250 0 250

3 Orissa Rural Livelihoods Project 31-Jul-08 31-Dec-13 0 82.35 82.35

4 National Vector Borne Disease Control & Polio 31-Jul-08 31-Dec-13 0 521 521
Eradication Support Project

5 Elementary Education (SSA 11) 15-May-08 31-Mar-10 0 600 600

6 POWER SYSTEM DEVELOPMENT PROJECT | 18-Mar-08 31-Jul-13 600 0 600
v

7 Bihar DPL 20-Dec-07 31-Dec-08 150 75 225

8 Karnataka Community Based Tank Management | 25-Sep-07 N/A 32 32 64
Project (Supplement)

9 Himachal Pradesh Development Policy Loan 1 25-Sep-07 31-Mar-09 135 65 200

10 | Rampur Hydropower Project 13-Sep-07 31-Mar-13 400 0 400

11 | AP Rural Poverty Reduction Additional 10-Jul-07 N/A 0 65 65
Financing

12 | Strengthening India's Rural Credit Cooperatives 26-Jun-07 30-Jun-12 300 300 600

13 | Bihar Rural Livelihoods Project - "JEEViKA" 14-Jun-07 31-Oct-12 0 63 63

14 | Himachal Pradesh State Roads Project 05-Jun-07 30-Jun-13 220 0 220

15 | India Vocational Training Improvement Project 05-Jun-07 31-Dec-12 0 280 280

16 | Mizoram Roads - Additional Financing 22-May-07 N/A 18 18

17 | Third National HIVV/AIDS Control Project 26-Apr-07 30-Sep-12 250 250

18 | Andhra Pradesh Community-Based Tank 19-Apr-07 31-Dec-12 945 945 189
Management Project

19 | Tamil Nadu Irrigated Agriculture Modernization 23-Jan-07 31-Mar-13 335 150 485
and Water-Bodies Restoration and Management
Project

20 | Third Andhra Pradesh Economic Reform 11-Jan-07 31-Dec-08 150 75 225
Loan/Credit

21 | Punjab Rural Water Supply and Sanitation 14-Dec-06 31-Mar-12 0 154 154

22 | Punjab State Roads Project 05-Dec-06 05-Jun-12 250 0 250

23 | Uttaranchal Rural Water Supply and Sanitation 05-Sep-06 30-Jun-12 0 120 120
Project

24 | Karnataka Health Systems 22-Aug-06 31-Mar-12 0 1418 | 141.83

3

25 | Reproductive & Child Health Second Phase 22-Aug-06 30-Sep-10 0 360 360

26 | Second National Tuberculosis Control Project 22-Aug-06 31-Mar-12 0 170 170

27 | Orissa Socio-Economic Development Loan 1l 01-Aug-06 30-Jun-08 150 75 225

28 | Karnataka Panchayats Strengthening Project 29-Jun-06 31-Mar-12 120 120

29 | FALG Brick Project 28-Jun-06 31-Dec-17 0 0 0

30 | National Agricultural Innovation Project 18-Apr-06 31-Dec-12 200 200

31 | Karnataka Municipal Reform Project 14-Mar-06 30-Apr-12 216 0 216

32 | POWER SYSTEM DEVELOPMENT PROJECT | 19-Jan-06 31-Jul-11 400 0 400
-1l

33 | Himachal Pradesh Mid-Himalayan Watershed 13-Dec-05 31-Mar-13 0 60 60
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34 | Tamil Nadu Empowerment and Poverty 12-Jul-05 30-Sep-11 0 120 120
Reduction

35 | Third Tamil Nadu Urban Development Project 05-Jul-05 30-Mar-11 300 0 300
(TNUDRP I11)

36 | Maharashtra Water Sector Improvement Project 23-Jun-05 31-Mar-12 325 0 325

37 | India: Emergency Tsunami Reconstruction 03-May-05 30-Oct-08 0 465 465
Project

38 | Lucknow-Muzaffarpur National Highway Project | 21-Dec-04 30-Jun-10 620 0 620

39 | Tamil Nadu Health Systems Project 16-Dec-04 30-Sep-10 0 110.8 110.83

3

40 | Assam Agricultural Competitiveness Project 14-Dec-04 31-Mar-10 0 154 154

41 | Rural Roads Project 23-Sep-04 31-Mar-10 99.5 300 399.5

42 | Madhya Pradesh Water Sector Restructuring 07-Sep-04 31-Mar-11 394.02 0 394.02
Project

43 | Hydrology Project Phase Il 24-Aug-04 30-Jun-12 104.98 0 104.98

44 | Integrated Disease Surveillance Project 08-Jul-04 31-Mar-10 0 68 68

45 | Uttaranchal Decentralized Watershed 20-May-04 31-Mar-12 0 69.62 69.62
Development Project

46 Karnataka Urban Water Sector Improvement 08-Apr-04 31-Dec-08 39.5 0 39.5
Project

47 | RAJASTHAN HEALTH SYSTEMS 11-Mar-04 30-Sep-09 0 89 89
DEVELOPMENT PROJECT

48 | Allahabad Bypass Project 14-Oct-03 30-Jun-09 240 0 240

49 | Maharashtra Rural Water Supply and Sanitation 26-Aug-03 30-Sep-09 0 181 181
"Jalswarajya" Project

50 | Tamil Nadu Road Sector Project 17-Jun-03 31-Mar-09 348 0 348

51 | Chhattisgarh District Rural Poverty Reduction 24-Apr-03 31-Mar-09 0 1125 112.56
Project 6

52 | Andhra Pradesh Rural Poverty Reduction Project | 20-Feb-03 30-Sep-09 0 150.0 150.03

3

53 | Uttar Pradesh State Roads Project 19-Dec-02 31-Dec-08 488 0 488

54 | Technical/Engineering Education Quality 14-Nov-02 31-Mar-09 0 250 250
Improvement Project

55 | ANDHRA PRADESH COMMUNITY FOREST | 16-Jul-02 31-Mar-09 0 108 108
MANAGEMENT PROJECT

56 | Mumbai Urban Transport Project 18-Jun-02 31-Dec-09 463 79 542

57 | Gujarat Emergency Earthquake Reconstruction 02-May-02 31-Oct-08 0 442.8 442.8
Project

58 | Karnataka Community-Based Tank Management | 25-Apr-02 31-Jan-12 0 98.9 98.9
Project

59 | Mizoram State Roads Project 14-Mar-02 30-Jun-09 0 60 60

60 | Kerala State Transport Project 14-Mar-02 28-Feb-09 255 0 255

61 | Rajasthan Water Sector Restructuring Project 19-Feb-02 31-Mar-09 140 140

62 | Uttar Pradesh Water Sector Restructuring Project | 19-Feb-02 31-Oct-08 149.2 149.2

63 | Second Karnataka Rural Water Supply and 18-Dec-01 31-Dec-08 151.6 151.6
Sanitation Project

64 | Karnataka watershed development project 21-Jun-01 31-Mar-09 0 100.4 100.4
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IFAD projects

JHARKHAND-
CHATTISGARH TRIBAL
DEVELOPMENT
PROGRAMME

JHARKHAND &
CHHATTISGARH

IFAD

506-IN

13.3.2001

21.6.2001

31.12.2009

41.7

22.8

8.97

NATIONAL MICRO-
FINANCE SUPPORT
PROGRAMME

NON-GOVT.
LOAN (SIDBI)

IFAD

538

18.2.2002

1.4.2002

30.6.2009

134

22

21.26

ORISSA TRIBAL
EMPOWERMENT AND
LIVELIHOOD
PROGRAMME

ORISSA

IFAD

585-IN

18.12.200
2

15.7.2003

31.3.2013

91

20

3.870

LIVELIHOOD
IMPROVEMENT
PROJECT FOR THE
HIMALAYAS

UTTARAKHAND
& MEGHALAYA

IFAD

624-IN

20.2.2004

1.10.2004

31.12.2012

84.04

39.91

10.33

POST-TSUNAMI
LIVELIHOODS
PROGRAMME FOR THE
COASTAL AREAS OF
TAMIL NADU

TAMIL NADU

IFAD

662-IN

11.11.200
5

9.7.2007

31.3.2016

68.6

30

1.00

TEJASWINI - RURAL
WOMEN
EMPOWERNMENT
PROGRAMME

MAHARASHTRA
& MADHYA
PRADESH

IFAD

682-IN

12.10.200
6

23.7.2007

31.3.2016

208.6

39.44

3.00

MITIGATING POVERTY
IN WESTERN
RAJASTHAN

RAJASTHAN

IFAD

748-IN

17.10.200
8

To be
effective

NA

62.3

30.3

0.00

* After cancellation and reallocation of US$ 20 million from each Project to Emergency Tsunami Reconstruction Project.

# Figures are from O/o CAA&A

** Including Additional Financing of US$ 65 million.
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LIST OF ONGOING UNDP ASSISTED PROJECTS

Annex.l11

(in US$ million)
Sl Project Name Amount of | Date of signing Date of

No. Grant closure

1. Disaster Risk Management Programme 34.00 27.08.2002 31.12.2008

2. Endogenous Tourism 3.94 15.07.2003 31.12.2008

3. National Programme on Promoting Conservation of 3.00 22.09.2003 31.03.2010
Medicinal Plants & Traditional Knowledge for Enhancing
Health & Livelihood Security

4. Information & Communication Technology (ICT) for 5.00 23.10.2003 31.12.2008
Development

5. National Strategy for Urban Poor 5.00 04.11.2003 31.12.2009

6. Rural Decentralisation & Participating Planning for Poverty 4.60 05.04.2004 31.12.2008
Reduction

7. Strengthening States Plan for Human Development 10.96 15.06.2004 31.12.2009

8. Promoting Gender Equality 1.00 12.07.2004 31.12.2008

9. Vulnerability Reduction through Community 4.43 23.03.2005 31.12.2009
Empowerment and control of Water in the Marwar Region

10. Capacity Building for Access to Information 3.00 08.04.2005 31.12.2009

11. Development of Coordination and Decision Support System 1.64 20.09.2005 31.03.2010
(CDSS)

12. Biodiversity Conservation through Community based 3.00 12.01.2007 31.03.2010
Natural Resource Management

13. Support to the national Efforts for Mainstreaming of 15.45 30.05.2007 31.03.2012
HIV/AIDS

14. Sustainable Industrilaisation — Building Stakeholder 0.75 20.11.2007 31.12.2012
Capacity and Involvement

15. Strengthening of the GEF Cell in the MoEF and scaling-up 0.90 24.01.2008 31.12.2009
of the UNDP/GEF Small Grants Programme

16. Support to  Operationalisation of National Rural 5.00 31.3.2008 31.05.2012
Employment Guarantee Act (Phase-Il)

Total 101.67
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XI.  Global Financial crisis and impact on India

The global financial crisis which surfaced in August 2007 had its origin in the
meltdown of the US housing market and consequent sub-prime mortgage loan delinquencies
and rising home foreclosures. This in turn led to a steep fall in the prices of mortgage-backed
securities, whose value is derived from mortgage payments. The financial institutions —
investment banks, structured investment vehicles, hedge funds, etc. - with too little capital
were unable to deal with the resultant losses and write-downs. Further, as these institutions
did not have recourse to central bank facilities, they were also unable to cope with the
liquidity crunch that followed, thereby amplifying the crisis.

Indian banks have very limited exposure to the US mortgage market, directly or
through derivatives, and to the failed and stressed international financial institutions. The
crisis in the international financial markets could impact the Indian equity and foreign
exchange markets directly. The money, debt and credit markets could also be affected, albeit
indirectly, raising costs of funds. The macroeconomic impact of the global financial turmoil
has been muted due to the overall strength of domestic demand and the predominantly
domestic nature of financing of investment. The fundamentals of the Indian economy have
been strong and continue to be strong.

The surge in global commodity prices, particularly oil since 2004, put further stress
on the macroeconomic framework of many emerging market economies and developing
countries, including the Indian economy. There has been some respite in the global inflation
front recently and commaodity prices are stabilizing. But, the recent appreciating trend in the
US dollar emanating from risk aversion in mature markets following the financial crisis is
appropriating a large part of the gain of emerging market economies in terms of lower global
prices.

The Government has been closely monitoring these developments in international
financial markets and reviewing the emerging domestic financial market situation. The RBI
has announced a package of measures aimed at improving domestic and foreign currency
liquidity in September and October 2008 as under:

e Repo rate was reduced by 150 basis points to make it 7.50 per cent (November 3,
2008). It narrowed the policy corridor to 150 basis points.

e RBI announced that it will continue to supply dollars to meet demand-supply gaps
directly or through agent banks; modulated interest rates on non-resident deposits
to attract capital flows. The RBI reduced the Cash Reserve Ratio from a level of
9.0 per cent as of October 10, 2008 to 5.50 per cent (November 8, 2008), by 350
basis points to inject additional liquidity.

e On October 14, 2008 the RBI also conducted a special 15 —day repo at 9 per cent
per annum for a notified amount of Rs.20,000 crore under LAF to meet the
liquidity requirements of mutual funds. On October 15, 2008, at the request of the
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Government, the RBI has announced that it would provide Rs.25,000 crore as first
installment immediately as liquidity support to concerned financial institutions
under the Agriculture Debt Waiver and Debt Relief Scheme.

e On October 15, 2008, the RBI announced that banks were allowed to borrow
funds from their overseas branches and correspondent banks up to a limit of 50
per cent of their unimpaired Tier | capital as at the close of the previous quarter or
US $ 10 million whichever is higher as against the existing limit of 25 per cent.

e Earlier, to obviate the difficulties arising out of a tightening in the money and
foreign exchange markets, the public sector oil marketing companies were
facilitated through special market operations for oil bonds in June —July 2008.
Besides the above measures taken by the RBI, the SEBI has relaxed the
restrictions on offshore derivative instruments and decided to increase the Foreign
Institutional Investors (FIIs) investment limit in corporate bonds from $3 billion to
USS$ 6 billion.

Assessment of impact of recent developments on various sectors: While it is difficult to
quantify the impact of developments abroad and at home on GDP growth, it is possible to
indicate factors that may result in some moderation in growth. But, on the whole, GDP
growth should still look fairly robust.

On positive note, there has been a meltdown in global commodity prices led by a
decline in crude prices. Decline in crude prices have moderated the prices of products which
use crude/products as inputs (fertilizers, chemicals, manmade fibres), energy substitutes (coal
and gas), energy intensive products (metals), products used as bio fuels (edible oils, oilseeds,
sugar) and primary commodities which have competing synthetic products (natural rubber,
cotton). The positive impact may get reflected through a moderation in inflation, improving
the corporate profitability through input cost reductions and increasing their internal accruals.

Outlook: The rapid growth of the Indian economy in recent years has brought into sharp
focus the urgent need to develop the physical and social infrastructure. There are clear signals
that a rapid increase in the scale and quality of investment in physical infrastructure such as
power, railways, roads, airports, ports, and communications is underway. The framework for
encouraging public-private partnerships for developing physical infrastructure is also in place
and is expected to yield positive results. The Eleventh Plan has also outlined a comprehensive
programme for the development of the infrastructure sector.

The well-known ‘demographic dividend” will manifest itself as a rise in the working
age population aged 15 to 64 years, from 62.9 per cent in 2006 to 68.4 per cent in 2026. To
tap this dividend, the Eleventh Plan focuses on ensuring better delivery of health care,
generation of more employment opportunities and skill development improving
employability of persons.
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Table : 24

Sectors GDP share Impact Assessment
(2006-07)
Agriculture 18.5 Neutral

Growth would be more sensitive to weather induced fluctuations.

Mining 2.0 Negligible | Nearly 90% of mining consist of coal and crude. Only about 5%,
particularly iron ore may have some moderation on export slowdown.

Manufacturing (based on status)

Registered 10.5 Moderate Some impact on account of export slowdown and liquidity squeeze.
Decline in the ratio of PBDIT/Sales may reduce internal accruals and
increase dependence on borrowings. (PBDIT/sales in Q2 is expected at
4.7% compared to 11.2% in Q2 of 2006-07.

Adverse impact may get partially neutralized due to a decline in
commaodity prices.

Unregistered | 4.9 Moderate Though liquidity squeeze may be greater, their lower dependence on
institutional credit may keep the impact moderate.

Manufacturing (based on sources of demand)

Domestic While no Moderate Consumer durables may remain under pressure.

consumption separate share

demand is available,

Domestic these would Moderate Increase in credit cost may slow the pace.

investment be equally

demand matching

Exports Moderate Global economic slowdown would impact

Electricity 2.1 Neutral Global slowdown will not affect this sector. Positive sentiments
because of the nuclear deal may see some activity.

Construction 7.2 Moderate Higher risk weights and credit crunch will affect, though it may be
moderate.

Trade and 15.4 Neutral Sales growth continues to remain buoyant. Q2 expected sales growth of

Recreation manufacturing at 36% is higher than 8.8% in Q2 of 2007-08.

Transport 6.6 Moderate Rail transport (share of 1.2%) may not be affected. Road transport has

some problem of acquiring vehicles because of credit choking. Air
transport may have a larger impact.

Communication | 4.9 Neutral While some working capital constraints are reported, overall impact is
likely to be negligible.

Insurance and 6.7 Moderate Domestic impact should be marginal as credit and deposit growths will

Banking remain buoyant. Margins are also not under pressure. But there may
some increase in NPAs.

Business 7.6 Moderate

services and real Slowing world economy will impact business services. Real estate

estate sector is likely to remain subdued.

Community and | 13.6 Positive Relates to defence and social sector services. Positive impact of pay

social services commission and other wage increases should see growth to improve.

The circumstances continues to be largely favourable for sustained, rapid and a more
inclusive growth of the economy. RBI in its review of Macroeconomic policy for first quarter
of 2008-09 has indicated that the median forecast of professional agencies for GDP growth
during 2008-09 at 7.9 per cent remains optimistic. Barring domestic or external shocks, RBI
in its mid-term review estimates GDP growth during 2008-09 to be around 7.5 to 8.0 per
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cent, which is reiteration of its earlier optimism. CMIE in its monthly review of Indian
Economy in October 2008, however, has been more upbeat with a forecast of 8.7 per cent
GDP growth based on its analysis of economy, particularly the investment in pipeline (lower
than their initial estimate of 9.4 per cent in August-September 2008). Economic Advisory
Council to the 