Il. AGGREGATE DEMAND

Weakening aggregate demand emerged as a major constraint to growth in 2008-09. The
significant deceleration in private consumption expenditure as well as the moderation in
investment demand required expansionary fiscal policy to arrest the slowdown in growth.
Government consumption expenditure, therefore, increased sharply in the third and fourth
guarters and contributed 32.5 per cent of real GDP growth (at market prices) in 2008-09,
as against an average contribution of 5.9 per cent in the previous five years. The Union
Budget for 2009-10 underlined the continued relevance of higher government expenditure
to prevent deceleration in growth, which is reflected in the higher budgeted fiscal deficit as
percentage of GDP. Corporate sector data indicate sharper deceleration in sales growth
during the last two quarters of the year; growth in profits after tax was negative in the last
three quarters. Early information on corporate performance for thefirst quarter of 2009-10
indicate positive growth in both sales and profits over the corresponding period of the
previous year. Net exports declined during the last quarter of 2008-09 due to sharper
contraction in import growth relative to export growth.

[I.LL  The hallmark of India’s growth  2008-09, with the sharpest growth taking
acceleration during the period 2003-08 was  place in the third quarter of the year. As a
robust domestic demand. The high growth  result, the contribution of government
trajectory was, however, dented in 2008-  consumption expenditure to the real GDP
09 by the knock-on impact of the global  growth (at market prices) in 2008-09 was
financial crisis. Inreal terms, during 2008-  32.5 per cent asagainst 8.0 per cent in 2007-
09, the growth in private consumption  08. Reflecting the fiscal response to the
demand decelerated sharply to 2.9 per cent  growth slowdown, key deficit indicators of
from 8.5 per cent in 2007-08; the the Centra Government, viz., the revenue
significance of this contraction has to be  deficit and the gross fiscal deficit in the
seen in the context of the high share of  revised estimates for 2008-09 were
private consumption demand in the GDP  significantly higher than the budgeted level
(55.5 per cent in 2008-09). Investment  aswell asthose of the preceding years. As
demand, as could be inferred from the the economic growth continued to remain
behavior of gross fixed capital formation,  subdued during the current year, the Union
also experienced some deceleration.  Budget for 2009-10 has provided for larger
Offsetting expansion in Government  deficitsfor the year. Asaper cent of GDP,
consumption expenditure was, therefore,  revenue deficit would be at an all time high
necessary, to contain a sharp sslowdown in  and grossfiscal deficit would be the highest
economic growth in response to since 1993-94. Corporate performance
deceleration in private consumption remained subdued, and the impact of
demand. The government consumption  moderation in demand was visible in the
expenditure expanded by 20.2 per cent in  substantial deceleration in sales growth in
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the last quarter of 2008-09. The impact on
profitability was also adverse, particularly
during the third quarter as growth in sales
decelerated. As regards external demand,
exports growth turned negative since
October 2008 but import growth has fallen
more sharply. As a result, net exports (of
goods and services) improved in the last
quarter of 2008-09. The same pattern seems
to have continued in the first two months
of 2009-10, asisevident from the behaviour
of merchandise trade balance.

Domestic Demand

1.2 Inthe backdrop of global financial
crisis and economic recession, the erosion
in investor and consumer confidence was
reflected in the contraction in major
demand aggregates in the economy.
Consumption demand, which had
overtaken investment demand as the most
important contributor to demand growth in
2007-08, continued to be the dominant
contributor to GDP growth in 2008-09.

With the sharp deceleration in the growth
of private final consumption expenditure
(PFCE) in 2008-09, however, there was a
compositional shift in the contribution to
growth from private consumption
expenditure to government consumption
expenditure. In real terms, the contribution
of private consumption expenditureto GDP
growth, which was 53.8 per cent in 2007-
08, declined by nearly half, to 27.0 per cent
in 2008-09, while that of government
consumption expenditure was as high as
32.5 per cent in 2008-09, as against 8 per
cent in 2007-08 (Chart 4). Thus, theimpact
of the slowdown in private consumption
and investment demand was cushioned by
government final consumption expenditure
(GFCE) which received a thrust from
additional expenditure on account of Sixth
Pay Commission award and counter-
cyclical fiscal policy measures.

1.3 According to the latest release of
the Central Statistical Organisation (CSO),
the PFCE and gross fixed capital formation

Chart 4: Demand side Contribution to Growth
(Real GDP at market prices)
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(GFCF) continued to register subdued
growth in the fourth quarter of 2008-09 as
compared with the corresponding period of
2007-08. Growth of GFCE continued to
partly compensate for the sluggishness in
private consumption demand. As a result,
the share of GFCE rose during the fourth
guarter over the corresponding period of the
previous year while that of PFCE declined
(Table 9).

Combined Budgeted Finances: 2009-10

[1.4  The combined budgetary position
of the Central and State Governments for
2009-10 indicates that the key deficit

indicators as per cent of GDP are budgeted
to remain at elevated levels (Table 10).
Although the combined revenuereceiptsare
budgeted to grow mainly on account of
increase in tax revenue, the combined tax-
GDP ratio is budgeted to marginally
decrease in 2009-10 over 2008-09. On the
expenditure side, while non-developmental
expenditure is budgeted to grow
substantially and show a rise in terms of
GDP, development expenditure is budgeted
to decline in absolute terms and
consequently its share in total expenditure
and as a ratio to GDP would decrease in
2009-10 (BE) over 2008-09 (RE).

Table 9: Disposition of GDP at Market Prices (at 1999-2000 prices)

(Per cent)
Item 2007-08* 2008-09# 2007-08 2008-09
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
1 2 3 4 5 6 7 8 9 10 11
Growth Rates
Real GDP at market prices 9.1 6.1 9.2 8.8 9.4 8.8 82 7.8 48 41
Total Consumption
Expenditure 83 54 6.6 7.8 8.0 10.6 38 21 9.0 6.1
(i) Private 85 29 84 75 8.9 9.0 45 21 23 2.7
(i) Government 74 20.2 -24 10.0 20 18.6 -0.2 22 56.6 215
Gross Fixed Capital
Formation 129 8.2 136 16.0 14.1 8.8 9.2 125 51 6.4
Change in Stocks 51.7 2.9 54.1 51.7 52.2 49 6 5.6 14 -0.9
Exports 21 12.8 -4 -4.8 6.1 9.8 25.6 24.3 71 -0.8
Less Imports 6.9 17.9 -0.7 -3.6 6.7 24.4 274 B854 21.7 -5.7
Relative shares
Total Consumption
Expenditure 66.9 66.5 70.4 67.3 67.2 63.6 67.5 63.7 69.9 64.8
(i) Private 57.2 55.5 60 58.5 58.9 52.1 58.0 55.5 57.4 514
(i) Government 9.8 111 10.4 8.7 8.4 115 9.6 8.3 125 13.4
Gross Fixed Capital
Formation 316 322 31.9 33 30.8 31 322 345 30.9 316
Change in Stocks 31 3.0 33 818 3.0 3.0 32 32 29 29
Net Exports -4.3 -5.8 -0.8 -7.0 -51 -4.3 -1.3 -10.5 -85 -29
Memo: (Rupees crore)
Real GDP at
market prices 34,02,716 36,09,425 7,70,241 7,88,041 9,01,966 9,42,467 8,33,630 849,247 945,121 9,81,427

* : Quick Estimates. # : Revised Estimates.

Note: Asonly mgjor items are included in the table, data will not add up to 100.

Source: Central Statistical Organisation.
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Table 10: Key Fiscal Indicators

(Per cent to GDP)

Year Primary Deficit Revenue Deficit Gross Fisca Deficit Outstanding Liabilities*

1 2 8 4 5
Centre

2007-08 -0.9 11 2.7 60.1

2008-09 RE 25 4.4 6.0 58.9

(2.6) (4.6) (6.2

2009-10 BE 3.0 4.8 6.8 59.7
States

2007-08 # -0.6 -0.9 13 258

2008-09 RE # 0.7 -0.2 25 252

2009-10 BE # 0.9 0.4 2.7 2588

Combined

2007-08 -1.3 0.2 4.0 73.0

2008-09 RE 34 4.4 8.6 72.6

2009-10 BE 4.0 52 9.5 74.4

RE : Revised Estimates.

BE : Budget Estimates.

* . Includes externd liabilities at historical exchange rates.
# : Data from 2007-08 onwards pertains to 22 State Governments, of which 14 are vote on account.

Note: 1. Negative sign indicates surplus.

2. Figuresin parentheses relate to provisional accounts.

Central Government Finances

1.5 The Union Budget for 2009-10,
presented against the backdrop of persistent
global economic slowdown and the
associated dampened domestic demand, has
proposed to sustain the fiscal stimulus that
was introduced in the previous year to
provide the necessary boost to demand and
thereby revive growth prospects. Given the
stated goal of reverting to the 9 per cent
growth path over the next three years, the
pronouncements in the Budget were aimed
at enhancing consumption demand,
investment demand as al so domestic savings
through appropriate combination of
allocations of expenditure and tax
concessions. As a result, key deficit
indicators, viz., revenue deficit, gross fiscal
deficit (GFD) and grossprimary deficit (PD)
as per cent of GDP, are budgeted higher than
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thosein 2008-09 (RE). Whilerevenuedeficit
would be at its highest level ever, PD would
be the highest in India's post reform period.
Theincrease in revenue deficit ismainly on
account of higher growth in revenue
expenditure which more than offset the
increase in revenue receipts. With capital
outlay also increasing substantialy, GFD is
budgeted to increase over both the revised
estimates and provisional accounts for
2008-09 (Tables 10 and 11).

1.6 Thecontinued economic slowdown
and the proposed reductions in direct and
indirect taxes may affect gross tax revenue
which is budgeted to decline to 10.9 per
cent of GDP during 2009-10 from 11.8 per
cent during 2008-09. Net of assignment to
States, the tax revenue to the Central
Government during 2009-10 is budgeted at
8.1 per cent of GDP. Non-tax revenue to
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Table 11: Union Budget 2009-10 at a Glance

(Amount in Rupees crore)

Items 2007-08 2008-09 2009-10 Growth rate (per cent)

(RE) (BE) 2008-09 2009-10

1 2 8 4 5 6

1. Revenue Receipts (i+ii) 5,41,864 5,62,173 6,14,497 3.7 9.3
(11.5) (10.5) (10.5)

i) Tax Revenue (Net) 4,39,547 4,65,970 4,74,218 6.0 18
(9.3) (8.6) (8.1)

ii) Non-Tax Revenue 1,02,317 96,203 1,40,279 -6.0 45.8
(2.2 (1.8) (2.9)

2. Non Debt Capital Receipts 9,586 # 12,265 5,345 279 # -56.4
(0.2 0.2 (0.1)

3. Non-Plan Expenditure 4,72,058 * 6,17,996 6,95,689 30.9 * 12.6
of which: (10.0) (11.6) (11.9)

i) Interest Payments 1,71,030 1,92,694 2,25511 12.7 17.0
(3.6) (3.6) (3.9

ii) Defence Expenditure** 91,681 1,14,600 1,41,703 25.0 23.7
(1.9 (2.2 (2.9

iii) Subsidies 70,926 1,29,243 1,11,276 82.2 -13.9
(1.5) (2.4 (2.9

4. Plan Expenditure 2,05,082 2,82,957 3,25,149 38.0 14.9
(4.3) (5.3) (5.6)

5. Revenue Expenditure 5,94,433 8,03,446 8,97,232 35.1 11.7
(12.6) (15.0) (15.3)

6. Capital Expenditure 82,707 * 97,507 1,23,606 179 * 26.8
(1.8) (1.8) (2.1

7. Total Expenditure 6,77,140 * 9,00,953 10,20,838 33.1* 133
(14.3) (16.9) (17.4)

8. Revenue Deficit 52,569 2,41,273 2,82,735 359.0 17.2
(1.1 (4.9 (4.8)

9. Gross Fiscal Deficit 1,25,690 * 3,26,515 4,00,996 159.8 * 22.8
2.7) (6.0 (6.8)

10. Gross Primary Deficit -45,340 * 1,33,821 1,75,485 -395.1 * 311
(-0.9) (2.5) (3.0

* . Net of acquisition cost of Reserve Bank’s stake in

State Bank of India (SBI) at Rs.35,531crore in 2007-08.

# : Netof Reserve Bank’ssurplustransfer of Rs.34,309 crore on account of sale of itsstakein SBI to the Government

of India
** : Includes both revenue and capital expenditure.
Note : Figuresin parentheses are percentages to GDP.

GDP ratio, however, is budgeted to be
higher at 2.4 per cent (as against a decline
to 1.8 per cent of GDP in 2008-09), mainly
on account of anticipated receipts of
Rs.35,000 crore from the auction of third-

generation (3G) spectrum and Rs.28,600
crore (58 per cent higher than the previous
year) in dividend/surplus transfer from the
Reserve Bank, nationalised banks and
financial institutions.
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1.7  The budgeted growth in aggregate
expenditure for 2009-10 is lower than the
previousyear, but on ahigh base, the planned
expansion implies significant additional
stimulus to aggregate demand over the
previousyear. Thelower growth in aggregate
expenditure in 2009-10 would mainly
emanate from moderation of growth in
revenue expenditure, particularly through
containment of fertiliser subsidies. The
major items contributing to the growth of
revenue expenditure in 2009-10 are interest
payments, defence and non-plan grants to
States, which together would account for
over 60 per cent of the increase in revenue
expenditure. While increase in interest
payments would reflect substantial hike in
government borrowings and special
securitiesissued to oil marketing companies
and fertiliser companies during 2008-09,
increase in defence expenditure would arise
on account of enhanced provisions for pay
and allowances and maintenance
expenditure. The ratios of interest payments

and defence expenditure to revenue receipts
are budgeted to increase, while that of
subsidies would decline during 2009-10
(Chart 5). The growth in capital expenditure
is budgeted to be higher in 2009-10 than in
2008-09, mainly on account of a higher
growthin capital outlay (capital expenditure
less loans and advances), which is budgeted
to increase by 33.6 per cent as against a
declineof 22.1 per cent in 2008-09. Defence
capital outlay would account for nearly half
of theincreasein capital outlay. Non-defence
capital outlay would increase mainly under
economic services. The share of capital
expenditure in total expenditureis budgeted
toincreaseto 12.1 per cent in 2009-10 from
10.8 per cent in 2008-09 (RE).

Financing of Central Government

1.8 The financing pattern of GFD as
proposed in the Budget reveals that the
Government envisagesfinancing almost the
entire amount of the deficit during 2009-
10 through market borrowings. The Budget

Chart 5: Major Items of Revenue Expenditure as a Proportion of Revenue Receipts
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has made no provision for drawdown of
cash balances, which had financed 9.2 per
cent of GFD in 2008-09. During 2009-10,
the share of external borrowings and
securities against small savings in GFD
financing would be higher than during
2008-09 (Table 12).

Centre’s Fiscal Position during April-
May 2009.

1.9 According to the latest available
information on Central Government finances

Table 12: Financing Pattern of
Gross Fiscal Deficit

(Amount in Rupees crore)

Item 2008-09 2009-10

(RE) (BE)

1 2 3

Gross Fisca Deficit 3,26,515  4,00,996
Financed by

Market Borrowings 2,66,539 397,957

(81.6) (99.2)

Securities issued against 1,323 13,256

Small Savings (0.4) (3.3

External Assistance 9,603 16,047

(2.9) (4.0)

State Provident Fund 4,800 5,000

(1.5) (1.2

NSSF 11,206 -103

(3.4) (0.0)

Reserve Funds -16,808 -8,428

(-5.2) (-2.1)

Deposit and Advances 12,788 9,026

(3.9 (2.3

Postal Insurance and 2,594 2,672

Life Annuity Funds (0.8) 0.7)

Draw down of Cash Balances 29,984 0

(9.2 (0.0)

Others 4,486 -34,431

(1.4) (-8.6)

Note: Figuresin parentheses are percentages to GFD.

for 2009-10 (April-May 2009), revenue
deficit and GFD, as percent of the budget
estimates were placed substantially lower
than the corresponding period of the
preceding year, although they were higher
in absolute terms (Table 13). Tax revenue as
apercent of budget estimate was lower than
the previous year, reflecting the impact of
economic slowdown and tax cuts. While
growth in revenue under corporation tax and
personal income tax decelerated during
April-May 2009 over April-May 2008,
collections under excise and customs duties
registered a decline over the same period.
As a result, revenue receipts declined by
10.7 per cent during the first two months of
2009 as against an increase of 39.1 per cent
during the corresponding period of the
preceding year, despite an increase of 48.0
per cent in non-tax revenue. During April-
May 2009, growth in aggregate expenditure
(at 12.5 per cent) was lower than during
April-May 2008 (20.6 per cent), with the
relative decline in growth evident both in
the revenue and capital expenditures. While
non-plan expenditure during April-May
2009, increased by 20.6 per cent (5.7 per cent
in the previous year), mainly on account of
revenue component of the expenditure, plan
expenditure declined by 2.8 per cent (64.2
per cent in the previous year).

Sate Finances: 2009-10*

[1.10 The finances of State governments
are also expected to be affected by the
economic slowdown, whichisevident from
the budgeted increase in key deficit

' Based on the budget documents of twenty-two State Governments, of which 14 are vote on account.
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Table 13: Central Government Finances during April-May 2009

Item April-May Percentages to
(Rupees crore) Budget Estimates for
2008 2009 2008-09 2009-10
1 2 g 4 5
1. Revenue Receipts 36,030 32,178 6.0 52
i) Tax Revenue (Net) 31,958 26,152 6.3 515
ii) Non-Tax Revenue 4,072 6,026 4.3 4.3
2. Non-Debt Capital Receipts 254 231 1.7 4.3
3. Non-Plan Expenditure 71,496 86,242 14.1 124
of which :
(i) Interest Payments 27,229 25,938 14.3 11.5
(if) Defence 6,451 12,472 6.1 8.8
(iii) Subsidies 18,002 25,131 27.1 225
4. Plan Expenditure 37,989 36,925 15.6 114
5. Tota Expenditure 1,09,485 1,23,167 14.6 12.1
6. Revenue Expenditure 1,03,761 1,13,141 15.8 12.6
7. Capital Expenditure 5,724 10,026 6.2 8.1
8. Revenue Deficit 67,731 80,963 122.7 28.6
9. Fiscal Deficit 73,201 90,758 54.9 22.6
10. Gross Primary Deficit 45,972 64,820 -79.9 36.9

Source : Controller General of Accounts, Ministry of Finance, Government of India.

indicators. The consolidated revenue
account of the State Governmentsfor 2009-
10 is budgeted to turn into deficit of 0.4
per cent of GDP after remaining in surplus
over the previous three years, on account
of higher budgeted increase in revenue
expenditure in relation to revenue receipts.
The deterioration in revenue account of
State Governments during 2009-10 (BE)
reflects the combined impact of
sluggishness in tax revenue along with
higher expenditure on administrative
services, on account of implementation of
Sixth Pay Commission award by many
State Governments, pension and interest
payments. During 2009-10 (BE), the GFD
at the consolidated level is budgeted to
increaseto 2.7 per cent of GDP ascompared
with 2.5 per cent of GDP in 2008-09 (RE),
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mainly on account of worsening of the
revenue account and higher net lending.

Corporate Performance

1111 An analysis of the performance of
select non-financial non-government
companies showed that their sales growth
moderately decelerated in 2008-09 over the
previous year. The impressive sales growth
during the first half of 2008-09, enabled
partly by price hikes, was adversely
affected during the latter half of the year,
particularly in the last quarter, due to weak
consumer demand and its impact on the
pricing power. Profit margins measured in
terms of ratios of gross profits to sales and
profits after tax to sales came under pressure
largely due to high input costs in the first
half, provision relating to mark-to-market
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(MTM) losses on transactions involving
foreign exchange; riseininterest outgo and
declining other income. However, softening
of pressure on interest payments (that grew
by 37 per cent in the quarter ended March
2009 as compared with over 50 per cent in
each of the first three quarters of the year),
increase in other income, decline in input
costs (reflecting fall in commodity prices)
and deferment of the implementation of
Accounting Standard (AS 11) dealing with
changes in foreign exchange rates by two
years could be the key factors that helped
corporates to limit the year-on-year fall in
aggregate profitsinthefourth quarter to 19.9
percent as compared with the sharp
deterioration of over 50 per cent in the third
quarter (Table 14).

[1.12 Select non-financial government
(oil and non-oil) companies posted a
growth of 20.7 per cent in revenue and a
decline of 11.4 per cent in net profits
during 2008-09 over the previousyear. Net
profits of non-oil companies recorded a
marginal growth of 0.4 per cent. Net profits
of oil companies came down by 26.4 per
cent during 2008-09. The profits of these
companies were affected by higher outgo
on interest payments and increase in staff
costs due to larger provisioning for
anticipated wagerevision. During 2008-09,
issuance of oil bonds to the three oil
marketing companies by the Government
of Indiato partially compensate them for
the under-recoveries, enabled them to post
combined net profits of Rs.4,260 crore in

Table 14: Corporate Sector - Financial Performance

(Growth rates/Ratio in per cent)

Item 2007-08 2008-09 2007-08 2008-09

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
1 2 S 4 5 6 7 8 9 10 11
Sales 183 17.2 19.2 160 180 206 293 318 95 19
Other Income* 46.2 6.6 106.7 452 702 285 -84  -06 -48 394
Expenditure 184 195 18.0 153 189 233 335 375 126 -05
Depreciation provision 14.8 174 181 158 179 154 153 165 168 19.6
Gross profits 22.8 -4.2 319 225 20.4 16.8 11.9 87 -267 -88
Interest payments 28.8 57.3 4.4 184 457 358 581 853 629 365
Profits after tax 26.2 -18.4 339 22.7 29.4 141 6.9 -26 -534 -199

Select Ratios
Gross Profits to Sales 16.3 133 16.7 16.3 16.2 15.0 145 135 11.0 137
Profits After Tax to Sales 11.8 81 11.6 115 122 103 9.7 8.6 5.3 8.1
Interest to Sales 22 31 2.0 21 25 2.2 24 29 38 3.2
Interest to Gross Profits 13.8 23.6 11.8 12.8 1518 14.6 16.8 215 346 233
Interest coverage (Times) 7.3 4.2 85 7.8 6.5 6.8 6.0 4.6 2.9 4.3

*

Notes: 1.
public limited companies.

: Other income excludes extraordinary income/expenditure if reported explicitly.
Datafor 2007-08 and 2008-09 are based on abridged financial results of the select non-government non-financial

2. Growth rates are percentage changesin the level for the period under reference over the corresponding period of
the previous year for common set of companies.
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2008-09 (as against Rs.9,678 crore in
2007-08).

External Demand

[1.13 External demand as reflected in net
exports (of goods and services) as a
percentage of GDP, deteriorated to (-) 6.0
per cent during 2008-09 as compared with
(-) 4.6 per cent in the previous year. The
contraction in world demand affected the
exports of India, like other countries. The
global economic crisis, however, also led
to lower international oil and fertiliser
prices. Thefall inimport growth in the last
quarter of 2008-09 was sharper than thefall
in export growth, with lower oil prices
reducing oil imports and domestic
slowdown driving the fall in non-oil
imports. Thus, the share of net exports in
real GDP improved from -10.5 per cent in
the second quarter to -2.9 per cent in the last
quarter of 2008-09 (see Table 9).
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Merchandise trade deficit during April-May
2009 stood at US $ 10.2 billion, which was
lower by 48.7 per cent than US$19.9 billion
in April-May 2008, due to relatively larger
decline in imports than exports during the
period. A detailed discussion on the external
demand conditions is set out in Chapter I11.

[1.14 To sum up, the impact of the
slowdown on aggregate demand in the
economy during 2008-09 on account of
sharp deceleration in private consumption
demand and dampened investment
demand was partly offset by the increase
in government consumption expenditure
in thelatter half of theyear. Union Budget
for 2009-10 provided for large
Government expenditure and, hence,
wider deficits, to continue supporting
aggregate demand in the economy.
Corporate sector remained subdued in
2008-09, with decelerated sales growth
and decline in profits after tax.





