VIl. MACROECO

NOMIC OUTLOOK

The forecasts of various international agencies continue to point towards persistence of
global recessionary conditions during 2009, though some indications, albeit tentative, of
a global economic recovery are becoming visible. The IMF revised the growth projection
for India upwards on July 8, 2009 from the earlier 4.5 per cent to 5.4 per cent in 2009.

Various surveys of economic activity poi

nt towards gradual emergence of optimistic

sentiment for the outlook of the Indian economy in the coming months. There are visible

upside prospectsaswell asdownside possihil

itiesfor the near-termgrowth outlook. Emerging

lead information indicate firming up of inflation over time, even though certain possible

devel opments could help in moderating the

V1.1 Themacroeconomic outlook of the
Indian economy, based on various business
expectations surveys indicates that the
earlier decline in overall business
sentiment has reversed suggesting gradual
return of optimism. The Reserve Bank’s
industrial outlook survey suggests
turnaround in general economic sentiments
during the first two quarters of 2009-10.
The professional forecasters’ survey
conducted by the Reserve Bank in June
2009 also shows upward revision in the
median GDP growth forecast for 2009-10.

Business Expectations Surveys

VI1.2 The Business Confidence Index
(BCl) of the NCAER (68" round) receded
to 81.6 in April 2009 from 91.4 in January
2009. The BCI lost 9.8 points or 10.7 per

Table 56: Business

inflationary pressures.

centinApril 2009 over its January 2009 level
(Table56). Thedeclinewasrecorded inthree
constituent indices, namely the “overall
economic conditionsindex over the next six
months”, “investment climate in the
economy now as compared to six months
back”, and “expectations of financial
position of thefirmin next six months’. The
index on“current level of capacity utilisation
of the firm relative to optimal operations”
remained unchanged during the period.

VI1.3 TheCll Business Confidence Index
(CI1-BCI) for April-September 2009 at 58.7
increased by 4.3 per cent over the preceding
round (i.e., October-March 2008-09)
reflecting an improvement in the ensuing
business confidence. The business
confidence, however, was lower by 3.8 per
cent for April-September 2009 as compared

Expectations Surveys

Organisation Business Expectations Growth over a Growth over
year ago  previous round

Period Index (per cent) (per cent)

1 2 3 4 5
NCAER April 2009 Business Confidence Index -45.1 -10.7
Cll April-September 2009 Business Confidence Index -3.8 4.3
Dun & Bradstreet July-September 2009 Business Optimism Index -3.3 40.8
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to the corresponding period of last year. The
Dun and Bradstreet Business Optimism
Index for July—September 2009 increased
significantly by 40.8 per cent to 132.1 from
an all-time low of 93.8 in April-June 20009.
On a year-on-year basis, the index,
however, recorded amarginal decline of 3.3
per cent over the corresponding quarter of
the previous year as compared to a decline
of 39.0 per cent in April-June 2009. Five
of the six optimism indices, namely volume
of sales, net profits, new orders, selling
prices, and employee levels recorded an

improvement as compared to the previous
quarter. Inventory levels, however,

registered a decline by 2.0 per cent over

the previous quarter.

VIl.4 The headline Markit India
Manufacturing PMI was at 55.3 during June
2009, above the neutral mark of 50.0,
indicating recovery in manufacturing for
the third straight month after protracted
contraction. Production, new orders and
manufacturing employment recorded
increase during June 20009.

ReserveBank’sIndustrial Outlook Survey

VII.5 The Industrial Outlook Survey of
the Reserve Bank conducted in April-May
2009 also suggests a turnaround in the
business sentiment. For the manufacturing
companiesin the private sector, the business
expectations indices based on an
“assessment for April-June 2009” and on
“expectations for July-September 2009”

improved sharply by 20.3 and 14.0 per cent,
respectively, over the previous quarter, when
theseindices had recorded their lowest level

since inception of the Survey (Chart 38).

VII.6 For most of the indicators like
production, order book position, capacity
utilisation and financial situation, the
decline in sentiment has been arrested and
reversed. The price expectations show that
more companies are expecting risein input
and output prices as compared with the
previous quarters. The outlook on raw
material cost seemsto be complex, as 40.6
per cent of the respondents reported
increase in price of raw materials against

Chart 38: Reserve Bank's Industrial Outlook Survey- Business Expectation Index
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Macroeconomic and Monetary Developments First Quarter Review 2009-10

37.2 per cent in the preceding quarter.  both assessment and expectationsimproved
Additionally, the share of companies as compared with the last survey round
expecting priceincrease also hasincreased mainly on account of increase in the
to 35.8 per cent. Optimism level for selling  proportion of ‘no change in selling price
prices (i.e., increase in selling price) for  (Table 57).

Table 57: Reserve Bank's Survey — Net Response on 'A Quarter Ahead'
Expectations About the Industrial Performance

Parameter Response Apr-dun  Jul-Sep Oct-Dec Jan-Mar Apr-dun  Jul-Sep
2008 2008 2008 2009 2009 2009

2 3 4 5 6 7 8

1. Overal business situation Better 46.0 41.8 337 21.1 11.2 26.3
(42.7) (42.6) (44.1) (43.9) (47.6) (46.7)

2. Financid situation Better 36.6 32.7 27.7 16.4 8.4 16.6
(51.6) (53.0) (52.5) (53.2) (52.7) (54.4)

3. Working capital finance requirement Increase 36.6 33.6 338 329 23.2 224
(56.5) (57.3) (57.7) (57.1) (61.0) (61.7)

4. Avallability of finance Improve 323 30.2 233 13.7 9.3 16.8
(58.3) (57.9) (59.0) (56.3) (61.7) (62.6)

5. Production Increase 452 435 39.8 26.0 9.9 19.1
(41.0) (36.6) (42.1) (42.3) (44.9) (45.5)

6. Order books Increase 415 385 35.7 20.6 6.4 -27.1
(44.3) (43.5) (46.1) (46.1) (44.4) (45.8)

7. Pending orders, if applicable Below normal -4.3 22 4.6 115 232 -0.5
(81.3) (80.9) (82.0) (77.8) (59.4) (73.4)

8. Cost of raw material Decrease -48.2 -54.7 -61.1 -35.7 -16.2 -1.8
(46.0) (39.1) (32.3) (39.7) (33.7) (55.5)

9. Inventory of raw material Below average -7.0 -3.8 -7.6 -3.3 11 10.7
(83.2) (81.8) (77.6) (81.3) (80.2) (82.7)

10. Inventory of finished goods Below average -5.8 =15 -4.3 -4.4 -4.4 =12:
(84.5) (84.5) (82.6) (80.9) (78.4) (80.6)

11. Capacity utilisation (Main product) Increase 25.6 22.2 26.4 12.3 -0.7 515)
(59.9) (58.8) (56.0) (59.1) (55.0) (57.5)

12. Level of capacity utilisation Above normal 9.4 3.6 =05 -74 -20.8 15
(Compared to the average in the (77.0) (74.9) (78.7) (73.7) (66.4) (70.8)
preceding four quarters)

13. Assessment of the production More than 8.0 4.6 5.7 11.8 89 0.1
capacity (With regard to expected adequate (81.2) (81.3) (81.7) (81.0) (70.7) (76.9)
demand in the next six months)

14. Employment in the company Increase 20.8 15.8 16.6 7.7 5 4.6

(68.2) (71.5) (70.4) (75.7) (74.0) (78.6)

15. Exports, if applicable Increase 217 27.7 27.3 16.0 -3.8 0

(53.3) (54.9) (54.3) (54.8) (57.3) (59.0)

16. Imports, if any Increase 258 21.3 21.4 9.1 -14 -100
(65.6) (66.5) (67.9) (69.7) (68.8) (70.6)

17. Selling prices are expected to Increase 19.1 21.0 26.2 4.1 -9.1 -13.4
(66.0) (61.5) (57.6) (61.7) (61.9) (65.6)

18. If increase expected in selling prices Increase at 9.0 30 0.6 0.9 25.9 0
lower rate (64.0) (61.3) (54.7) (54.0) (53.5) (0.0)

19. Profit margin Increase 7.2 3.8 -3.6 -12.9 -18.6 0

(61.0) (59.8) (547) (533) (50.6)  (54.5)

Note: 1. 'Net response’ is measured as the percentage share differential between the companies reporting 'optimistic'
(positive) and 'pessimistic’ (negative) responses; responses indicating status quo (no change) are not reckoned.

Higher 'net response’ indicates higher level of confidence and vice versa.
2. Figuresin parentheses are the percentages of respondents with 'no change over the preceding quarter' as responses.
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VI1.7 Theindustry-wise breakup showed
that the net sentiments on *overall business
situation’ for the sample companies
recorded sharp improvement from its
lowest level for the quarter April-June 2009.
The industry groups, viz., fertilizer, food
products, and pharmaceuticals show
positive sentiment, with more companies
expecting growth than those expecting
contraction. The expectations on
employment for the July-September 2009
show that the manufacturing sector will be
a net hirer. The Business Expectations
Index (BEI) for April-June 2009 improved
with reference to the previous quarter
indicating that the contraction is assessed
to be at a much smaller rate. The BEI for
July-September 2009 also indicates a turn
around and crossed the critical 100 mark
into the growth terrain.

Survey of Professional Forecasterst

VII.8 The results of eighth round of
survey of professional forecasters’
conducted by the Reserve Bank in June
2009 placed overall (median) growth rate
for 2009-10 at 6.5 per cent, revised upwards
from 5.7 per cent in the earlier survey
(Table 58). The sectoral growth rate
forecast for the agriculture sector was
revised downwards from 3 per cent to 2.5
per cent. The forecasts for industry were
revised upwards from 4.1 per cent to 4.8
per cent and for services from 7.5 per cent
to 8.3 per cent in the current survey. Median
forecasts for different quarters of 2009-10

placed higher growth for industry and
services in the third and fourth quarters of
2009-10.

VI1.9 Forecastsby select agenciesfor real
GDP growth of Indiain 2009-10 are set out
in Table 59. Therewas asignificant upward
revisionintheprojection for India’ sgrowth
in 2009 by the IMF (July 8, 2009) from 4.5
per cent in April 2009 to 5.4 per cent in
July 20009.

Inflation and Growth Outlook

VI1.10 The outlook for growth has to be
assessed in the context of both upside
prospects aswell as downside possibilities.
Certain lead information available for the
year 2009-10 that could indicate recovery
ingrowthinclude: (a) I1P growth remaining
positive during April-May 2009 with
increasing number of industry groups
showing positive trends, (b) the core
infrastructure sector showing higher growth
of 4.8 per centin April-June 2009 as against
3.5 per cent in the corresponding period of
the previous year, (c) cement production
showing significantly higher growth
during April-June 2009 over the
corresponding period last year, suggesting
picking up of activitiesin the construction
sector, (d) some of the forward looking
indicatorsfor services sector activities such
as tourist arrivals and railway freight
earnings imporving in June 2009 and
growth in new cell phone connections
showing improvements during April-May

1 Introduced by the Reserve Bank from the quarter ended September 2007. The forecasts made in the section are that of

professional forecasters and not that of the Reserve Bank.
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Table 58: Median Forecasts of Select M acroeconomic Indicators by Professional
Forecasters: 2009-10 and 2010-11

Actua Annual forecasts Quarterly forecasts
2008-09 poed0 201041 2009-10 2010-11
Q1 Q2 Q3 Q4 Q1
= L E L B L = L = L E L
12 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
1 Rea GDP growth
rate at factor cost 6.7 57 65 - 75 53 60 56 62 62 69 65 71 - 75
(in per cent)
a Agriculture &
Allied Activities 16 30 25 - 30 30 28 25 24 30 35 30 30 - 30
b. Industry 26 41 48 - 74 21 28 30 35 53 59 59 72 - 70
c. Services 94 75 83 - 90 73 81 74 80 75 85 82 85 - 88
2 Gross Domestic Saving - 346 350 - 360 - - - - - - - - - -

(per cent of GDP at
current market price)

3 Gross Domestic
Capital Formation - 354 366 — 379 362 345 345 364 341 380 338 370 - 362
(per cent of GDP at
current market price)

4 Corporate profit after tax - 90 75 - 150 -25 -1.0 20 30 165 80 125 9.0 - 150
(growth rate in
per cent)*

5 Inflation WPI 84 18 16 - 55 -14 03# -25 -14 16 25 48 54 - 59

6 Exchange Rate 51.0 480 465 — 445 50.0 47.9# 49.0 475 480 470 470 460 45.4
(INR/US$ end period)

7 9l-day Treasury Bill Yield 7.1 50 46 - 50 - - - - - - - - - -
(per cent-end period)

8 10-year Government
Securities Yield 76 65 70 - 70 - - - - - - - - - -
(per cent-end period)

9 Export 54 -40 -05 - 120 - - - - - - - - - -
(growth rate
in per cent)@

10 Import 143 -84 -35 - 140 - - - - - - - - - -
(Growth rate
in per cent) @

11 Trade Balance -119.4 - - - — -25.0 -19.0 -27.0 -25.8 -27.1 -31.0 -28.0 -19.9 - -293
(US $ hillion)

E : Earlier Projection. L : Latest Projection.

— : Not Available. # : Actuals. * : BSE listed companies. @ : US$onBoPBasis

Note : Thelatest round refersto eighth round for the quarter ended June 2009, while earlier round refers to seventh round for the
quarter ended March 2009.

Source : Survey of Professional Forecasters, First Quarter 2009-10.

2009 being significantly higher than the  Survey conducted in April-May 2009
numbersin the corresponding period of last ~ suggesting significant improvement in the
year, (e) largeand sustained fiscal stimulus  respondents’ “assessment for April-June
providing the boost to aggregate demand, 2009” and “expectations for July-
(f) Reserve Bank’s Industrial Outlook  September 2009” by 20.3 per cent and 14.0

90



Macroeconomic Outlook

per cent, respectively, over the previous
survey conducted during January-March
2009, (g) the Reserve Bank’s professional
forecasters survey conducted in June 2009
showing a median GDP growth of 6.5 per
cent for 2009-10, as against 5.7 per cent as
per the previous survey conducted in March
2009, (h) non-food credit growth turning
positive since the beginning of June 2009
and the year-on-year deceleration in credit
growth showing amodest reversal sincethe
last fortnight of June 2009, (i) capital flows,
after two consecutive quarters of net
outflows in the second half of 2008-09,
showing signs of improvement in the first
guarter of 2009-10, (j) early information on
the corporate performance for the first
quarter of 2009-10 indicating positive
growth in both sales and profits over the
corresponding period of the previous year,
(k) the stock market witnessing significant

recovery in the first quarter of 2009-10,
indicating signs of improving risk appetite,
and (I) primary segment of the capital
market, which had virtually dried up since
October 2008, witnessing signs of revival
with one public issue being over subscribed
multiple times.

VI11.11 Several lead indicators, however,
suggest that the dampened growth impul ses
may continue, which include:(a) significant
delay in the arrival of monsoon in certain
parts of the country which has already
affected the kharif showing, (b) persistence
of global recession and the associated weak
prospects for recovery in export growth in
the near-term, (c) the lagged impact of
decline in manufacturing growth in the Q4
of 2008-09 on services demand in early
2009-10, (d) capital goods segment in the
[1P showing negative growth during April-
May 2009, (e) commercial vehicles

Table 59: Projections of Real GDP for India by Various Agencies — 2009-10

(Per cent)
Agency Latest Projection Month of Earlier Projection
Projection
Overall Agriculture Industry Services Overal Month
Growth Growth
(Per cent)
1 2 & 4 5 6 7 8
ADB 5.0 — — — Mar-09 7.0 Dec-08
CMIE 5.8 -2.0 5.7 8.2 July-09 6.6 May
Economic Advisory
Council to PM 7.0-75 - - - Jan-09 - -
ICRIER 4.8-55 - - - Mar-09 - -
IMF (Calendar year) 5.4 - - - July-09 45  April-09
NCAER 6.5-6.9 25 6.0-6.3 7.9-85 Apr-09 - -
OECD 59 - - - June-09 43 Mar-09
World Bank 51 - - - June-09 4.0 Mar-09
Range 4.8-75 -2.0-25 5.7-6.3 7.9-85 4.0-7.0
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production registering a negative growth of
23.1 per cent during April-May 2009, and
(f) non-oil import growth declining at an
accelerated rate.

VI1.12 On the inflation outlook, while
certain indicators suggest possible firming
up of inflation over time, other
developments could also help in keeping
the inflationary pressures subdued. The
major lead information indicating firming
up of inflation by the end of the current
fiscal year include: (a) the high base effect
that resulted from significant increases in
the prices of food and international
commodities in the first half of the year
fading over time, and the base effect almost
disappearing by October 2009, (b) the
upward momentum ininflation visiblefrom
the rising WPI over its end-March 2009
level, (c) increase in commodity prices,
particularly oil prices, during the first
quarter of 2009-10 and with global
recovery, the possibility of commodity and
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food prices increasing further, (d) increase
in Minimum Support Price (MSP) as well
as delayed monsoon exerting possible
pressureson food prices, (€) price pressures
from sugar and oil cakes remain strong,
(f) CPI inflation continuing to beinflexible
and firm, (g) inflation expectations not
moderating commensurately in response to
the sharp fall in WPI (point-to-point)
inflation, and (h) the inflationary
implications of fiscal stimulus and
accommodative monetary policy, if
sustained longer.

VI1.13 Inflationary pressures may abate if:
(a) global recession deepens and persists
over a longer period, which could then
dampen the commodity prices considerably,
(b) despitethe delayed progress of monsoon,
agricultural growth remains unaffected, (c)
administered prices, including MSP do not
increase further during the year, and (d) the
accommodative monetary stance returns to
normal levels at the earliest.





