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An assessment of the economic conditions
at the curvent juncture indicates that the
global economic conditions deteriorated
sharply during 2008 and the forecasts of
the various international agencies point to
deepening of vecessionary conditions during
2009. Reflecting global developments and
their impact on the Indian economy, as well
as domestic cyclical factors, the various
surveys of economic activity point towards
prevalence of less than optimistic sentiment
for the outlook of the Indian economy in
the coming months.

VII.1 Macroeconomic outlook of the Indian
economy, based on various business
expectations surveys, continues to exhibit
the persistence of less than normal
sentiments. The professional forecasters’
survey conducted by the Reserve Bank in
December 2008 suggested further
moderation in economic activity in 2008-09.
As reported by the respondents, the
downside risks to growth seem to have
amplified due to projected global economic
recession, deterioration in global financial
markets and slowdown in domestic
demand. The knock-on impact of global
downturn is visible as the main drivers of
the growth process in the Indian economy
have moderated during the third quarter of
2008-09.

Business Expectations Surveys

VIL.2 Business Confidence Index (BCI) of
the National Council of Applied Economic
Research (NCAER) quarterly business
expectations survey (67® round) declined
sharply from 119.9 in October 2008 to 91.4
in January 2009. Thus, the BCI lost 28.5
points (23.8 per cent) in January 2009 over



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

Period Index (per cent) (per cent)

1 2 3 4 5
NCAER November 2008- January 2009 Business Confidence Index -40.6 -23.8
ClI October 2008-March 2009 Business Confidence Index -15.1 7.7
Dun & Bradstreet April-June 2009 Business Optimism Index -39.0 2.0

its October 2008 level. According to the
quarterly business expectations survey of
the Confederation of Indian Industry (CII),
the business confidence index (CII-BCI) for
October 2008-March 2009 has also declined
both over the preceding six months as well
as over the corresponding period of the
previous year (Table 70). The decline
reflected uncertainties about global
economic outlook and concerns about high
cost of funds. The Dun and Bradstreet
Business Optimism Index for the second
quarter of 2009 declined marginally to 93.8,
the lowest since its introduction in the
fourth quarter of 2002. This followed a
sharp decline by 31 per cent during the first
quarter of 2009. The index also reported a
decline of 39.0 per cent over the

corresponding quarter of last year. Except
for inventory levels, all the other indices
(volume of sales, net profits, new orders,
selling prices and employee levels)
registered a decline in the second quarter
of 2009 over the previous quarter.

VIL.3 According to the Reserve Bank's
Industrial Outlook Survey of manufacturing
companies in the private sector, the
business expectations indices based on the
assessment for January-March 2009 and
expectations for April-June 2009 declined
sharply by 20.7 per cent and 13.9 per cent,
respectively, over the previous quarters.
Similar trend was observed in these indices
when compared with the corresponding
quarters of the previous year (Chart 49).
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VIL.4 The optimism for the quarters
January-March 2009 and April-June 2009 on
major business sentiment indicators such
as overall business situation, overall
financial situation, production, order books,
capacity utilisation, employment, exports,
imports and profit margin significantly
declined as compared to a year ago. The raw
material cost eased substantially during
January-March 2009 and significantly higher
net proportion of respondents viewed that
there would be a 'decline’ in selling prices
from the respective levels in the previous
quarter (Table 71). The industry-wise
breakup showed that while the net
sentiments on 'overall business situation’
for the sample companies were negative for
the quarter January-March 2009. The
industry groups, viz., food products,
pharmaceuticals and cement show positive
sentiment with more companies expecting
growth than those expecting contraction.
For April-June 2009, the overall net
sentiment for all industries except textiles
is positive. The size-wise breakup shows
that the contraction in the quarter January-
March 2009 in ‘overall business situation’
is across the board. Moderate growth is
expected across the various companies for
the quarter April-June 2009. The
expectations are less optimistic for smaller
companies as compared to their bigger
counterparts.

VIL.5 The ABN-AMRO Purchasing
Managers' Index (PMI) for March 2009 was
at 49.5, just below the neutral 50.0 mark,
pointing to a weakening in the health of the
Indian manufacturing industry, although
the index indicated fractional improvement
for the third straight month. Despite some
gain in output index since January 2009,
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manufacturers continued to report decline
in new orders from domestic and foreign
clients due to global financial and economic
conditions. The New Orders Index, a leading
indicator of the activity for the next month
at 49.5, is marginally lower than the neutral
mark but improved significantly from a low
of 45.9 in February 2009. Export orders
further declined to 43.6 during the same
month. Such a decline signals the possibility
of further weakening of activity in the
manufacturing sector. Low production and
stock depletion strategies have led to
declines in both pre and post-production
stocks. These trends have mainly reflected
in the deteriorating outlook for the
manufacturing sector.

Survey of Professional Forecasters!

VIL.6 The results of professional
forecasters' survey conducted by the
Reserve Bank in March 2009 suggested
moderation in economic activity for 2008-
09 on the whole (Table 72). Between the
sixth round of survey conducted in
December 2008 and seventh round survey
in March 2009, median forecast of real GDP
growth for 2008-09 was revised downwards
to 6.6 per cent from 6.8 per cent. The
sectoral growth rate forecast for the
agriculture sector was revised downwards
from 3 per cent to 1.6 per cent and for
industry, from 4.9 per cent to 4.1 per cent.
However, the sectoral growth rate forecast
for services was revised upwards from 9.0
per cent in the last survey to 9.3 per cent in
the current survey. According to this survey

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

Parameter Response Apr-Jun Jul-Sep | Oct-Dec | Jan-Mar Apr-Jun
2008 2008 2008 2009 2009
1 2 3 4 5 6 7
1 Overall business situation Better 46.0 41.8 33.7 21.1 11.2
(42.7) (42.6) (44.1) (43.9) (47.6)
2  Financial situation Better 36.6 32.7 27.7 16.4 8.4
(51.6) (53.0) (52.5) (53.2) (52.7)
3 Working capital finance requirement | Increase 36.6 33.6 33.8 32.9 23.2
(56.5) (57.3) (57.7) (57.1) (61.0)
4 Availability of finance Improve 323 30.2 2513} 13.7 9.3
(58.3) (57.9) (59.0) (56.3) (61.7)
5  Production Increase 45.2 43.5 30.8 26.0 9.9
(41.0) (36.6) (42.1) (42.3) (44.9)
6  Order books Increase 41.5 38.5 35.7 20.6 6.4
(44.3) (43.5) (46.1) (46.1) (44.4)
7  Pending orders, if applicable Below normal -4.3 2.2 4.6 11.5 23.2
(81.3) (80.9) (82.0) (77.8) (59.4)
8  Cost of raw material Decrease -48.2 -54.7 -61.1 -35.7 -16.2
(46.0) (39.1) (32.3) (39.7) (33.7)
9 Inventory of raw material Below average 740 3.8 -7.6 3.3 1.1
(83.2) (81.8) (77.6) (81.3) (80.2)
10 Inventory of finished goods Below average 5.8 -1.5 -4.3 -4.4 -4.4
(84.5) (84.5) (82.6) (80.9) (78.4)
11 Capacity utilisation (Main product) | Increase 25.6 22.2 26.4 12.3 -0.7
(59.9) (58.8) (56.0) (59.1) (55.0)
12 Level of capacity utilisation Above normal 9.4 3.6 -0.5 -7.4 -20.8
(Compared to the average in (77.0) (74.9) (78.7) (73.7) (66.4)
the preceding four quarters)

13 Assessment of the production
capacity (With regard to expected More than 8.0 4.6 5.7 11.8 8.9
demand in the next six months) adequate (81.2) (81.3) (81.7) (81.0) (70.7)
14 Employment in the company Increase 20.8 15.8 16.6 7.7 Sl
(68.2) (71.5) (70.4) (75.7) (74.0)
15 Exports, if applicable Increase 27.7 27.7 27.3 16.0 3.8
(53.3) (54.9) (54.3) (54.8) (57.3)
16 Imports, if any Increase 253 213 214 9.1 -1.4
(65.6) (66.5) (67.9) (69.7) (68.8)
17 Selling prices are expected to Increase 19.1 21.0 26.2 4.1 9.1
(66.0) (61.5) (57.6) (61.7) (61.9)
18 If increase expected in selling prices | Increase at 9.0 3.0 0.6 0.9 25.9
lower rate (64.0) (61.3) (54.7) (54.0) (53.5)
19  Profit margin Increase 7.2 3.8 3.6 -12.9 -18.6
(61.0) (59.8) (54.7) (53.3) (50.6)

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. Figures in parentheses are the percentages of respondents with 'no change over the preceding quarter’ as

responses.
o -
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Table 72: Median Forecasts of Select Macroeconomic Indicators by Professional Forecasters:
2008-09 and 2009-10
Actual Annual forecasts Quarterly forecasts (2009-10)
2007-08 1 5508-09 2009-10 o1 Q2 03 Q4
E L E L E L E L E L E L
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
1 Real GDP growth rate at
factor cost (in per cent) 9.0| 6.8 6.6 6.0 57| 6.1 5.5 6.3 5.6 6.8 6.2 - 6.5
a. Agriculture & Allied
Activities 49( 3.0 |16 3.0 30| 30| 30| 30 25| 30| 30 - 3.0
b. Industry 74| 49 | 4.1 5.0 41| 40| 21 45 30( 56| 53 = 5.9
¢ Services 10.8| 9.0 |93 7/ 75| 76| 73| &1 74| 83| 75 = 82
2 Gross Domestic Saving
(per cent of GDP at
current market price) 37.7(33.0 (353 333 | 346 - - - - - - - -
3 Gross Domestic
Capital Formation
(per cent of GDP at
current market price) 30.1(349 (375 340 | 354 340 | 362 | 343 | 345| 353 | 341 -| 338
4 Corporate profit after tax
(growth rate in per cent)* 262|150 [13.5 12.0 9.0| 10.0 25 | 125 20| 125 165 = 125
5 Inflation WPI 47| 83 #| 83 # = -| 24| -14 0.1 2.5 3.0 1.6 = 4.8
6  Exchange Rate
(US$/INR end period) 39.9|50.9 #|50.9 # - —| 47.6 | 50.0 | 46.5 49.0| 455 | 48.0 - | 47.0
7 T-Bill 91 days Yield
(per cent-end period) 7.1| 5.0 #| 50 #| 55 5.0 - = = = - - _ _
8  10-year Govt. Securities
Yield (per cent-end period) 79| 7.0 #| 7.0 #| 6.0 6.5 = = = = = = = =
9  Export
(growth rate in per cent) 28.9112.0 7.8 10.2 4.0 = = = = = = = =
10 Import
(Growth rate in per cent) 35.4(17.7 [17.2 -4.0 8.4 - - - - - - - -
11 Trade Balance
(US $ billion) = - - - -|-333]-250 | 355 | -27.0| -31.8 | -27.1 - | -280
E : Earlier Projection. L : Latest Projection.
— : Not Available. # . Actuals. * ;. BSE listed companies.
Note : The latest round refers to seventh round for the quarter ended March 2009, while earlier round refers to sixth round for the
quarter ended December 2008.
Source : Survey of Professional Forecasters, Fourth Quarter 2008-09.
the median forecast of real GDP growth for ~ VIL.7 Forecasts by select agencies for real
2009-10 has also been revised downwards = GDP growth in 2009-10 are set out in
to 5.7 per cent from 6.0 per cent. Table 73.

RBI
hly Bulleti



MONETARY POLICY
STATEMENT
2000-10

Macroeconomic

and Monetary

Developments
in 2008-09

(Per cent)
Agency Latest Projection Month of Projection
Overall Growth Agriculture Industry Services
1 2 3 4 5 6
ADB* 5.0 - - - Mar-09
ASSOCHAM 6.5 = = = Dec-08
JP Morgan 6.2 - - - Nov-08
CRISIL 6.1 3.0 4.5 7.7 Feb-09
EAC to PM 7.0-7.5 = = — Jan-09
Merrill Lynch 5.3 2.7 3.3 6.7 Mar-09
Citigroup 5.5 = = - Mar-09
CMIE 6.6 - - - Apr-09
NCAER 6.9 2.7 6.6 8.4 Jan-09
OECD 4.3 = = — Mar-09
UNCTAD* 7.0 - - - Jan-09
IMF 5.25 = = = Mar-09
World Bank 4.0 - - - Mar-09
ICRIER 4.8-5.5 - - - Mar-09
Range 4.0-7.5 2.7-3.0 3.3-6.6 6.7-8.4

* ; Calendar year.
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