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A Macro View
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CHAPTER

Forthe global economy, the year 2018 was difficult, with the world output growth
falling from 3.8 per cent in 2017 to 3.6 per cent in 2018. Growth rate of world
output is projected to fall further to 3.3 per cent in 2019 as growth of both advanced
economies and emerging & developing economies are expected to decline.
Growth of the Indian economy moderated in 2018-19 with a growth of 6.8
per cent, slightly lower than 7.2 per cent in 2017-18. Yet, India continued to
be the fastest growing major economy in the world. India maintained its
macroeconomic stability by containing inflation within 4 per cent and by
maintaining a manageable current account deficit to GDP ratio. The current
account deficit to GDP was higher in 2018-19 as compared to 2017-18, primarily
due to higher oil prices, which were about 14 $/bbl higher in 2018-19 vis-a-vis
the previous year. However, the current account deficit started to narrow in the
third quarter of the year. The manufacturing sector was characterised by higher
growth in 2018-19 while the growth in agriculture sector witnessed tapering.
Growth in investment, which had slowed down for many years, has bottomed
out and has started to recover since 2017-18. In fact, growth in fixed investment
picked up from 8.3 per cent in 2016-17 to 9.3 per cent in 2017-18 and further
to 10.0 per cent in 2018-19. Net FDI inflows grew by 14.2 per cent in 2018-19.
Capital expenditure of Central Government grew by 15.1 per cent in 2018-19
leading to increase in share of capital expenditure in total expenditure. Given
the macroeconomic situation and the structural reforms being undertaken by the
government, the economy is projected to grow at 7 per cent in 2019-20.

OVERVIEW: GLOBAL
ECONOMIC SCENARIO

1.1 India continues to remain the fastest
growing major economy in the world in 2018-
19, despite a slight moderation in its GDP
growth from 7.2 per cent in 2017-18 to 6.8 per
cent in 2018-19. On the other hand, the world
output growth declined from 3.8 per cent in
2017 to 3.6 per cent in 2018. The slowdown
in the world economy and Emerging Market

and Developing Economies (EMDEs) in

Figure 1: Growth rate of real GDP (per cent)
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Table 0.1 : Key Indicators

Data categories Unit 2015-16  2016-17 2017-18 2018-19
GDP and Related Indicators
GDP at current market prices T Crore 13771874 15362386 17095005 19010164*
GDP at constant market prices T Crore 11369493 12298327 13179857 14077586°
Growth Rate (per cent) 8.0 8.2 7.2 6.8°
GVA at constant basic prices T Crore 10491870 11318972 12104165 12906936°
Growth Rate (per cent) 8.0 7.9 6.9 6.6
Gross Savings % of GDP 31.1 30.3 30.5 NA
Gross Capital Formation % of GDP 32.1 30.9 323 NA

Per Capita Net National Income

. 3 94797 104659 114958 126406°
(at current prices)
Production
Food grains Million 5y 5 575 285.0 283.40
tonnes
Index of Industrial Production
(eiowih) (per cent) 33 4.6 4.4 3.6
Electricity Generation (growth) (per cent) 5.6 4.7 4.0 3.5
Prices
WPI inflation (average) (per cent) -3.7 1.7 3.0 43
CPI (Combined) inflation (average) (per cent) 4.9 4.5 3.6 34
External Sector
Merchandise export growth (in US$ (per cent) _15.5 59 10.0 83
term)
Merchandise import growth (in US$ (per cent) -15.0 09 211 10.4
term) P
Current Account Balance % of GDP -1.1 -0.6 -1.9 -2.6°
igif;g“ Exchange Reserves (end of  yjgq hiion 3602 370.0 4245 412.9
Average Exchange Rate T /US$ 65.5 67.1 64.5 69.9
Money and Credit
Broad Money (M3) growth (per cent) 10.1 10.1 9.2 10.5
Scheduled Commercial Bank Credit
(Growth Rate) (per cent) 10.9 8.2 10.0 13.3
Fiscal Indicators (Centre)
Gross Fiscal Deficit % of GDP 3.9 3.5 3.5 3.44
Revenue Deficit % of GDP 2.5 2.1 2.6 2.34
Primary Deficit % of GDP 0.7 0.4 0.4 0.3¢
Notes:
NA: Not Available,
a: Provisional estimates, b: Third advance estimate,

c¢: (April-December) 2018,  d: Provisional Actual



2018 followed the escalation of US China
trade tensions, tighter credit policies in
China, and financial tightening alongside the
normalization of monetary policy in the larger
advanced economies. In 2019, when the
world economy and EMDEs are projected to
slow down by 0.3 and 0.1 percentage points
respectively, growth of Indian economy is
forecast to increase (Figure 1). Crucially,
India forms part of 30 per cent of the global
economy, whose growth is not projected to
decline in 2019 (World Economic Outlook
(WEO), April 2019 of IMF).
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1.2 India is the seventh largest economy
in terms of Gross Domestic Product (GDP)
in current US$ and has emerged as the
fastest growing major economy (Figure 2).
The average growth rate of India was not
only higher than China’s during 2014-15 to
2017-18 but much higher than that of other
top major economies (measured in terms of
GDP at current US$ terms) as well. With
Purchasing Power Parity (PPP) adjustments,
India’s GDP at current international dollar,
ranks third in the world (as shown by the size
of circles in Figure 2).

Figure 2: Global comparison among top ten economies
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Note: For France and Italy GDP of the year 2018 is the estimated figure of International Monetary Fund. Size of
circle represents GDP (PPP) at current international dollar terms.

1.3  The contribution of the Indian economy
to the GDP of EMDEs and world economy
has increased consistently over the years
(Figure 3). In a span of less than a decade,
India’s contribution to EMDEs GDP has
increased by around 1.3 percentage points
and to the world economy by around 0.7
percentage points. India’s share in GDP
of EMDEs stood at 8 per cent in 2018. As
per the WEO, April 2019 of IMF, going

forward, the growth of world economy will
be bolstered mainly by growth in China and
India and their increasing weights in world
income. In EMDESs group, India and China
are the major drivers of growth. The global
economy—in particular the global growth
powerhouse, China—is rebalancing, leading
to an increasing role for India. Hence, India’s
contribution has become much more valuable
to the global economy.
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Figure 3: India’s share in GDP of EMDEs
and World (per cent)
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1.4 India’s growth of real GDP has been
high with average growth of 7.5 per cent
in the last 5 years (2014-15 onwards).
The Indian economy grew at 6.8 per cent
in 2018-19, thereby experiencing some
moderation in growth when compared to the
previous year. This moderation in growth
momentum is mainly on account of lower
growth in ‘Agriculture & allied’, ‘Trade,
hotel, transport, storage, communication and
services related to broadcasting” and ‘Public
administration & defence’ sectors. Acreage
in 2018-19 for the rabi crop was marginally
lower than last year, which affected
agricultural performance. The contraction in

food prices may have contributed to inducing
farmers to produce less. On the demand
side, lower growth of GDP in 2018-19 was
accounted for, by a decline in growth of
government final consumption, change in
stocks and contraction in valuables.

1.5 When we examine the growth pattern
within the various quarters of 2018-19, we
note that the moderation in real GDP growth
has been experienced in all quarters of 2018-
19 (Figure 4) with the fourth quarter (Q4)
registering a growth of 5.8 per cent. The
base effect arising from a high growth of
8.1 per cent in the Q4 of 2017-18 also led
to this lower growth in Q4 of 2018-19. In
this quarter, election related uncertainty may
have also contributed to growth moderation.

Figure 4: Quarterly real GDP growth
(per cent)
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Table 1: Quarter-wise growth in Gross Value Added (per cent)

2017-18 2018-19

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Agriculture and allied 4.2 4.5 4.6 6.5 5.1 4.9 2.8 -0.1
Industry 0.8 6.9 8.0 8.1 9.8 6.7 7.0 4.2
(of which) Manufacturing -1.7 7.1 8.6 9.5 12.1 6.9 6.4 3.1
Services 9.4 6.8 8.0 8.2 7.1 7.3 7.2 8.4
GVA at basic prices 5.9 6.6 7.3 7.9 7.7 6.9 6.3 5.7
GDP at market prices 6.0 6.8 7.7 8.1 8.0 7.0 6.6 5.8

Source: Central Statistics Office

1.6 There was contraction in ‘Agriculture
& allied’ sector in the last quarter of 2018-19,
though growth was reasonable in the previous

three quarters. Growth of industry sector
also experienced tempering in successive
quarters of 2018-19 mostly on account of



growth deceleration in the manufacturing
sector (Table 1). This is also seen in Index of
Industrial Production (IIP) of manufacturing
sector, which grew at 0.3 per cent in Q4 of
2018-19, as compared to 7.5 per cent in the
same quarter of previous year. Manufacturing
sector was affected by the slowdown in the
auto sector as well, where the production
growth for all categories, apart from
commercial vehicles declined in 2018-
19, as compared to 2017-18. Sales growth

Figure 5: Change in cumulative auto
sales (per cent)
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decelerated in many segments of the
automobile sector, including passenger vehicles,
tractor sales, three and two wheeler sales (Figure
5). Stress in Non-Banking Financial Companies
(NBFC) sector also contributed to the slow
down by adversely impacting consumption
finance (Figure 6). Despite the moderation of
manufacturing growth within 2018-19, overall
growth in the year was higher than in 2017-18,
due to a high growth of 12.1 per cent in first
quarter of 2018-19.

Figure 6: Growth of loans and advances
of NBFCs (per cent)
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Data source: Society of Indian Automobile Manufacturers

Note: Growth rates (Year on Year) are for cumulative sales
from April to respective months of the year.

1.7 From the demand side, the decline
in GDP growth during 2018-19 arose
primarily from deceleration in private final
consumption in the final two quarters. This
could have been due to low farm incomes
in rural areas arising from low food prices
and also due to the stress in NBFCs, which
affected its lending. The Q4 of 2018-19 also
saw growth of exports declining.

1.8 Although growth rate of real GDP was
high during the last few years, the coterminous
decline in the nominal GDP growth from
2010-11 onwards, points towards a secular
decline in inflation. As seen in Figure 7, the
gap between nominal and real growth rate has

Data source: Reserve Bank of India

Note: Data on loans and advances pertains to deposit
taking NBFCs and Non-Deposit taking systematic
important NBFCs including Government companies; Data
from March 2018 onwards are provisional.

reduced significantly. Thus, the GDP deflator,
which is a weighted average of Consumer
Prices Index (CPI) and Wholesale Price
Index (WPI), became smaller.

1.9 This is reflected in a consistent
decline in CPI inflation during the last few
years (Figure 8). In 2013-14, CPI headline
inflation was close to double digits, but
gradually declined thereafter to be within
the target of 4 (+/- 2) per cent. Headline CPI
declined to 3.4 per cent in 2018-19 from 3.6
per cent in 2017-18.

1.10 Headline WPI inflation stood at 4.3
per cent in 2018-19, higher as compared to
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3.0 per cent in 2017-18. The increase in WPI
inflation was broad based, which saw increase
in inflation of all the groups except food in

Figure 7: Growth in GDP (per cent)

2018-19. Increase in WPI led to marginal

pick-up in GDP deflator from 3.8 per cent in
2017-18 to 4.1 per cent in 2018-19.

Figure 8: Significant moderation in
Inflation

Nominal growth

Real growth

CPI-C Annual inflation

Month-wise CPI-C
inflation

A
\

‘WPI month-wise

inflation

Data source: Central Statistics Office

1.11 Core Gross Value Added (GVA)
(measured as GVA except ‘Agriculture &
allied’ activities, and ‘Public administration
& defence’) shows higher growth than that
of overall GVA in 2018-19. Core GVA
growth picked up from 6.5 per cent in
2017- 18 to 7.0 per cent in 2018-19, whereas
GVA growth slowed down marginally from
6.9 per cent in 2017-18 to 6.6 per cent in
2018-19. For all quarters of 2018-19,

Data source: Central Statistics Office
Note: CPI-C stands for CPI-Combined.

the core GVA growth was higher than
overall GVA growth, as ‘Agriculture
& allied’ and ‘Public administration &
defence’ experienced the largest decline
in growth rates relative to other sectors.
But in Q4 of 2018-19, the growth of core
GVA also decelerated by 1 percentage point
over previous quarter, largely on account
of lower growth in manufacturing sector
(Figure 9).

Figure 9: Real GVA and real core GVA growth (per cent)
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Data source: Central Statistics Office



1.12 On the external front, current account
deficit (CAD) increased from 1.9 per cent
of GDP in 2017-18 to 2.6 per cent in April-
December 2018 (refer Figure 11). The
widening of the CAD was largely on account
of a higher trade deficit driven by rise in
international crude oil prices (Indian basket).
The trade deficit increased from US$ 162.1
billion in 2017-18 to US$ 184 billion in
2018-19.

1.13 Nominal growth of both merchandise
exports and imports declined in US dollar
terms in 2018-19, as compared to 2017-18.
However, the decline was much sharper in
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merchandise imports, which reduced from
21.1 per cent to 10.4 per cent. Growth of
merchandise imports declined as oil price
driven increase in growth of oil imports was
more than offset by contraction in value of
gold imports and lower growth in the value
of non-oil non-gold imports. The crude oil
prices, however, showed movements in both
the directions within the year. As the year
commenced, crude prices increased and
reached above 80 US$/bbl. in October 2018.
Thereafter, it started to decline before increasing
again after December 2018 (Figure 10). Overall
the oil prices were substantially higher in 2018-
19, as compared to previous year.

Figure 10: Crude oil price (Indian basket in USS$ per barrel)
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Data source: Petroleum Planning & Analysis Cell

1.14 Growth in service exports and imports
in US dollar terms declined to 5.5 per cent
and 6.7 per cent respectively in 2018-19, from
18.8 per cent and 22.6 per cent respectively
in 2017-18.

1.15 Rupee depreciated by 7.8 per cent vis-
a-vis US dollar, 7.7 per cent against Yen, and
6.8 per cent against Euro and Pound Sterling
in 2018-19. During 2018-19, Indian rupee
traded with a depreciating trend against
US dollar and touched 374.4 per US
dollar in October 2018 before recovering

to 369.2 per US dollar at end March
2019. Rupee depreciated in the first half
of the year due to concerns related to
widening of CAD owing to rising crude
oil prices coupled with tighter financial
conditions in US caused by increase in
Federal Funds rate by the US Federal
Reserve. However, rupee performed better
than some of the other major emerging
market currencies, such as, Argentine Peso,
Turkish Lira, Brazilian Real, and Russian
Ruble, which depreciated more than 10 per
cent vis-a-vis US dollar. Not only in terms
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of bilateral exchange rate with US dollar,
rupee also depreciated when measured as
trade based weighted exchange rates in
2018-19. Nominal Effective Exchange Rate
(NEER) (36 currency trade based bilateral
weights) of rupee depreciated by 5.6 per cent
in 2018-19. Correspondingly, Real Effective
Exchange Rate (REER) also depreciated by
4.8 per cent in 2018-19 (Figure 12).

1.16 The foreign exchange reserves in
nominal terms (including the valuation
effects) decreased by US$ 11.6 billion
at end-March 2019 over end-March
2018. Within the year, foreign exchange
reserves were declining until October 2018

Figure 11: Current Account Balance
(per cent of GDP)

due to RBI’s intervention to modulate
exchange rate volatility. India’s foreign
exchange reserves continue to be comfortably
placed at US$ 422.2 billion, as on 14" June
2019 (Figure 13).

1.17 Net Foreign Direct Investment (FDI)
inflows grew by 14.2 per cent in 2018-
19. Among the top sectors attracting FDI
equity inflows, services, automobiles and
chemicals were the major categories. By and
large, FDI inflows have been growing at a
high rate since 2015-16 (Figure 14). This
pick-up indicates the improvement in
confidence of the foreign investors in the
Indian economy.

Figure 12: Index of REER and I/US$
exchange rate
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Figure 13: Foreign Exchange Reserve
(USS billion)

Figure 14: Net FDI inflows
(USS billion)
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Note: FDI inflow for the fourth quarter of 2018-19 (in Figure 14) is calculated on the basis of information published

in the RBI Bulletin — May 2019.



1.18 As per Provisional Actuals (PA) for
2018-19, fiscal deficit stood at 3.4 per cent of
GDP. In 2018-19, direct taxes grew by 13.4
per cent (PA) owing to improved performance
of corporate tax. However, indirect taxes fell
short of budget estimates by about 16 per
cent, following a shortfall in GST revenues
(including CGST, IGST and compensation
cess) as compared to the budget estimates.
GST was implemented in July 2017. After
the initial transitional issues following the
roll-out of GST, revenue collection picked
up from annual average of ¥89.8 thousand
crore in 2017-18 to Y98.1 thousand crore in
2018-19 (Figure 15). Accordingly, Gross Tax
Revenue as a proportion of GDP declined to
10.9 per cent of GDP in 2018-19 (PA), lower
by 0.3 percentage points as compared to
2017-18.

1.19 Total expenditure of  central
government grew by 7.9 per cent in 2018-
19 (PA), with the growth of 15.1 per cent
in capital expenditure leading to increase
in share of capital expenditure in total
expenditure (Figure 16). The corrosponding
growth in total expenditure was 8.4 per cent
and capital expenditure, (-)7.5 per cent
in 2017-18.

1.20 Government stood by its path of fiscal
consolidation in 2018-19. The new targeting
framework was adopted in 2018-19 which

Figure 15: GST revenue collections
R crore)
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rests on the twin pillars of reducing debt and
fiscal deficit. There has been consolidation
of revenue expenditure while expenditure
quality has improved with gradual tilt
towards capital spending of the Central
Government in 2018-19. There has been a
progressive reduction in primary and fiscal
deficits. Primary deficit (amount by which a
government’s total expenditure exceeds its
total revenue, excluding interest payments
on its debt) of the central government
has been consistently declining and now
stands at 0.3 per cent of GDP in 2018-19 (PA)
from 0.7 per cent in 2015-16. Total liabilities
of the Central Government, as a ratio of GDP,
have declined, as an outcome of both fiscal
consolidation efforts as well as relatively
high GDP growth.

1.21 State’s Gross Fiscal deficit reduced
from 3.5 per cent of GDP in 2016-17 to 3.0
per cent in 2017-18 (RE), and is budgeted to
decline to 2.6 per cent in 2018-19 (as per data
available from RBI). The combined liabilities
of General Government (Centre and States)
has declined to 67 per cent of GDP as on
end-March 2018. Fiscal deficit of general
government is further expected to decline to
5.8 per cent of GDP in 2018-19 (BE) from
6.4 per cent of GDP in 2017-18 (RE).

Figure 16: Expenditure of Central
Government (in X crore)
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1.22 Indian banking sector has been dealing
with twin balance sheet problem, which
refers to stressed corporate and bank balance
sheets. The increase in Non-Performing
Assets (NPA) of banks led to stress on
balance sheets of banks, with the Public
Sector Banks (PSBs) taking in more stress.
However, the performance of the banking

sector (domestic operations), and PSBs in
particular, improved in 2018-19. NPAs as a
percentage of Gross Advances of Scheduled
Commercial Banks (SCBs) decreased from
11.5 per cent to 10.1 per cent between March
2018 and December 2018 (Figure 17). The
decline was sharper for PSBs from 15.5 per
cent to 13.9 per cent during the same period.

Figure 17: Non performing assets as a percentage of Gross Advances
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1.23 During2018-19, the 10-year benchmark
Government Security (G-Sec) yields was
volatile (Figure 18) and closely tracked the
movement in oil prices, domestic liquidity and
rupee exchange rate. It hardened in the first
quarter but witnessed intermittent softening in
the second and third quarters. The hardening
of yields in the first quarter may be attributed
to rising crude oil prices, the firming up of US
treasury yields, concerns regarding the pace
of rate hikes by the US Fed, and upside risks
to domestic inflation. Later, with the decline
in crude oil prices in July 2018, and with the
announcement of Open Market Operations
(OMO) purchases, the yields softened in
July. However, the currency depreciation in
August 2018 due to rising crude oil prices
and rising US interest rates, caused the yields

to harden in August again which continued
into September as well, increasing the yields
from end-July to mid-September, by 40 bps.
Yields started softening towards the end of
September reflecting the measures taken
for containing rupee volatility along with
expectations of lower market borrowings
by the central government in H2 of 2018-
19. In the third quarter of 2018-19, the
OMO purchase of X1.36 lakh crore along
with the decline in crude oil prices and CPI
inflation rate, caused the yields to soften
once again. Consequent upon the policy
rate cut announced by the Monetary Policy
Committee in February, April and June 2019,
the yields have further softened. The 10-year
G-Sec yield dropped to 6.97 per cent as on 10
June 2019.
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Figure 18: Yield on 10 year and 91 day T Bill
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DRIVERS OF GROWTH

1.24 Consumption has always been a strong
and major driver of growth in the economy.
Within total final consumption, it is the private
final consumption expenditure that has a
major share (close to 60 per cent) in the
economy’s GDP, with its growth rate mostly
being higher than the overall GDP growth rate
(Table 2). The huge size of the economy serves

as a big market for businesses. Growth in
private final consumption expenditure (PFCE)
increased to 8.1 per cent in 2018-19, although
within the year, the growth momentum slowed
in the last two quarters. Although the share of
private consumption in GDP remains high,
the pattern of consumption has undergone
some change over time — from essentials
to luxuries and from goods to services
(Box 1).

Table 2: Components of aggregate demand

Real growth (per cent)

Share at current prices (per cent)

Components
2016-17 2017-18

Total consumption 7.8 8.6

Government consumption 5.8 15.0

Private consumption 8.2 7.4
Fixed investment 8.3 9.3
Change in stock -48.2 21.2
Valuables -18.9 27.4
Exports of goods and services 5.1 4.7
Imports of goods and services 44 17.6
GDP at market prices 8.2 7.2

2018-19 2016-17 2017-18 2018-19
8.3 69.6 70.0 70.6
9.2 10.3 11.0 11.2
8.1 59.3 59.0 59.4
10.0 28.2 28.6 293
4.8 0.9 1.0 1.0
-9.0 1.1 1.3 1.0
12.5 19.2 18.8 19.7
15.4 21.0 22.0 23.6
6.8 100 100 100

Source: Central Statistics Office

Note: For 2018-19, figures are as per provisional estimate.
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Box 1: India’s high income elasticity of consumption

and its changing pattern over time

The relationship between per capita consumption and per capita national income shows a very
high elasticity of consumption, implying that the growth rate of consumption per capita




