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PRESS RELEASE

NCAER Forecasts GDP Growth of 6.2% for 2019—20

NCAER’S Quarterly Review of the Economy, July 2019

New Delhi (Tuesday, August 6, 2019): NCAER forecasts growth based on both quarterly
and annual models. The forecast as per the Annual Model is that GDP at market prices will
grow at 6.2% and Gross Value Added (GVA) at basic prices at 6.0% for 2019-20 on a year-on-
year (y-o-y) basis. The forecast as per the Quarterly Model is that GVA will grow at 6.2% on a
y-0-y basis.

In 2019-20, the real agriculture GVA is envisaged to grow at zero per cent, real
industry GVA at 6.1%, and real services GVA at 6.9%. The Wholesale Price Index (WPI)
inflation is projected at 2.6%. The growth rates in exports and imports, in dollar terms, are
estimated at 4.4% and 3.3%, respectively. The current account balance and central fiscal
deficit, as percentages of GDP, are projected at —0.6% and 3.5%, respectively.

Agricultural growth collapsed in the last two quarters of 2018-19. The prospects
for 2019-20 for the agricultural sector, in particular, depend largely on the south-west
monsoon. As of 5 August, 2019, out of a total number of 36 agro-meteorological sub-divisions
in the country, three had received excess rainfall, 21 had received normal rainfall, while the
remaining 12 sub-divisions had received deficient rainfall. And the country as a whole has
received 7% below normal rainfall by 5t August 2019. Further, the country has experienced
temporal variations in rainfall. The mixed performance of the agricultural sector has led to a
high rate of inflation for food articles, which was observed to be 6.8% during the period April
to June 2019-20 as compared to 1.5% during the same period last year.

Industrial growth has been slipping since 2018-19:Q1. The Index of Industrial
Production (IIP), a measure of industrial performance, shows a y-o-y growth of 3.7% during
the period April-May 2019—20, versus 4.1% during the corresponding period in 2018-19. The
major component of IIP by economic activities, that is, manufacturing, shows a decreasing
trend in production. The same is true for mining while the electricity sector shows an
improvement. As regards the y-o-y growth of capital goods, after being in depression during
2018-19:Q4, it shows positive, albeit very slow, growth in April and May 2019. This signals
that investments continue to be weak. Core IIP showed a y-o-y growth of 3.5% in 2019-20:Q1.
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However, in June 2019, it slowed down to a y-o-y growth of 0.2%. The Nikkei PMI
Manufacturing came down from 53.8 in 2018-19:Q4 to 52.4 in 2019-20:Q1.

While the annual data for the services sector shows decline since 2015-16, the
quarterly data shows mixed patterns. These mixed patterns of growth continued in 2019-
20:Q1. Aggregate deposits and tourist arrivals showed a marginally higher positive growth in
April-May 2019-20. In contrast, the goods traffic by Indian Railways, cargo handled at major
ports, and cumulative addition in the total telephone and bank credit to the commercial sector
showed weaker y-o-y growth in 2019-20:Q1. Production in the commercial vehicle and
aviation sectors (including in both the domestic and international segments) showed
significantly slower growth in the first two months of the current fiscal. The Nikkei India PMI
services Index fell from 52.6 in 2018-19:Q4 to 51.1 in 2019-20:Q1.

The inflation rate has largely remained benign in the last two years. The Consumer
Price Index (CPI) exhibited an upward trend in 2019-20:Q1, primarily owing to increase in
food prices. Core CPI continued its downward trend. Although overall Wholesale Price Index
(WPI) inflation went downwards, WPI food inflation exhibited an upward trend in the last
quarter. Overall inflation remained benign in the first quarter of 2019-20.

In the external sector, exports and imports have also shown a sliding growth pattern.
The total Indian exports (merchandise and services) for the first quarter of FY 2019-20
amount to US$ 137.3 billion, attaining a growth of 3.14% on a y-o-y basis. The total Indian
imports for the same period are valued at US$ 164.5 billion, exhibiting a growth of 3.6% on a
y-0-y basis. Consequently, the overall trade deficit for April-June 2019—20 stood at US$ 27.2
billion. While the trade deficit as a ratio to GDP has declined, the rupee has shown
appreciation.

In the monetary space, the Reserve Bank of India (RBI) cut the benchmark policy
repo rate to 5.75% in June 2019, its third consecutive cut since February 2019. With inflation
well below the mandated target, the Monetary Policy Committee (MPC) switched to an
accommodative policy stance, largely seen as being an indicator that the RBI is keen to support
economic growth. The data shows that despite a reduction in interest rates, there has been a
weak transmission to either deposit or lending rates. Non-food credit showed a slower y-o-y
growth of 12 per cent in 2019-20:Q1 versus 12 per cent in 2018-19:Q4. However, M3 y-0-y
growth has remained virtually stable at 10.1% in 2019-20:Q1 versus 10.2% in 2018-19:Q4.

In the realm of public finances, the Net Tax Revenue rose by 6.1% in 2018-19 versus
12.8% in 2017-18. It is projected to grow by 25.1% in 2019-20. Meanwhile the 2019-20:Q1
shows a y-o-y growth of 5.9%. Both direct and indirect taxes showed slower growth in 2018-
19 versus 2017-18, especially in the case of the latter. Direct taxes (income and corporate taxes)
grew by 9.7% in 2019-20:Q1 on a y-o-y basis, and indirect taxes (including custom duties,
excise taxes, and GST) grew by (-)3.0%. It is clear that there has been strong compression of
Government Expenditure in 2018-19. The total Central Expenditure grew by 7.9% and the total
Revenue Expenditure by 6.9% in 2018-19. In 2019-20:Q1, both grew by 2% and 6.1%,
respectively.

The IMF projections for all major countries/groups show reduced growth in 2019
compared to 2018. Sliding export growth is likely to persist. Unrealistic tax revenue and
expenditure proposals imply strong expenditure compression in 2018-19 likely to be followed
by further expenditure compression in 2019-20. With all autonomous demand drivers sliding
i.e. exports, investment, government expenditure, growth in 2019-20 is likely to slide further.
Shift to expansionary monetary policy and further lowering of Repo rate may not be effective
because transmission to interest rates is not working. This is mainly because interest rates on
alternative financial savings instruments like NSS etc. remain high. Government may reduce
NSS etc. interest rates or allow large slippage in fiscal deficit, but both are unlikely. Therefore,
growth may slip further in 2019-20 to 6% (+£0.5%).
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About the Quarterly Review of the Economy

The Quarterly Review of the Economy has been designed to meet the needs of policymakers,
corporates, and others interested in tracking the latest developments in the Indian economy.
It provides an analysis of current policies and tracks developments in both the domestic as
well as the global economies. The growth forecasts of NCAER are objective and are widely
quoted and referred to in both the Indian as well as international media. An integral part of
the Quarterly Review are the State of the Economy seminars, organised quarterly at NCAER,
which bring together policymakers, industry leaders, and researchers at one forum.

About NCAER

NCAER, the National Council of Applied Economic Research, is India’s oldest and largest
independent economic think-tank, set up in 1956 to inform policy choices for both the public
and private sectors. Over nearly six decades, NCAER has served the nation well with its rich
offerings of applied policy research, unique data sets, evaluations, and policy inputs to central
and state governments, corporate India, the media, and informed citizens. It is one of the few
independent think-tanks world-wide that combine rigorous economic analysis and policy
outreach with data collection capabilities, particularly for large-scale household surveys.
NCAER is currently led by its Director-General, Dr Shekhar Shah, and governed by an
independent Governing Body, chaired by Mr Nandan M. Nilekani.
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