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Economic Review

Macroeconomic performance in 2004-05 turned out to be stronger
than anticipated. India remained one of the fastest growing emerging
market economies despite some setbacks arising from an insufficient
monsoon and sporadic supply-side pressures on inflation.  The
industrial recovery firmed up and broadened during the year, led by
manufacturing, considerably mitigating the setback to agriculture.  The
capital goods sector registered a double-digit growth for the third year
in succession, reflecting the all-round buoyancy in industrial activity.
Coincident as it was with the sustained expansion in imports of capital
goods, it indicated the ongoing capacity addition in the industrial sector.
Coordinated and carefully calibrated monetary and fiscal policies,
deployed to address the spike in inflation during May-August, 2004
were successful in containing inflation to its desired trajectory in the last
quarter of the year.  All this resulted in real Gross Domestic Product
(GDP) growth of 7.5 per cent during 2004-05 over and above a high
growth of 8.5 per cent in the previous year.  Real GDP originating
from services continued to sustain the robust growth recorded in 2003-
04.  At the end of 2004-05, India’s foreign exchange reserves were the
sixth largest in the world, surpassing the level of India’s external debt.
The economy managed to maintain the growth momentum in spite of
a deficient South-West monsoon, hardening international prices of oil
and steel and, last but not the least, its first experience of tsunami which
caused extensive damage to life and property in Andaman and Nicobar
islands, and coastline along Tamil Nadu, Kerala, Andhra Pradesh and
Pondicherry. The performance of the Indian Economy in 2004-05
generated considerable optimism about the medium-term
macroeconomic prospects.

As per the Quick Estimates of National Income for 2004-05 released
by the Central Statistical Organization (CSO), the Gross Domestic
Product (GDP) at Factor Cost (at 1999-2000 prices - CSO has
introduced in January 2006 a new series of National Accounts Statistics
with base year 1999-2000 in place of the prevision series with the
base year 1993-94) was 7.5 per cent higher than its level in 2003-04.
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This growth in GDP emanated from the accelerated growth registered
in several sectors including ‘construction’ (12.5 per cent), ‘financing,
insurance, real estate and business services’ (9.2 per cent), ‘community,
social and personal services’ sector (9.2 per cent), ‘manufacturing’
(8.1 per cent) and ‘mining’ and ‘quarrying’ (5.8 per cent growth). The
growth in GDP from ‘transport, storage and communication’ at 14.8
per cent and ‘trade, hotels and restaurants’ (8.1 per cent), was high, but
somewhat decelerated. However, ‘electricity, gas and water supply’
(4.3 per cent) and ‘agriculture, forestry and fishing’ (0.7 per cent)
returned low growth rates. The services sector remained the main engine
of growth of the economy during 2004-05. Trade, transportation,
communication, business and financial services, software services
including Information Technology Enabled Services – Business Process
Outsourcing, were the key movers of services sector growth in
2004-05.

Adverse moisture conditions affected agricultural activity in 2004-
05, eroding the gains of the strong rebound in growth that had occurred
in 2003-04. Tormented by an uneven and deficient South-West
monsoon and below normal North-East monsoon, real GDP from
‘agriculture’ decelerated sharply to 0.7 per cent during 2004-05 from
10.7 per cent a year ago. The cumulative area weighted rainfall during
the South-West monsoon (June 1 to September 30, 2004) was 13 per
cent below the Long Period Average (LPA) as compared with two per
cent above the LPA during the previous year. The rainfall was also
unevenly distributed and Himachal Pradesh, West Uttar Pradesh, Punjab,
West Rajasthan, Vidharbha and Telangana experienced moderate
drought conditions. North-West India was the worst affected with a
seasonal rainfall deficiency of 22 per cent. The unsatisfactory spread of
the South-West monsoon, particularly in the main sowing month of
July, resulted in decline in sown area of major crops and a shift to short-
duration low yielding varieties. The North-East monsoon season
(October 1 to December 31, 2004) was satisfactory up to November
24, 2004 but deteriorated thereafter. The cumulative area weighted
rainfall during the season was 11 per cent below normal as compared
with nine per cent above normal during the previous year.

The Index of Agricultural Production (Base: Triennium Ending
1993-94 =100) for All Crops fell during 2004-05 by 0.3 per cent.
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Foodgrains production at 204.61 million tonnes was lower by 8.85
million tonnes than the 2003-04 production level.  Production of pulses
was lower by more than 10 per cent, that of rice fell by 3.4 per cent,
while wheat at 72 million tonnes was almost at the same level as in the
previous year. Oilseeds production scaled a new peak of over 26 million
tonnes, led by Rapeseed and Mustard.

A significant feature of the macroeconomic developments in
2004-05 was the resurgence of the industrial sector, propelled by
buoyant exports and a brightening of the domestic investment climate
in an environment of rising business optimism and consumer
confidence. The industrial recovery which set in during the second half
of 2003-04 firmed up further in 2004-05, driven mainly by the
manufacturing sector. As in 2003-04, surging exports provided a
stimulus to manufacturing activity, benefiting from the environment of
accelerating industrial activity in other parts of the world. The noteworthy
feature of the industrial performance of 2004-05 was the significant
improvement in domestic demand that provided a boost to a number
of manufacturing industries. The Quick Estimates of Index of Industrial
Production (IIP) – (Base:1993-94= 100) for the full year 2004-05
indicate that the General Index for 2004-05 increased by 8.4 per cent
as compared to the growth of 7.0 per cent realized in 2003-04. The
major constituents that recorded accelerated growth rates comprised
Manufacturing and Electricity sectors. The Manufacturing sector having
79.36 per cent weight in IIP, grew by 9.2 per cent as against the increase
of 7.4 per cent during 2003-04. The Electricity Sector, with a weight
of 10.17 per cent in IIP, returned a growth of 5.2 per cent over and
above 5.1 per cent growth recorded during 2003-04.  However, the
Mining sector, with a weight of 10.47 per cent in IIP, registered a
lower growth of 4.4 per cent in 2004-05 than that (5.2 per cent) realized
during 2003-04. At the two-digit level classification of industries’ five
industry groups (‘Beverages, Tobacco and Related Products’, ‘Textile
Products (including Wearing Apparel)’, ‘Basic Chemicals and Chemical
Products (except products of Petroleum and Coal)’, ‘Machinery and
Equipment other than Transport Equipment’ and ‘Other Manufacturing
Industries’) out of the total seventeen, registered double-digit growth
rates. Further, ten industry groups recorded growth rates varying between
1.5 per cent (Non-Metallic Mineral Products), and 9.7 per cent (Paper
and Paper Products and Printing, Publishing and Allied Industries).
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The remaining two industry groups viz., ‘Food Products’ and ‘Wood
and Wood Products; Furniture and Fixtures’, registered negative growth
during 2004-05.  The Use-based classification of industries also reflected
generally stable growth during 2004-05 for various categories except
for the Intermediate Goods category. The Capital Goods sector
registered further growth of 13.3 per cent in production over and above
a growth of 13.6 per cent recorded during 2003-04. The Basic Goods
sector showed 5.5 per cent increase as against 5.4 per cent during
2003-04 and the Consumer Goods category returned a perceptibly
higher growth of 11.5 per cent on the back of strong growth in both
consumer durables and non-durable segments, as compared to 7.1
per cent growth during 2003-04. The growth in Intermediate Goods
category decelerated to 5.9 per cent compared to a growth of 6.4 per
cent registered during 2003-04. The firming up and spread of the
upturn in industrial activity led by manufacturing was supported by a
positive investment climate, business confidence and buoyant external
demand.

The infrastructure sector continued to remain subdued during
2004-05, mainly on account of deceleration in output of steel, coal
and petroleum refinery products. The combined growth of the six
infrastructure industries viz., Electricity, Coal, Steel, Crude Petroleum,
Petroleum Refinery Products and Cement having a weight of 26.68
per cent in the Index of Industrial Production, decelerated to 4.4 per
cent from 6.2 per cent in 2003-04. Deceleration in production of coal
coupled with constraints in coal movement led to subdued electricity
generation and cement production during the last quarter of the year,
dragging down the overall infrastructure growth. The Coal sector
registered an increase of only 3.9 per cent in 2004-05 compared to
5.8 per cent growth in 2003-04. However, production growth of
Cement at 6.6 per cent and Electricity generation at 5.2 per cent was
marginally higher during 2004-05 than the increase recorded in the
previous year at 6.1 per cent and 5.0 per cent, respectively.  Electricity
generation recorded a marginal pick-up in growth on account of higher
power generation in hydro and thermal power plants during the first
half of the year coupled with higher plant load factor of 74.8 per cent in
respect of thermal power plants. The production of crude petroleum
remained subdued on account of poor performance of private/joint
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venture units. The Crude Petroleum sector returned an increase of 1.8
per cent in 2004-05 compared to only 1 per cent growth in 2003-04.
Production of Petroleum Refinery Products and Steel sectors posted
lower growth rates of 4.3 per cent and 3.7 per cent respectively, against
the corresponding increase of 8.2 per cent and 9.8 per cent recorded
in 2003-04. The shut-down of some refineries impacted the production
of petroleum refinery products during the year. The steel sector recorded
lackluster growth mainly due to supply constraints on inputs such as
iron ore, scrapped iron and coking coal.

Given the growing integration of the Indian economy with the rest
of the world, the external sector outcome during the year reflected global
developments, particularly the movements in international oil prices
and the uncertainties surrounding global macroeconomic imbalances
and currency movements. The global oil economy continued to be
characterized by elevated prices and considerable volatility, accentuated
by speculative activities.  Despite a sharp rise in oil imports on the
back of high international crude oil prices as well as a surge in non-oil
imports reflecting growing domestic industrial demand, India’s balance
of payments position remained comfortable with foreign exchange
reserves increasing by US $ 28.6 billion during 2004-05. The
provisional foreign trade data for the full year 2004-05, indicates that
the value of exports during 2004-05 at US $ 80540 million was higher
by 26.15 per cent than that of US $ 63843 million in 2003-04. The
value of imports at US $ 109173 million was higher by 39.70 per
cent as compared to the level of US $ 78150 million in 2003-04.  The
value of oil imports in 2004-05 at US $ 29085 million was higher by
41.19 per cent than that of US $ 20599 million in 2003-04.  Value of
Non-oil imports during 2004-05 at US $ 80088 million was higher
by 39.16 per cent than that of US $ 57551 million in 2003-04. The
trade deficit during 2004-05 at US $ 28633 million was much higher
than the deficit at US $ 14307 million in 2003-04.  India’s international
investment position showed a marked improvement.

A noteworthy aspect of macroeconomic management during
2004-05 was the success in restraining inflation and inflationary
expectations in an environment of severe supply shocks emanating
from a sharp rise in international crude oil prices and the setback to
agricultural production caused by a deficient monsoon. Inflation,
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measured by movements in wholesale prices, reached its intra-year
peak of 8.7 per cent by end-August 2004 before moderating to 5.1
per cent by end-March 2005 in response to calibrated policy measures
in the form of cuts in excise and customs duties and monetary measures
to withdraw excess liquidity from the financial markets.  Consumer
price inflation, as measured by variation in the consumer price index
for industrial workers (CPI-IW), increased from 3.5 per cent in March
2004 to 4.2 per cent in March 2005.

The wholesale prices of several of the inputs of the IR moved up
during April-March 2004-05. The percentage variation in wholesale
price indices of such items that recorded significant change over those
of April-March 2003-04 included : HSD (+ 19.97 per cent), Lubricant
(+ 15.57 per cent), Non-coking Coal (+ 14.57 per cent), Basic Metals
and Alloys (+ 25.53 per cent), Manufactured products (+ 6.26 per
cent) and  Electrical Machinery (+ 3.47 per cent). The price index of
Electricity for Railway traction declined (-0.73 per cent).

The following table shows percentage of total output (plus imports)
of major items carried by Railways in the last seven years:

  Year Coal Iron Ore Cement Food- Fertil- POL
grains izers products

1998-99 63.12 65.63 41.80 13.38 75.77 37.66

1999-00 64.84 64.69 43.42 14.71 78.60 35.68

2000-01 66.85 71.69 43.10 13.51 74.17 34.50

2001-02 65.98 70.75 41.17 15.26 74.28 33.28

2002-03 64.70 68.10 39.75 25.80* 75.80* 29.94*

2003-04 65.73* 57.16* 40.11* 21.11* 73.77* 25.87*

2004-05(P) 66.61 64.48 40.87 22.59 74.17 24.74

* revised
(P)   Provisional

Selected economic indicators are set out in the next two pages:
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SELECTED ECONOMIC INDICATORS

ITEM Unit/base 1999-2000 2000-01 2001-02 2002-03 2003-04@ 2004-05#

I. (a) National Income*

(i) At 1999-2000 prices Rs. Crore 1590212 1653087 1755280 1823126 1986858 2141776

(ii) At current prices Rs. Crore 1590212 1704719 1856217 2003282 2268576 2531223

 (b) Per capita income

(i) At 1999-2000 prices Rs in units 15886 16223 16910 17281 18517 19649

(ii) At current prices Rs in units 15886 16729 17883 18988 21142 23222

II. Gross Capital

Formation

(a) Total Public Sector

(i)  At 1999-2000 prices Rs. Crore 146483 140564 145075 136413 152564 178069

(ii) At current prices Rs. Crore 146483 145775 157580 151246 180228 225319

(b) Railways (Excluding

Manufacturing units)**

(i) At 1999-2000 prices Rs. Crore 5307 5300 6433 7960 9443 10609

(ii) At current prices Rs. Crore 5307 5614 6982 8851 10817 12976

III. Foreign Trade:

 (a) Value of exports Rs. Crore 159561 203571 209018 255137 293367 361879

Value of imports Rs. Crore 215236 230873 245200 297206 359108 490532

(b)  Value of exports Million $ 36822 44560 43827 52719 63843 80540

Value of imports Million $ 49671 50536 51413 61412 78150 109173

IV. Index of Agricultural

Production

(Triennium ending 1993-94 = 100)

Weight
(a) All Principal Crops (100.00) 138.5 130.2 140.1 121.6 141.2 140.8

(b) Foodgrains (50.633) 152.9 141.9 155.3 132.2 153.9 148.6

(c) Non-foodgrains (49.367) 123.8 118.2 124.6 110.8 128.1 132.8

V. Index of Industrial

Production (1993-94 = 100)

Weight

(a) General Index (100.00) 154.9 162.6 167.0 176.6 189.0 204.8

(b) Mining & Quarrying (10.473) 126.7 130.3 131.9 139.6 146.9 153.4

(c)  Manufacturing (79.358) 159.4 167.9 172.7 183.1 196.6 214.6

(d) Electricity (10.169) 148.5 154.4 159.2 164.3 172.6 181.5

@ Provisional

# Quick Estimates of National Income

* CSO has introduced new series of National Accounts Statistics with base year 1999-2000 in place of the previous series

with the base year 1993-94 on January 31st 2006.

 ** Includes private Railways also which is negligible.
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ITEM Unit/base 1999-2000 2000-01 2001-02 2002-03 2003-04 2004-05

VI. Wholesale Price Index

(Financial Year) (1993-94=100)

Average with weights

(a)   All Commodities (100) 145.3 155.7 161.3 166.8 175.9 187.3

(b) Primary Articles (22.025) 158.0 162.5 168.4 174.0 181.5 188.1

(c) Fuel. Power. Light

and Lubricants (14.226) 162.0 208.1 226.7 239.2 254.5 280.2

(d) Manufactured products (63.749) 137.2 141.7 144.3 148.1 156.5 166.3

VII. Wholesale Price Indices of

 Important Commodities

used by Railways

(Fin. Year Average

with weights)

(a) Non-coking coal (1.397) 148.2 156.7 183.6 183.6 196.9 225.6

(b) Mineral Oils (6.990) 159.9 226.2 239.5 254.7 274.3 315.8

(c) Electricity for Railway

traction (0.132) 173.9 223.7 240.5 240.8 246.2 244.4

(d) Basic Metals &Alloys (6.206) 133.7 138.0 138.0 143.4 173.5 217.8

(i) Iron & Steel (3.637) 134.5 136.8 136.6 143.5 181.1 232.9

(ii) Ferro Alloys (0.085) 133.7 133.8 132.9 133.0 141.0 177.9

(iii) Non-Ferrous Metals (1.466) 147.5 157.0 160.2 162.5 163.9 173.1

(e) Electrical Machinery (4.985) 102.2 109.9 113.4 112.2 112.4 116.3

(f) Chemicals & Chemical

Products (11.931) 155.2 164.4 169.0 173.9 177.2 181.7

(g) Non-metallic Mineral

Products (Abrasives.

Refractories. etc.) (2.516) 127.4 133.9 144.0 143.4 148.3 157.7

(h) Cotton Textiles (4.215) 144.2 151.0 150.2 148.4 166.4 168.2

(i) Logs & Timber (0.288) 151.8 148.0 163.9 163.9 163.9 171.1

(j) Cement (1.731) 128.4 136.6 148.7 145.3 147.1 152.8

(k) Lubricants (0.164) 134.9 142.6 147.6 154.7 163.8 189.3

(l) HSD (2.020) 176.4 228.8 252.3 273.5 300.4 360.4

VIII. Consumer Price Index

(Industrial Workers)

(1982=100) 428 444 463 482 500 518

@ Provisional

SELECTED ECONOMIC INDICATORS (CONTD.)


