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Economic Review

Indian Economy continued to exhibit robust growth during 2007-08
for the third year in succession. Notwithstanding a slight moderation
in the growth of Gross Domestic Product (GDP) to 9 per cent from
9.7 per cent a year ago, the performance was noteworthy since for the
first time in the history of independent India it was the third year in
succession when Indian economy achieved a high growth rate of
9 per cent or above. While there was moderate deceleration in growth
in industry and services, the recovery in domestic agriculture supported
the growth momentum, besides helping in containing inflationary
pressures in key agricultural commodities. The high growth in GDP
was underpinned by a distinct improvement in the saving and
investment rates mainly on account of a turnaround in the public sector
saving rate and improvement in the corporate sector saving rates along
with the sustained high saving rate of households. Another major driver
of the growth process has been improved levels of productivity as
reflected in the stable and low incremental capital-output ratio. While
studies show that both industry and services have recorded productivity
gains, such gains have been more pronounced in respect of the services
sector. Productivity gains in industry and services emanated from
increased use of technology, reorientation of processes, increased
capacity utilization and continued restructuring of the corporate sector.

Domestic inflation, which was well below the projections till
December 2007, started hardening from January 2008, both on
account of supply side pressures such as the one of increase in domestic
petrol and diesel prices, continuous hardening of prices of petroleum
products that were not administered, rise in prices of wheat, oilseeds,
adjustment in steel prices and increased demand side pressures. On
the external sector front, the strong macroeconomic fundamentals
attracted large capital flows during 2007-08, in the form of external
commercial borrowings, portfolio flows and foreign direct investment
(FDI) inflows. Net foreign direct investment (FDI) inflows to India
increased from US $ 22.0 billion during 2006-07 to US $ 32.3 billion
during 2007-08.  Although India’s current account deficit has been
widening, its robust macroeconomic fundamentals have ensured some
capital inflows even during periods of heightened global uncertainty.
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As per the Quick Estimates of National Income released by the
Central Statistical Organization (CSO), the growth of Gross Domestic
Product (GDP) at Factor Cost (at 1999-2000 prices) in 2007-08 was
9.0 per cent moderating from 9.7 per cent recorded during 2006-07.
This growth in GDP emanated from the accelerated growth registered
in ‘agriculture, forestry & fishing’ (4.9 per cent) and  ‘community,
social & personal services’ (6.8 per cent). The growth in GDP from
‘transport, storage and communication’ (15.5 per cent), ‘construction’
(10.1 per cent), ‘financing, insurance, real estate & business services’
(11.7 per cent), ‘trade, hotels and restaurants’ (10.1 per cent) and
‘manufacturing’ (8.2 per cent) was high, but somewhat decelerated.
Whereas growth in electricity, gas and water supply’ at 5.3 per cent
was the same as in the previous year, the ‘mining & quarrying’ sector
returned a modest growth rate of 3.3 per cent. The slight moderation
in GDP growth in 2007-08 in comparison with 2006-07 was mainly
due to some adverse developments in the second half of the year. Growth
decelerated sharply in the advanced industrial economies in the last
quarter of 2007 mainly on account of turbulence in the international
financial markets.

Growth in agriculture and allied activities recovered from 4.0 per
cent in 2006-07 to 4.9 per cent in 2007-08 (as per the Quick Estimates
data of CSO), which was higher than the average growth of 4.0 per
cent targeted  for  the  Eleventh Plan (2007-2012). The overall foodgrains
production was also estimated to touch an all-time peak of 230.7 million
tonnes, underpinned by above normal and well distributed South-West
Monsoon. Record high levels were touched by all foodgrains, led by
coarse cereals, pulses and rice. As per the Fourth Advance Estimates,
the foodgrains production during 2007-08 registered an increase of
6.16 per cent over the previous year. Among the non-food crops,
oilseeds and cotton touched their peak levels, with the former witnessing
particularly a significant increase. Oilseeds production was 288.25
million tonnes in 2007-08 against 242.89 million tonnes during
02006-07. Overall agricultural production, in terms of the Index of
Agricultural Production (Base: Triennium ending 1993-94 =100) for
All Crops, registered an increase of 0.84 per cent in 2007-08 over
and above an increase of 13.97 per cent achieved during 2006-07.
Boosting agricultural production, through increase in gross cropped
area (multiple cropping), enhancement in irrigation coverage and
improvement in productivity, has remained a challenge in the wake of
flattening out of increase in net sown area.

The industrial upturn, which started in April 2002 and peaked by
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the end of 2006-07, moderated during 2007-08. In terms of Index of
Industrial Production (IIP) – (Base 1993-94 = 100), industrial growth
decelerated from 11.6 per cent in 2006-07 to 8.5 per cent in
2007-08. All the major constituents, viz. Manufacturing, Mining and
Electricity sectors, registered decelerated growth during 2007-08.
Manufacturing sector having 79.39 per cent weight in IIP, registered a
growth of 9.0 per cent which was lower than in the preceding three
years. The Mining sector, with a weight of 10.47 per cent in IIP,
registered a growth of 5.1 per cent compared to 5.4 per cent growth
in 2006-07. The growth of 6.4 per cent in Electricity sector, with a
weight of 10.17 per cent in IIP, was also lower than 7.2 per cent
growth realized a year ago. The performance of the Electricity sector
was adversely affected by capacity constraints, which were caused,
inter-alia, by problems relating to coal and ash handling units and
water availability. Such issues restrained the operationalisation of new
units commercially and hampered power generation in both thermal
and hydro plants.

According to the use-based classification, industrial growth
decelerated across all the sectors during 2007-08 with a marked
slowdown in the consumer goods sector. While growth in non-durables
segment decelerated, the consumer durables segment witnessed a fall
in production, particularly in respect of items for which consumer
preferences have shifted towards new products. The Consumer
goods sector witnessed a sharp decline in growth to 5.9 per cent during
2007-08 compared to 10.1 per cent a year ago, mainly on  account
of decline in growth of consumer durables to -1.0 per cent against a
growth of 9.2 per cent in 2006-07. The growth of the Basic Goods
and the Intermediate Goods sectors decelerated to 7.0 per cent and
8.8 per cent respectively, during 2007-08, compared to the
corresponding growth of 10.3 per cent and 12.0 per cent attained in
the previous year. The Capital Goods sector continued to record a
strong growth of 16.9 per cent in 2007-08 over and above 18.2 per
cent growth during 2006-07, on the back of strong investment demand.

Performance of the infrastructure sector continues to be an area of
concern. The combined growth of the six infrastructure industries viz.,
Electricity, Coal, Steel, Crude Petroleum, Petroleum Refinery Products
and Cement with a weight of 26.68 per cent in the overall Index of
Industrial Production, fell to 5.6 per cent during 2007-08 from 9.2
per cent in 2006-07. The production of Crude Oil registered a nominal
increase of 0.4 per cent during 2007-08 against an increase of 5.6
per cent in 2006-07. Electricity generation recorded a growth rate of
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6.3 per cent during 2007-08 which was lower than the 7.3 per cent
growth attained in the previous year. Production of Petroleum Refinery
Products and Steel sectors posted growth rates of 6.5 per cent and 5.1
per cent respectively, against the corresponding increase of 12.9 per
cent and 13.1 per cent recorded in 2006-07. Cement sector registered
a lower growth rate of 8.1 per cent compared to 9.1 per cent growth
recorded in 2006-07. Among the core sectors, the Coal sector was
the only exception which recorded a slightly higher growth rate of 6.0
per cent in 2007-08 compared to 5.9 per cent growth registered a
year ago. While measures have been initiated to increase the coal
production to meet the growing demand not only from the electricity
sector but also from other utilities, environmental concerns and issues
relating to rehabilitation of displaced population due to mining activities
and construction of dams also need to be addressed proactively.

India’s balance of payments is increasingly being influenced by
global developments, reflecting its growing linkages with the rest of
the World through real as well as financial flows. India’s balance of
payments remained comfortable during 2007-08. Merchandise trade
continued to exhibit robust growth during 2007-08. The growth in
exports in recent years has been underpinned by structural factors like
product diversification towards technology – intensive items as well as
favourable terms of trade in respect of commodity exports amidst
ongoing surge in their prices globally. India’s exports also witnessed
geographical diversification, as a result of which the share of developing
countries in India’s exports increased, while that of developed markets
such as the European Union (EU) and the US declined. The provisional
foreign trade data for 2007-08, indicates that the value of exports during
April-March 2007-08 at US $ 162,904 million was higher by 29.0
per cent than that of US $ 126,263 million in 2006-07. The value of
imports at US $ 251,439 million was higher by 35.5 per cent as
compared to the level of US $ 185,604 million in 2006-07. The
growth of merchandise imports accelerated in the wake of an
unprecedented rise in international crude oil prices and continued
buoyancy in capital goods imports. The value of oil imports in
2007-08 at US $ 79,645 million was higher by 39.5 per cent than
that of US $ 57,099 million in 2006-07. Value of Non oil imports
during 2007-08 at US $ 171,795 million was higher by 33.7 per
cent than that of US $ 128,505 million in 2006-07. The trade deficit
during 2007-08 at US $ 88,535 million was much higher than the
deficit at US $ 59,341 million in 2006-07.

Overall inflation measured in terms of the Wholesale Price Index
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(All commodities) stood at 4.6 per cent in 2007-08 as compared to
5.4 per cent in 2006-07.  The decline in the inflation rate was
contributed by Primary articles from 7.8 per cent in 2006-07 to 7.5
per cent in 2007-08, Fuel, power, light and lubricants from 5.6 per
cent in 2006-07 to 1.0 per cent in 2007-08.  On the other hand,
Wholesale Price Index of Manufactured products recorded a modest
increase from 4.4 per cent in 2006-07 to 4.9 per cent in 2007-08.
Inflation picked up during the fourth quarter of 2007-08, necessitating
fiscal and administrative measures by the Government to augment
domestic availability of key commodities as a first public policy response.
The upsurge in inflation in India, however, occurred at a time when
global commodities prices touched historically elevated levels and India
witnessed huge net capital inflows. Pre-emptive monetary measures
were continued to contain inflation and inflationary expectations.

The Wholesale Prices of several of the inputs of the Indian Railways
increased during April-March 2007-08. The percentage variation in
wholesale price indices of such items that recorded significant change
over those of April-March 2006-07 included: Electrical Machinery
(+11.86 per cent), Lubricant (+10.53 per cent), Basic Metals & Alloys
(+7.74 per cent), Manufactured products (+4.92 per cent), Non-coking
Coal (+ 2.75 per cent) and Electricity for Railway traction (+ 0.56 per
cent). Wholesale Price Index of HSD registered a decline of 3.55 per
cent.

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

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

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 65.74 57.16 39.89 20.62 67.77 25.87
2004-05 65.94 63.05 40.87 23.29 74.17 24.68
2005-06 66.03 65.39 41.40 19.80 74.01 25.04
2006-07 66.12 61.12 45.28 18.54 72.51 22.73
2007-08(P) 66.46 66.11 45.16 16.25 75.30 21.14
 (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 2003-04 2004-05 2005-06 2006-07 2007-08

I. (a) National Income

(i) At 1999-2000 prices Rs. Crore 1589673 1961817 2105184 2308015 2533450@ 2764795#

(ii) At current prices Rs. Crore 1589673 2237414 2526285 2875958 3312569@ 3787596#

(b) Per capita national income

(i) At 1999-2000 prices Rs in units 15881 18301 19331 20868 22580@ 24295#

(ii) At current prices Rs in units 15881 20871 23198 26003 29524@ 33283#

II. Gross Capital

Formation

(a) Total Public Sector

(i) At 1999-2000 prices Rs. Crore 144610 145578 166989 202935 232844@ 290032#

(ii) At current prices Rs. Crore 144610 174579 216962 271835 329679@ 429014#

(b) Railways

(i) At 1999-2000 prices Rs. Crore 5307 8728 9023 10174 11668@ 14567#

(ii) At current prices Rs. Crore 5307 10878 13036 15344 18227@ 23734#

III. Foreign Trade:

 (a) Value of exports Rs. Crore 159562 293367 375340 456418 571779 655864

Value of imports Rs. Crore 215236 359108 501065 660409 840506 1012312

(b) Value of exports US $ Million 36822 63843 83536 103091 126263 162904

Value of imports US $ Million 49671 78149 111517 149166 185604 251439

IV. Index of Agricultural
Production
(Triennium ending 1993-94 = 100)

Weight

(a) All Crops (100.00) 138.5 143.1 139.2 146.7 167.2 168.6

(b) Foodgrains (50.633) 152.9 155.1 144.2 152.5 158.8 168.6

(c) Non-foodgrains (49.367) 123.8 130.8 134.1 130.0 154.6 152.3

V. Index of Industrial
Production (1993-94 = 100)

Weight

(a) General Index (1000.00) 154.9 189.0 204.8 221.5 247.1 268.0

(b) Mining (104.73) 126.7 146.9 153.4 154.9 163.2 171.6

(c) Manufacturing (793.58) 159.4 196.6 214.6 234.2 263.5 287.2

(d) Electricity (101.69) 148.5 172.6 181.5 190.9 204.7 217.7

@ Provisional

# Quick Estimates
Figures for 2006-07 relating to items III, IV and V are provisional.
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ITEM. Unit/base 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08@

V I Wholesale Price Index (1993-94=100)
(Financial Year)

Average with weights

(a) All Commodities (100) 166.8 175.9 187.3 195.6 206.2 215.7

(b) Primary Articles (22.025) 174.0 181.5 188.1 193.6 208.7 224.4

(c) Fuel, Power, Light

and Lubricants (14.226) 239.2 254.5 280.2 306.8 323.9 327.0

(d) Manufactured Products (63.749) 148.1 156.5 166.3 171.4 179.00 187.8

VII Wholesale Price Indices
of Important Commodities
used by Railways (Fin. Year
Average with weights)

(a) Non-coking coal (1.397) 183.6 196.9 225.6 232.8 232.8 239.2

(b) Mineral Oils (6.990) 254.7 274.3 315.8 359.8 388.1 391.6

(c) Electricity for Railway

traction (0.132) 240.8 246.2 244.4 248.9 251.6 253.0

(d) Basic Metals & Alloys (6.206) 143.4 173.5 217.8 231.9 236.3 254.6

(i) Iron & Steel (3.637) 143.5 181.1 232.9 250.1 254.4 278.1

(ii) Ferro Alloys (0.085) 133.0 141.0 177.9 186.2 148.5 155.5

(iii) Non-Ferrous Metals (1.466) 162.5 163.9 173.1 195.0 258.5 265.2

(e) Electrical Machinery (4.985) 112.2 112.4 116.3 119.7 129.00 144.3

( f ) Chemicals &

Chemical Products (11.931) 173.9 177.2 181.7 188.2 193.9 204.6

(g) Non-metallic Mineral

Products (2.516) 143.4 148.3 157.7 170.0 191.7 208.7

(h) Cotton Textiles (4.215) 148.4 166.4 168.2 154.3 159.2 156.4

(i) Logs & Timber (0.288) 163.9 163.9 171.1 177.8 195.3 131.3

(j) Cement (1.731) 145.3 147.1 152.8 166.7 197.2 217.5

(k) Lubricants (0.164) 154.7 163.8 189.3 194.5 248.8 275.0

(l) HSD (2.020) 273.5 300.4 360.4 430.4 468.2 451.6

VIII Consumer Price Index
(Industrial Workers)

(1982=100) 482 500 520 540** 125# 133#

@ Provisional
* * Average based on 9 months only i.e. April,2005 to December,2005.
# New series of Consumer  Price Index numbers for industrial workers on base 2001=100.  The average

all India (General) Consumer Price Index for industrial workers on base 1982=100  can be arrived at
by multiplying the index on base 2001=100 with the linking factor 4.63 and then rounding off the
result to the nearest whole number.

SELECTED ECONOMIC INDICATORS (CONTD.)


