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Economy

First quarter of the current financial year -

an unprecedented decline of 23.9%

Second quarter - the pace of contraction

easing to 7.5 %

The performance is better than what

economists at the RBI had predicted



In the weeks thereafter, the continuing

sequential improvement in leading

economic indicators has led to optimism

that the economy is likely to rebound

stronger than expected in the second half

of the year.

The continuing healthy performance of the

farm sector helped ease the extent of

contraction of the economy.



Excluding agriculture, value added by rest

of the economy contracted by 8.3 per cent

in the second quarter.

The manufacturing sector grew by 0.6 per

cent in the second quarter, after

contracting by a staggering 39.3 per cent

in the previous one.



While volume indicators like the index of

industrial production continued to contract

during this period, even though the extent

of contraction had eased greatly,

presumably, value added by the sector has

risen on the back of aggressive

expenditure pruning as indicated by

corporate results.



Similarly, the construction sector

witnessed a significant uptick with the

contraction in activities easing to 8.6 per

cent in the second quarter, down from 50.3

per cent in the first quarter.

On the services side, while a similar

improvement was observed in the trade,

hotels, transport and communication

sector, surprisingly, the pace of

contraction actually worsened in financial,

real estate and professional services

sector during this period.



While private consumption fared better, as

household spending perked up with

restrictions on economic activities and

movements gradually lifted, government

spending rather than being counter-

cyclical, continued to be pro-cyclical,

falling in the second quarter as well,

despite the announcement of massive

relief packages.



Investment activity also improved during this period,

presumably on account of work beginning on projects

that had been stalled due to the lockdown restrictions,

as did the change in stocks, indicating higher inventory

accumulation.

The stronger than expected uptick in economic

indicators in October, while raise optimism over the state

of the economy, must be treated with caution as data for

some of these indicators for November signals some

moderation in activities, justifying concerns over the

sustainability of this upswing.



GDP Forecasts

Independent economists and experts have

bumped up their gross domestic product

(GDP) estimates for the year ending March

following lower-than-expected contraction

in the September quarter.

The decline in FY21GDP is expected to be

less than the double-digit shrinkage

forecast earlier.





CARE also expects a lower contraction of

about 2% in the third quarter followed by

positive growth in the March quarter based

on Index of Industrial Production and

corporate profitability trends.

The prospect of a Covid-19 vaccine rollout

next month have also lifted sentiment as

the impact of the government’s fiscal

stimulus measures begin to trickle down

into the economy, said QuantEco Research

economist Vivek Kumar.



Policy Rates

The Reserve Bank of India (RBI) is likely to

keep interest rates unchanged and

reiterate its accommodative stance in this

week’s monetary policy review, buoyed by

good news on the economic front, said

investors and traders.

But it could also cite concerns about

inflation, which has stubbornly remained

above the prescribed target range.



Bankers will watch out for any guidance on

how the RBI plans to manage the record

excess liquidity in the financial system,

which has distorted market conditions and

led to a drop in short-term rates.

Some companies are borrowing at rates

lower than the RBI benchmark.

RBI governor Shaktikanta Das pointed to

demand sustainability and Covid-19

infections that pose downside risks to

growth.



Budget focus on infra

The government is weighing a raft of

proposals, including relaxing rules to

enable insurance firms and pension funds

to put in long-term capital in infrastructure

projects, as it seeks to spur job creation

and bring the Covid-hit economy back on

track fast.

These long-term investors are also

required to invest primarily in highly safe

instruments.



These instruments, such as government

and public-sector bonds, often fetch

measly returns.

Similarly, various institutional investors

face restrictions in funding infrastructure

projects that are not rated AA or above,

even though most of these projects rarely

have ratings of BBB or above.



The Budget is also likely to unveil a

development financial institution (DFI) with

the specific mandate to finance large rural

infrastructure projects that require long-

term finance and could serve as antidote to

general investment famine during

economic downturns.

It will work under an innovative framework,

where private corporate funds and global

patient capital will find viability in India’s

rural projects.



Given that most public-sector banks are

struggling to cope with toxic assets, their

ability to fund large infrastructure projects

remains stunted.

The government will soon set up the

proposed Credit Guarantee Enhancement

Corporation, which will likely have an

authorised capital of Rs 20,000 crore,

according to sources.
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Do you know? 
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