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The beginning of 2010 has seen an increase in economic activity in India.  Real GDP growth has experienced significant increases as the country comes out of the 2009 financial crisis.   Estimates for 2010 project real GDP to be 8% in 2010/2011, which is up from 7.7% in 2009/2010.  Growth is also expected to continue to higher levels of 8.2% in 2011/2012.  These increases are bringing India back to previous levels seen between 2003 and 2007, when India averaged 8.9% growth. 
The economy continues to grow, but the global recession in 2009 has lowered the growth rate of GDP. Growth had been sustained by market-oriented reforms implemented in the mid-1990s
, followed by stable macroeconomic fundamentals and favorable external environments.  India broke out of the stagnant growth lingering at 4 percent to 6.1 percent annually during the period 1992-2003.  Real per capita income grew from 3.2 percent before reform, to 3.9% after.  This helped make India the second Asian economic powerhouse after China.  Growth had been broad-based, including not only the services sector (as in the 1990s) but also manufacturing, construction, agriculture, real estate and transport. 
The drying up of credit funding to banks and corporations was the determining factor in the growth rate declines. By mid-2008, as pessimism about the economy in general set in and corporate profits were expected to drop, the shortage of credit threatened to increase the value of nonperforming assets (NPAs) in the banking sector. The banks had been a significant source of credit to the private sector and a major facilitator of growth in the past years. 
Access to Credit Stimulates Economic Growth
India has a dynamic but underserved Small and Medium Enterprise (SME) Sector. According to the Asian Development Bank, registered small-scale industries (SSI) in India accounted for 40 percent of industrial output, 35 percent of export revenues and 45 percent of formal industrial employment supporting some 18 million people.  The majority of the small enterprises in India operate in the informal sector.  To support the growth of SMEs, USAID (2004-2008) established The Small Enterprise Assistance Fund (SEAF), a U.S.-based not-for-profit organization partnered with an Indian bank (Kotak Mahindra Bank) to develop a venture capital which was the first of its kind in India to raise funds for investment in small and medium enterprises, particularly early and growth-stage enterprises particularly un-secured enterprises. With USAID support of nearly $ 4 million, the fund was able to raise over $ 160 million from the capital market which was a record for USAID investment world-wide. This highly successful investment paved the way for more than 100 other private venture funds to enter the capital market, including the National Stock Exchange of India ltd. and the Multi-Commodity Exchange of India Ltd. 

The Financial Inclusion Fund ($125 million) was also established to underwrite SME activities. As a result, Indian financial Services institutions (Yes Bank, ICICI, and the State Bank of India) since 2007 are increasing the poor and “unorganized” sector’s inclusion into the mainstream to reduce poverty. Under the India Growth Fund, USAID supported an Agriculture Commercial Enterprise (ACE) project.  Although the original ACE bilateral program ended, the Government of India has continued the program based on its demonstrated success.  Wheat aid proceeds, provided by USAID, were utilized under "ACE - Title III". That will be extended to 2018.  ICICI Bank has been maintaining the practice of keeping USAID in the loop even today on the various reporting of the fund administration. 
The agricultural sector is set to grow due to a stronger annual monsoon in July-August.   Following low growth in the farm sector in 2008/2009 and 2009/2010 at levels of 1.65% and .2% respectively, the farm sector is predicted to recover with record harvest levels.  Government officials believe increased production will bring down high food prices, however there are substantial storage issues plaguing India.  Large quantities of food losses are due to improper storage facilities and poor intra-state trade and transportation systems.
India’s agricultural sector is quite diversified.  India remains the largest producer of milk, cashew nuts, coconuts and black pepper in the world.  Additionally, India is the world’s second largest producer of wheat, rice, sugar, cotton, silk and peanuts. Ten percent of the world’s fruit production is done in India leading the way with the production of bananas and mangoes.  India’s net total agricultural trade value of exports increased 36% between 1996 and 2006.  USAID investments in India’s green revolution contributed to surpluses and the expansion of agriculture exports from 3.3% in pre-reform years to 6.4% in 2003.  Net agricultural exports grew from $2.7 billion in 1990 to $10.7 billion in 2008. Although initial export successes were accompanied by a rise in food prices, and created a conflict between the consumer interest in low food prices and the producer interest in higher returns, the Government responded to food price issues with protectionist levers, while USAID responded by strengthening fruit and vegetable market value chains by working around trade limitations and diversifying crops in response to national and global demand.  As a result, increases in exports created some 4 million rural jobs and the value of produce processed or exported was increased which has increased the incomes of producers, processors and distributors along the horticulture value chain. 
Investment growth is expected to accelerate to 9.6% in 2010/2011 and to 12.2% in 2011/2012 due to the availability of domestic and foreign financing.  This is a significant increase over levels seen during the financial crisis of 4.0% seen during the financial crisis in 2008/2009 and 7.2% in 2009/2010.  Private consumption, one of the slowest growing component of GDP, is expected to grow at an annual average of 6.5% in 2010/2011 – 2010/12.  The slow rate is affected by consumer’s sensitivity to interest rates because consumers commonly purchase on credit.
Inflation has become a greater issue in 2010, leading to monetary tightening.  Average inflation rates are increasing slowly over the last three years, with levels at 8.3% in 2008, 10.9% in 2009 and now estimated at 11.0% in 2010.  High inflation rates are increasing as the rates of production of manufactured goods and property cause an inflationary spiral.  Additionally, food prices remain high as a result of increased demand. As agricultural production increases with improved technologies, and favorable climate conditions food prices are expected to decrease and inflation will normalize in 2011 to around 5%.
The Reserve Bank of India has responded to high inflation by increasing the repurchase rate five times since March 2010 alone.  As of September 16, the rate is at 6.00% and economists believe that it will increase to 6.5% by the end of 2011.  The adjustments in the rate should lead to a positive real interest rate in 2011.  However, these adjustments could impede the government’s efforts at budget consolidation.
The Indian government is focusing on decreasing budget deficits over the next three years.  The deficit in the government budget rose towards the end of 2008. This occurred because of slower economic activity and the implementation of government stimulus measures and other expenses not fully provisioned in the budget. In July 2009, the central government predicted a deficit of 6.8% of GDP. In addition, the aggregate deficit in the states’ budgets for FY 2008/2009 was expected to reach 2¾%.  Currently, the government is attempting to reduce the deficit to 5.5% in 2010/2010, 4.8% in 2011/2012 and 4.1% in 2012/2013.  In order to do so, the government is advocating faster economic growth and a targeted reduction in the ratio of public debt to GDP.  Economists believe that the government will be successful in reducing budget deficits, but will miss its target by a small margin.
Overall unemployment has consistently remained at around 10% for the past two years and is projected to remain there.  The services sector that made up 50% of GDP in 2004/05 has only seen moderate employment increases.  In the period from 1990 to 2005 employment in the services sector increased only 22% while the growth of sector’s contribution to GDP increased 44%.  Formal employment in the manufacturing sector declined over the same period from 9.3% to 7.5% of total employment.  Despite strong economic growth in the past decades, India’s employment issues persist with a large portion of its populace in informal and low productive employment.  Industrial production growth is estimated to rise 11.2% in 2010, whereas unskilled and skilled labor wages are estimated to rise 3.8% over the same period.  While big job losses occurred through most of 2008, employment picked up by mid-2009, in part through government social safety net schemes such as the National Rural Employment Guarantee Act that provided cash for work to India’s poor, in order to build critical infrastructure.
 
Despite decreases of the level of exports by 6.7% in 2009, the external sector is expected to rebound in 2010 and 2011 with increases of 13.9% and 12.2% respectively.  According to UN Commodity Trade Statistics, 27% of all exports in 2008 were in the manufactured goods sector.  Also, 18% of exports were in the Mineral Fuels and Lubricants sector and 13% were in Machinery and Transportation Equipment sector, (of which 37% came from the United States). India’s net total agricultural trade value of exports increased 36% between 1996 and 2006.  USAID investments in India’s green revolution contributed to surpluses and the expansion of agriculture exports from 3.3 percent in pre-reform years to 6.4% in 2003.  Net agricultural exports grew from $2.7 billion in 1990 to $10.7 billion in 2008.  When the GOI adopted a reactive trade policy posture, protectionist levers such as bans on agriculture exports and tariffs on imports (39% some of the highest in the developing world) of all basic food items limited trade opportunities and sector growth.  Nonetheless, imports are expected to rise 17.7% in 2010/2011, causing trade deficits to rise from US$106 billion in 2009 to US$150 billion in 2011.  

The income deficit is predicted to widen, but may be offset by surpluses on services. The current account deficit had been projected to rise from 1½% of GDP in FY2007/2008 to 3¾% in FY2008/2009, largely due to a 50% climb in the price of oil imports in mid-2008. It was expected to return to its 2007/2008 level in 2009 due to lower oil prices, lower domestic demand, and rupee depreciation (expected to keep exports constant), then widen again in 2009/2010 because of rising imports.  In actuality, the current account balance decreased to 2.1% in 2009 and is expected to increase to 1.7% in 2010.
The business environment in India is lacking compared to the region.  India is ranked 133 out of 183 economies in the “Ease of Doing Business Indicator” according to the World Bank Doing Business Indicators.   India’s rank has been dropping rank in the “Starting a Business” Indicator as it takes 30 days and 13 procedures to start a business.  Additionally, it costs on average 66.1% of income per capita to start a business.  India’s “Employing Workers” score is slightly better with an overall ranking of 104 l.  Access to credit in India shows promise, with an overall rank of 30 out of 183 economies.  
While micro-credit is increasingly available to the rural poor, access to financing for higher capital investments such as cold storage and food processing facilities have been eased by favorable investment policies.  The money flowing into the agro-business sector almost doubled to $167 million 2010 from $89 million in 2009.  Through a combination of access to credit and subsidies to promote investment farmers are gaining confidence in their return on investment, primarily in ICT, farm inputs, irrigation and greenhouses.
  Additionally, the outlay in the food sector has increased from $19.5 million 2004-2005 and is expected to reach $41.35 million over the next five years from 2010.  This increase will occur as the result investments in an enabling environment that attracts investment such as free-trade zones and export processing zones as well as agri-zones and mega-food parks that have been set up with critical infrastructure to attract the allowed 100% FDI.
 The cumulative FDI received by the food processing industry from April 2000-March 2010 stood at $1.04 billion.

Poverty remains an issue in India; however recent strides have begun alleviating the situation.  In 1994, 49.4% of Indians lived with less than $1.25 purchasing power parity (PPP)/day; in 2005 that number was 41.6%.  Importantly, some 77% of the total  population lives on less than $2 a day and the growing middle class is vulnerable to economic shocks such as unemployment and food prices.  Additionally the number of people living in slum areas has decreased from 122,376,256 in 1994 to 109,501,151 in 2007.  However, the government’s weak fiscal position does not bode well for the sustainability of social programs, a significant source of support for the poor. Spending on social sectors such as health and education are also likely to suffer. Carefully balancing fiscal restraint with the need for social expenditure will be critical, though challenging, given the present situation. Securing the participation of the private sector for health and education through private-public partnerships could alleviate the government’s fiscal burden.  
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�After India almost defaulted on its external obligations in 1990-1991, the government implemented wide-ranging reforms aimed at restoring fiscal and trade balances and curbing inflation. It then began structural reforms aimed at removing government controls on the economy as well as liberalizing the FDI and trade regimes.


� United Nations Department of Economic and Social Affairs' (UNDESA). World Economic Situation and Prospects 2010 monetary and fiscal policy intervention gave Indian growth some resilience, while safety nets like India's National Rural Employment Guarantee Act (NREGA) helped to mitigate the effects of the slowdown.


� Reardon, T. (2008) The Rise of Supermarkets:  Development Implications and Lessons for Asia. IFPRI. And Reardon, T. “India Potatoes and Rice Value Chains (2010).


� Policy reforms have contributed to increased market confidence and performance. While foreign direct investment on average since 1997 dropped slightly from $36.8 billion to $30.3 billion, with various fund portfolio investments stabilizing at $40 billion annual average inflows into India.  Private equity capital investments reached a high in 2007 ($173 billionn) but declined to $30 billion in 2009. Periodic rapid sell-offs by FII/FDI and local scrambling caused market jitters, but large capital inflows have provided liquidity and effectively stimulated domestic demand to sustain increased economic activity and strong investment spending





PAGE  
6

