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Projecting a challenging
year ahead for the economy,
the Prime Minister’s Economic
Advisory Council (EAC) has
said that growth could slow to
7.7% in 2008-09, while worri-
some inflation may decline to

8-9%byMarch 2009.

- Tight monetary policy and
turmoil in global financial and
commodity markets would
moderategrowth, the EACsaid
in its ‘Economic Qutlook for
2008-09', released on Wednes-
“day. Consumers and compa-
nies canexpect continued high
interest rates as the EAC feels
the tight monetary regime
-would remain in the face of a
13-year high inflation rate of
12.01%.

While slackening consumer
demand and exports would
hurtindustrial growth, pegged
at 7.5% in 2008-09 (down
from 8.5% the previous fiscal),
agriculture growth is expected
to more than halve to 2% from
4.5%in the same perjod dueto
scanty rainfall in several parts
of the country in July and the
high base effect of last year.
The overall slowdown would

impacttheservicessector, too,
where growth is seen moder- .

atingt09.6%{rom 10.8%.
Despite high interest rates
and aweakened equities mar-
ket,theEACexpectstheinvest-
mentratetoremainbuoyantat
37.5% of GDP in 2008-09,
marginally higher than the
previous year’s 37.4%. How-
ever, thesavingsrateisproject-
ed to dip—for the first time in

the past seven years—to -

34.5% from 36.2%, ashighin-
terest rates and compressed
demand whittles away at cor-

RS

¢ porate proﬁts, and govern-

ment savings decline on ac-
count of increased spending.
Although the EAC expects
the government to contain the
fiscal deficit at 2.5% of GDP in
2008-09,itsaysthatsubstantial
{iscalrisksremainonaccount of
off-balance liabilities. Liabili-
ties on account of food and fer-
tiliser subsidies, as well as fuel

-bonds, combined with impact

of the Sixth Pay Commission
hikes, farmloanwaiverand the
government’sflagshipnational
rural employment guarantee
scheme,couldpushuptheactu—

"al fiscal deficit to a masswe

7.5%0of GDP.

However, EAC outgoing
chaivman C Rangarajan said
this was unlikely to warrant a

ronetary regime, gloh
‘ ' o slow growth: EAC

changeinIndia’ssovereignrat-
ings. With oil bonds adversely
impacting the government’s
fiscal health, the council
indicated theneedforafurther
hike in per_rol diesel and cook-
ing gas prices. “Fuel price
adjustmentneedtobeurgently

completed to preserve fiscal

order and transmit the right
signals to dampen the

in New Delhi on Wednesday
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Leading credit rating agency Standard
Poor's (S&P) saiditiskeepingaclosewatchon
India's fiscal and monetary position to take a
decision on whether to review the country's
sovereign rating. In an exclusive interaction
with FE, Takahira Ogawa, director, sovereign
& international public finance, S&P, noted

-that measures like the farm debt waiver, the
high oiland fertiliser subsidiesand theimple-
mentation of the Sixth Pay Commission rec-
ominendations during the fiscal year could

S&P keeps close watch on fisc
e . R e . . .4 @
to review sovereign rating

further add to inflationary pressures and
worsenthe country'sfiscaldeficit. :

“India’s credit profile has worsened in the
past12months, butwebelieve theupsideand
downsideriskstoits'BBB-'ratingare currently
balanced," said Ogawa. "This assumes, how-
ever, that the reasons for credit deterioration
are temporary. If we conclude that they are
longer lasting, India’s credit ratings-could be

lowered again to speculative grade," he said.
& Full report on C&M-II

market demand for autom
tivefuels,”itsaid.

The good news, however,
that direct tax collections i
creased by a robust’ 47%
Rs71,648 crore untiltheend
Julythisyear. Buttheeconon
slowdown is beginning to i
pact, indirect tax collection
excluding service tax, whi
rose by a mere 11.5% to
54,341 crore during the fii
quarterofthefiscal.

Reacting to the low
growth forecasts, the be

wether Sensex of the BSE en

ed 119 pointslowerat close+
Wednesday, while bonds yie
closed 11 basis points high
on expectations of continu
monetarytightening.
Adverse global econon
conditions were also expect:
to widen the current accou
deficit to 3.2%.of GDP
2008-09 from 1.5% in the pt
vious fiscal. However, capii
inflows—which are expect:
todecline by 34%to $70.9b
lion in 2008-09 from $108.(
billion' the previous year-
would be sufficient to finan
the enlarged ' deficit on tl
currentaccount.
TheEACalso suggested tt
government relax its extern
commercial borrowing poli

‘as the earlier massive capit
- inflows have- since wane

considerably.
Assilver lining for investo
is the expectation of a sto

- market recovery by the end

theyearandapick-up inFlli
vestment in the third ar
fourth quarters of the fisce
The EAChas cautioned, “Po.
cymakers may have to be pr
pared to face a situation

greater volatility in capital i
flows on account of the unce
‘tain external environment

AR |



