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Economy to contract by 7 to 7.5% in FY21: Brickwork Ratings 

Better-than-expected Q2 estimates hint at improved recovery prospects 

 

Brickwork Ratings, Mumbai, 14 December 2020: The better-than-expected second quarter (Q2) GDP estimate 

has raised the hopes of a faster recovery in the second half of the current fiscal (H2FY21). On 27 November 2020, 

the Ministry of Statistics and Programme Implementation (MOSPI) released Q2FY21 GDP data, wherein the 

contraction in the economy was estimated at a much lower 7.5%, compared with the 23.9% contraction in Q1FY21. 

With this, the contraction in H1FY21 stands at 15.7%.  

Although Q2 estimates have brought in some cheer in an otherwise gloomy scenario, the distress in economic 

activities caused by the lockdown has been sharp and is still continuing. With the lockdown being relaxed in 

phases, economic activities are slowly reaching pre-COVID levels, but are not completely there yet. The moderate 

recovery reported in some high-frequency indicators recently is also largely attributed to pent-up demand, but if 

the recovery sustains, the H2FY21 is likely to witness positive growth. 

Agriculture sector a bright spot; recovery in services to likely be delayed 

The agricultural sector, as expected, will continue to drive the growth momentum in the remaining part of the 

fiscal. Our earlier projections on agricultural growth were almost close to the CSO’s estimates, and in the 

subsequent quarters also, we believe the growth rates will continue to be better than those recorded last year, 

despite the high base effect.  

It is evident that the COVID-19 impact on both the industry and services sectors was the severest in Q1, but with 

the gradual easing of the lockdown, industrial activities reported a marked improvement in Q2. Contractions 

slowed down considerably in Q2, with the manufacturing sector reporting positive growth after a span of three 

quarters. 

The contraction in services was the severest. Social distancing measures are likely to constrain the recovery 

process in this sector, particularly in the trade, hotels, transport and communication services (For more detailed 

analysis of sectors please refer Annexure on page no 3). 

The government and RBI policy responses through measures such as lowering interest rates, offering credit 

guarantees and liquidity boosting measures, restructuring loans and providing the moratorium have helped the 

financial sector and manufacturing industries manage financial stress and other constraints better. However, 

given the stressed fiscal situation, wherein the centre’s fiscal deficit is likely to be at 7%-8% of the GDP, the 

prospects of a proactive intervention by the central and state governments does not look optimistic. Given the 

elevated inflation level, any additional monetary easing by the RBI will also entail high risk and therefore, will be 

constrained.  
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Growth outlook 

A sharp and unprecedented economic contraction was witnessed in Q1, and hence, a 7.5% contraction in Q2 

brought in some optimism on recovery, although uncertainties still persist on account of a possibility of the second 

wave of the pandemic. Additionally, the possibility of finding an effective vaccine adds to the confidence. Along 

with a steady recovery, the lower base effect is likely to be favourable. Furthermore, if there are some proactive 

government actions through stimulus measures, the growth contractions could also be marginally lower than 

these estimates. At the same time, downside risks to these estimates have also not been ruled out as these 

estimates may undergo- downward revisions, given the difficulties in securing real-time data, particularly that 

related to the unorganised sector, which was severely impacted during the lockdown period.   

Based on the latest growth indicators and Q2 GDP numbers, we have revised upwards our GDP projections for 

FY21 at -7% to -7.5% from our earlier estimates of -9.5%. We continue to project that the contraction will remain 

in Q3, although at a lower rate of around -3% to -3.2%, and growth is most likely to turn positive in Q4. 

 

GDP Outlook for 2020-21 at constant prices 

Economic Activity Q1 Q2   Q3  Full Fiscal 

Agriculture, forestry and fishing 3.4% 3.4% 4.0% 4.0% 

Industry -38.1% -2.1% 0.0% -8.5% 

Mining and quarrying -23.3% -9.1% -5.0% -7.5% 
Manufacturing -39.3% 0.6% 2.0% -7.5% 
Electricity, gas, water supply and other utility services -7.0% 4.4% 4.4% 1.5% 
Construction -50.3% -8.6% -4.0% -14.0% 

Services -20.6% -11.4% -6.8% -9.1% 

Trade, hotels, transport, storage and communication -47.0% -15.6% -11.0% -19.0% 
Financial services, real estate and professional services -5.3% -8.1% -3.0% -3.0% 
Public administration, defence and other services -10.3% -12.2% -6.0% -5.0% 

Gross Value Added -22.8% -7.0% -2.5 to -2.8% -6.5 to -7.0% 

Gross Domestic Product -23.9% -7.5% -3.0 to -3.2% -7.0 to -7.5% 

Note: Data on GVA and GDP estimates for Q1 and Q2 2020-21 are provisional estimates by MOSPI, and Q3 and full 
fiscal 2020-21 growth estimates are by BWR. 
Source: MOSPI, CSO and BWR Research 
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Annexure: The detailed analysis of various sectors of the economy is presented below, along with BWR’s estimates on 
the growth outlook for each sector for Q3FY21 and full fiscal 2021 

 Economic 
Activity 

CSO 
Estimates 

BWR Projections 
Assumptions 

H1 FY20 Q3FY21 2020-21 

Gross Domestic Product 
(GDP) 

-15.7% -3 to -
3.2% 

-7 to -
7.5% 

We project the real GDP to shrink by 7 to 7.5% in FY21 over FY20 with the 
expectation of a pick-up in economic activity in Q4FY21.  

I Agriculture, 
forestry and 
fishing 

3.4% 4.0% 4.0% The resilient rural economy and normal monsoon this year augur well for a 
better farm output, and a record crop area and sowing area under Kharif 
crops reflects no negative impact of COVID-19 on the progress of agricultural 
activity. 

  •         The acreage under Rabi cultivation is reported to be substantially higher, 
particularly in high-value crops such as pulses, and with sufficient water storage 
in the reservoirs, we can expect another good year of agricultural growth. 

•         Unlocking economy helped mitigate the losses incurred due to logistic 
issues, and hence horticulture, poultry, fishing and aquaculture activities may 
pick up faster. 

II Industry -20.5% 0.0% -8.5% The industrial sector is likely to turn positive in H2FY21; however, for the 
year, the contraction in the sector will be substantial due to a very high 
negative growth rate in Q1. 

  Mining and 
quarrying 

-17.2% -5.0% -7.5% •         Due to a lack of demand and sustained COVID-19 infections, mining and 
quarrying activities may take time to return to normalcy. 

  Manufacturing -19.4% 2.0% -7.5% •         With continued relaxations, and liquidity and restructuring support, 
manufacturing industries have overcome their challenges to some extent and 
kickstart business operations. Demand and new orders are likely to sustain in 
H2FY21. 

  Electricity, gas, 
water supply and 
other utility 
services 

-1.4% 4.4% 1.5% 
•         With the lockdown being eased in phases and manufacturing activities 
resuming operations, electricity generation and consumption has increased 
significantly since September, reflecting demand.  

  Construction -30.2% -4.0% -14.0% •         The construction sector is most likely still suffering from a lack of 
demand, given the loss in income. Moreover, the cut in the government’s 
spending on infrastructure and real estate business are stalling the recovery 
process. 

III Services -15.9% -6.8% -9.1% The services sector is expected to witness serious financial stress and a delay 
in recovery; demand and supply compression may continue in the near term. 

  Trade, hotels, 
transport, storage 
and 
communication 

-31.5% -11.0% -19.0% •         The sector is not likely to revive much due to continued social distancing 
measures and safety concerns. Except telecom services, all other services have 
been severely hit by the pandemic; travel and tourism activities may take 
longer time to recoup.  

  •         The partial relaxation in the movement of public transport, aviation and 
hospitality may only help the sector minimise contraction.  

  Financial services, 
real estate and 
professional 
services 

-6.8% -3.0% -3.0% •         The digitisation of commerce and business operations has been 
gathering pace; hence, financial services may report a relatively lesser 
contraction compared with other services. 

  •         Mounting NPAs and the lack of demand for credit from certain sectors, 
and overall risk aversion among lenders may create serious asset-liability 
mismatches. Measures such as the moratorium and Kamath Committee 
recommendations on loan restructuring will likely provide interim relief to 
borrowers and only prolong the asset quality deterioration risk. 

  Public 
administration, 
defence and other 
services 

-11.3% -6.0% -5.0% 
•         Since most essential services fall under this; the contraction in this 
sector may ease, but the lower government spending would have an adverse 
impact.  

  Gross Value 
Added (GVA) 
I+II+III 

-14.9% -2.5 to -
2.8% 

-6.5 to -
7.0% 

With the lockdown being mostly relaxed across the country, most sectors 
have started resuming activity, and there is an expectation of faster recovery 
in growth. The agriculture sector has continued to drive the growth 
momentum, but with the substantial damage caused in the H1FY21, we 
continue to expect a fall in gross value added, but at a lower magnitude than 
expected earlier. 

Note: Data on GVA and GDP estimates for H1 2020-21 is provisional and 2020-21 growth estimates are by BWR 
 Source: MOSPI, CSO and BWR Research  
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ABOUT BRICKWORK RATINGS 

Brickwork Ratings is India’s home-grown credit rating agency built with superior analytical prowess from industry’s most experienced credit 
analysts, bankers and regulators.  
Established in 2007, Brickwork Ratings aims to provide reliable credit ratings by creating new standards for assessing risk and by offering 
accurate and transparent ratings. Brickwork Ratings provides investors and lenders timely and in-depth research across the Structured 
Finance, Public Finance, Financial Guaranty, Financial Institutions, Project Finance and Corporate sectors.  
Brickwork Ratings has employed over 350 credit analysts and credit market professionals across 8 offices in India. Our experienced analysts 
have published over 12,000 ratings across asset classes.  
Brickwork Ratings is committed to provide the investment community with the products and services needed to make informed investment 
decisions. Brickwork Ratings is a registered credit rating agency by Securities and Exchange Board of India (SEBI) and a recognised external 
credit assessment agency (ECAI) by Reserve Bank of India (RBI) to carry out credit ratings in India.  
Brickwork Ratings is promoted by Canara Bank, India’s leading public sector bank. More on Canara Bank available at www.canarabank.co.in   
 

 
DISCLAIMER 
Copyright ©2020 by Brickwork Ratings India Pvt Ltd., 3rd Floor, Raj Alkaa Park, 29/3 & 32/2, Bannerghatta Main Rd, Kalena Agrahara, 

Bengaluru, Karnataka 560076.Telephone: +91 80 4040 9940.  Fax: +91 80 4040 9941. Reproduction or retransmission in whole or in part is 
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