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Brickwork Ratings expects economy to contract by 9.5% in 2020-21  

Prolonged pandemic crisis may lead to slow recovery process 

Brickwork Ratings, Mumbai, 21 September 2020: The FY21 first quarter (Q1) GDP estimate released on 31 August 

2020 by the Ministry of Statistics and Programme Implementation (MOSPI) clearly depicts the distress in economic 

activities caused by the lockdown that was implemented in response to the pandemic outbreak. For the first time, 

the economy has witnessed such a drastic contraction in the quarterly GDP. The grave concern is that these 

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

that related to the unorganised sector, which was severely impacted due to various pandemic-related restrictions 

in the most part of the first quarter.   

Despite the gradual relaxation of the lockdown, economic activities are still not back to pre-Covid levels. The slight 

recovery reported by some high-frequency indicators since June is largely attributed to pent-up demand, and the 

informal sector continues to struggle through supply chain disruptions and a contraction in demand.   

The performance of the agriculture sector, as expected, was the only bright spot, with 3.4% growth in Q1. We 

continue to believe that the farm sector will report better growth in the subsequent quarters, supported by 

normal rainfall and resilient rural economic activity. Record crop area and sowing area under Kharif crops so far 

bodes well for Kharif output, reflecting no negative impact of COVID-19 on the progress of agriculture activity.  

With most reservoirs filled to capacity, Rabi output too is likely to be better. 

It is evident that the impact of Covid-19 on both industry and services sectors is the most severe in Q1. Almost all 

the major sub-sectors reported contractions of various magnitudes, with construction, manufacturing and trade, 

hotels and transport having been hit the hardest. In the services sector, even public administration showed a 

contraction of 10.3%, compared with 7.3% positive growth in the Q1 of FY20. The contraction in some services is 

large, and as these continue to be under restricted functioning, the improvement in the coming quarters will be 

staggered.  

The economy has certainly entered a recessionary phase as the FY 21Q2 GDP is also most likely to be negative.  

We, however, expect the pace of contraction may be lower in Q2, with the gradual lifting of the lockdown in areas 

and sectors likely to improve economic activity. Some indicators such as the manufacturing PMI, consumer non-

durables, and two- and three-wheeler sales strengthen the signs of resumption, but sustained recovery holds key 

for the prospects for third and fourth quarter GDP estimates. Given the rising Covid positive cases in the major 

hubs of the country, which is hindering the recovery process, we expect the Q2FY21 GDP to shrink by ~13.5% (see 

Annexure on the page number 3 and 4 for details). 

The policy response thus far, will hopefully will improve gradually if the pandemic situation subsides. Liquidity 

boosting measures, the restructuring of loans, moratorium, and so on have helped the financial sector to manage 

the stress to some extent, but industries are still facing labour, financial and other constraints. The current level 
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of inflation is also not helping the RBI ease policy rates further, and past rate cuts may only help in the medium 

term. Both the RBI and government have announced enough supply-side measures, but the time is opportune for 

more demand-side stimulus.  

Given the stressed fiscal situation wherein the centre’s fiscal deficit is likely to breach 7% of the GDP, proactive 

intervention by the central and state governments is also not expected. As the implementation of social distancing 

measures continues with a partial lockdown in the major hubs of the country, the recovery process will be 

prolonged. We could expect economic activities reaching the 2019-20 level only in the last quarter of this fiscal, 

taking cues from the government’s measures materialising through a pick-up in credit and an improvement in 

demand. Of course, the picture can change somewhat if the government decides to pump-in fiscal stimulus and 

speed-up other reforms such as accelerating the disinvestment process to use the proceeds for public investment 

and divestment in public sector banks, along with using the proceeds to recapitalise them, besides their 

governance reforms on the lines recommended by the Nayak Committee.  

The economic contraction has been sharp and unprecedented, and substantial downward revisions in Q1 

estimates is likely.  With the expectation of a continued contraction in the GDP for Q2 and Q3, coupled with 

prevailing uncertainty over the pandemic peak in the absence of a vaccine, pessimism pervades on the economic 

front. There are no prospects of a V-shaped recovery, and we revise our full-year GDP estimates for FY21 to -9.5% 

from the earlier estimates of -5.5%.   
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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 Q2 FY 21 and full fiscal 2020-21: 

Annexure: Expected Impact of Lockdown on the Major Sectors of the Economy and GDP Outlook for 2020-21 at constant prices 

S No 
Economic 
Activity 

CSO 
estimates 

BWR 
Projections 

Assumptions 
Q1 FY20 Q2 

FY21 
2020-

21 

I Agriculture, 
forestry and 
fishing 

3.4% 3.5% 4.5% Resilient rural economy and normal monsoon so far augur well for better farm output, but 
spreading Coronavirus infections to rural areas could be a dampener. 

340.0% • Record crop area and sowing area under Kharif crops so far reflects no negative impact 
of COVID-19 on the progress of agriculture activity. 

• Unlocking economy is likely to mitigate the loss due to logistic issues and a fall in 

exports, and help horticulture, poultry, fishing and aquaculture. 

II Industry -38.1% -18.0% -15.0% The industrial sector may take long to recuperate from the production disruption caused 
by the lockdown, and the pandemic getting prolonged could exacerbate the situation. 

Mining and 
quarrying 

-23.3% -12.0% -5.0% • Mining operations (coking coal, iron ore mining or the production of steel and 

ferroalloys) come under essential industrial items as supply-critical raw material for 

steel making. Despite continued mining activities, the lack of demand due to the 

economic distress could lead the sector to report de-growth. 

Manufacturing -39.3% -20.0% -17.0% • Restarting manufacturing industries post-lockdown is a big challenge as small and 

medium industries are likely to face labour shortages in addition to many other 

operating issues.  

• Many factories that were shut completely for at least one month have resumed 

operations only partially with a 25% capacity.  

• Following instructions by the union home ministry to exercise due precaution and 

social distancing measures to combat the spread of Covid-19 may be a difficult task for 

labour-intensive manufacturing companies. 

• With mounting losses due to lower production and demand, the contraction in the 

manufacturing sector is likely to be huge, and the irony is that they account for a large 

part of domestic economic activities. 

Electricity, gas, 
water supply 
and other utility 
services 

-7.0% -3.0% -5.0% • With manufacturing activities at a standstill, electricity consumption contracted 

significantly in April.  

• Post the relaxation in the lockdown, there is some resumption in demand, but only 

marginally. 

Construction -50.3% -20.0% -17.0% • The construction sector most likely to suffer from a lack of demand, given the fall in 

income and also the shortage of labour. 

• The construction sector largely depends on governments spending on infrastructure 

and real estate business.  Capital expenditure is likely to go down this fiscal due to 

fiscal constraints. 
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S No 
Economic 
Activity 

CSO 
estimates 

BWR 
Projections 

Assumptions 
Q1 FY20 Q2 

FY21 
2020-

21 

III Services -20.6% -12.9% -8.4% The services sector is expected to deal with serious financial stress and delay in recovery; 
demand and supply compression may continue in the near term. 

Trade, hotels, 
transport, 
storage and 
communication 

-47.0% -30.0% -17.0% • Except telecom services, all other services have been severely hit by the pandemic.  

• The suspension of the transportation of non-essential services and complete shutdown 

of aviation and hospitality since March have created irreversible losses.  

• People are unlikely to undertake leisure travel for considerable time; hence, travel and 

tourism activities may take longer time to recoup, at least until the pandemic situation 

subsides, and a delay in the invention of a vaccine would further delay the sectors’ 

normal operations. The hospitality sector will be the worst-hit during the transition. 

Financial 
services, real 
estate and 
professional 
services 

-5.3% -5.0% -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. However, they may take time to adapt to new business models. 

• 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 provide interim relief to borrowers and only elongate the asset quality 

deterioration risk. 

Public 
administration, 
defence and 
other services 

-10.3% -5.0% -5.0% • The strained fiscal situation may lead to curtailed government expenditure. However, 

essential services fall under this; hence, these may witness limited contraction.  

Gross Value 
Added (GVA) 

-22.8% -12.6% -8.5% • Except agriculture, all other sectors are likely to contract in Q2, with a gradual 

improvement in some sectors from the current level. The severity and longevity of 

the pandemic is still uncertain; hence, we expect a fall in gross value added, 

considering the FY21 Q1 is showing a severe contraction 

Gross Domestic 
Product (GDP) 

-23.9% -13.5% -9.5% With the real GVA estimated to contract by 8.5% in 2020-21, we project the real GDP to 
shrink by 9.5% due to a huge shortage in net indirect taxes. 

 
 
Note: Data on GVA and GDP estimates for Q1 2020-21 is provisional and 2020-21 growth estimates is 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 experi enced 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   
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