Pessimistic GDP Estimates Underline Urgency of Reforms
Brickwork Ratings, Bangalore, 3rd September 2019:
The first quarter estimate of GDP for the current fiscal has been much below the market expectations. The
market had expected at least 5.5 per cent GDP growth and the growth at 5 per cent comes as a shocking
disappointment. The growth rate in the first quarter of 2018-19 was 8 per cent and the growth in the previous
quarter was 5.8 per cent. The GVA figure at 4.9 per cent is sub 5 per cent and this has not been seen for more
than five years. With this, it is time for all to rework the GDP estimate downwards for the year as the prospect
is not likely to be very different in the next quarter as well.
The poor growth performance comes in the wake of very low growth in manufacturing GVA which has
registered the growth at barely 0.6 per cent as compared to 12.1 per cent in the first quarter of last year and
3.1 per cent in the previous quarter. In fact, such a poor manufacturing growth has not been seen for a long
time. The Construction sector too has shown a much lower growth at 5.7 per cent in this quarter as compared
to 9.6 per cent in the corresponding quarter last year. Interestingly, the quarterly growth of public
administration and defence at 8.5 per cent was higher than in the corresponding quarter last year by one
percentage point. On the expenditure side, much of the slowdown has happened in the private consumer
expenditure and gross domestic capital formation. The government expenditure has actually shown a marginal
increase both in current and constant prices and exports have maintained a constant share to GDP.
The disappointing growth in the first quarter presents serious doubts on the possibility of the economy to grow
at 7 per cent or 6.9 per cent projected in the Economic Survey and the Reserve Bank of India. The indicators
are that the second quarter too may not see any significant improvement, hence the full year growth is likely
to be around 6.5% - lower than the growth projected by Economic Survey or RBI.
The pessimistic growth estimate is clearly a wakeup call to fast track the reform process because the slowdown
is much more than what is claimed as cyclical. Structural reforms have to be immediately unleashed. The
government has done well to announce the consolidation and recapitalisation of banks, and has also
announced some governance reforms in the banking system. Although the customers may not see much
disruption, the governance of the banks will take time to adjust to the consolidation process and hopefully this
will not constrain lending. One of the fears is that there will be a lot of pressure on the Finance Minister now
to go slow on the fiscal constraint and loosen the purse to provide fiscal stimulus so that in the short run the
demand created by government spending can perk up the growth rate. It would be a short-sighted view to
forego the hard-earned consolidation. Indeed, the government spending should be increased substantially, but
this has to be financed from the proceeds of disinvestment. The time is ripe for the government to undertake
substantial disinvestment and spend the proceeds in creating infrastructure. It is said that ‘crisis is the mother
of reforms’, and the government should use this opportunity to reform the factor markets – particularly land
and labour markets. Hopefully, there will be a flurry of reform initiatives in the coming days and weeks.
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