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Figure 15: Indian Foreign Exchange Reserves (FER) and Exchange Rate 
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Source: Reserve Bank of India-Weekly Statistical Supplements- Extracts. 
Available: http://www.rbi.org.in/scripts/BS_ViewWSSExtract.aspx (accessed 30 June 2009) 

                                                

The timing of the external shock arising from the global economic downturn has been 
rather unfortunate. The Indian economy was already in the middle of a policy-induced 
slowdown and the crisis has further aggravated it. The impact of the global crisis on the 
real economy became evident in the third quarter of FY2008–2009, belying the optimistic 
official pronouncements and expectations of some economists, 11  when the Indian 
economy registered a modest growth rate of 5.3%, 12  significantly lower than 8.9% 
achieved in the corresponding period in FY2007–2008, and after having achieved a 
7.8% growth in GDP in the first half of FY2008–2009. At the sectoral level, robust growth 
in community, social, and personal services (22.5%) and financial, real estate, and 
business services (8.3%) enabled the services sector to maintain healthy growth despite 
the sharp decline in trade, hotel, transportation, and communication services. The 
secondary sector in general and the manufacturing sector in particular performed 
extremely badly. In the wake of a decline in domestic and export demand, the 
manufacturing sector witnessed a moderate growth of 0.9%, while growth in construction 
slowed down significantly from 9.7% to 4.2%. 

However, estimates for economic growth in the final quarter of FY2008–2009 (from 
January to March 2009) have pegged the growth at 5.8% and the full year’s GDP growth 
at 6.7%. These is sharply lower than the average GDP growth of 8.9% during the 
previous four years (from FY2004–2005 to FY2007–2008) and also lower than 7.1%, 
which was the official estimate announced at the time of the interim budget in February 
2009. The key question is whether the 5.8% growth in the fourth quarter of FY2008–

 
11 Until September 2008, a few economists, along with some forecasting agencies, were projecting a very 

healthy growth rate for the financial year 2008–09. During a seminar organized by ICRIER on 19 
September 2008, Dr. Surjit Bhalla predicted that India would grow by 9.0% while in the same seminar 
Mahesh Vayas of CMIE projected a growth rate of 9.4%. 

12 Recently the growth rate for third quarter has been revised from 5.3% to 5.8% 
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