
ADBI Working Paper 164  Kumar and Vashisht 

Table 4: Quarterly Year-on-Year Growth Rate of Services Exports 

 Q3 2007–08 Q3 2008–09 Q4 2008–09 
Services 34.0 5.9 -6.6 
 Travel 11.6 -13.9 -25.9 
 Transportation 21.0 -8.1 -7.9 
 Insurance 19.4 -21.5 -28.5 
 G.n.i.e. 11.5 7.8 3.8 
 Miscellaneous, of which 40.9 1.5 -2.1 

Software Services 41.3 19.5 -12.7 
Business Services 17.4 -12.6 -15.1 
Financial Services 34.2 0.8 -13.5 

G.n.i.e. = Government not included elsewhere. 

Source: Reserve Bank of India (2009c). 

Though exports of both goods and services still account for only about 22% of the Indian 
GDP, their multiplier effect for economic activity is quite large as the import content is not 
high, unlike Chinese exports. This is reflected in the manufacturing sector output 
experiencing a sharp slowdown in recent months, during which exports have also shown 
a decline. The index of manufacturing sector output (Manufacturing IIP), which had 
grown at 9.6% during FY2007–2008 and by 5.3% in the first half of FY2008–2009, 
slowed down to 0.5% in the third quarter and further to -0.16% in the fourth quarter of 
FY2008–2009. Therefore, the export slump is expected to have a significant impact on 
GDP growth in the coming period. 

The third transmission channel is the exchange rate. With the outflow of portfolio 
investments and higher foreign exchange demand by Indian entrepreneurs who are 
seeking to replace external commercial borrowing by domestic financing, the Indian 
rupee has come under pressure. During last 12 months (from April 2008 to March 2009) 
the Indian rupee has tumbled by 27% vis-à-vis the US dollar. At the same time, foreign 
exchange reserves have also fallen by US$60 billion 10  (Figure 15). However, with 
foreign exchange reserves remaining at 110% of total external debt at the end of 
December 2008, investment sentiments should not be unduly affected in the near term. 
The nearly 25% depreciation in the Indian rupee’s exchange rate has partially nullified 
the benefits from the decline in global oil and gas prices and has increased the cost of 
commercial borrowings. The weaker Indian rupee should, however, encourage exporters 
and it is possible that with imports declining as sharply as exports that the country’s 
trade deficit may actually improve in the short run. Additionally, the external sector 
balance may remain stable and not pose any major policy issue.  

                                                 
10 Here it should be noted that around 63% of decline in foreign exchange reserve can be attributed to 

valuation, hence the actual decline in reserves is just around US$20 billion. 
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