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ABSTRACT 

India’s growth slowdown technical term is reunion.   Recession is the outcome of 
5gw monetary and fiscal policies aimed at controlling Inflation. A recession is defined in 
economics as three quarters in Contraction in GDP. This is the third  instance of are 
economic slowdown for India in the decade after the ones that began in June 2008 and  
march 2011 .The crisis brewing within the Indian economy has gained unanimous 
acceptance by now. Even the latest annual report of the RBI for the fiscal year 2018-19 
confirmed that the Indian economy has indeed hit a rough patch. The GDP growth rate of 
the economy has slipped to 5 per cent in the first quarter of FY20, the lowest in over six 
years. This is an indication of tougher times ahead. Be it the recent collapse of the 
automobile sector or the rising. The technical term for the same is growth recession. A 
recession is defined in economics as three consecutive quarters of contraction in GDP. But 
since India is a large developing economy, contraction is a rarity.  The last instance of 
negative growth for India was in 1979. A growth recession is more commonplace where the 
economy continues to grow but at a slower pace than usual for a sustained period, what 
India has been facing nowadays. 
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I. INTRODUCTION 

The growth of the Indian economy had been predominated by consumption 
inclusive of both -- Private Final Consumption Expenditure (PFCE) as well as the 
Government Final Consumption Expenditure (GFCE). Over the last five years, the total 
consumption expenditure by Indian households had accelerated with an average growth rate 
of 7.8 per cent compared to an average of 6.1 per cent in 2011-14. But the recent sharp fall 
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in PFCE in the June quarter to 3.1 per cent compared to 7.2 per cent in the March. That 
being said, any fall in consumption expenditure, as and when it would happen, would 
escalate the crisis even more. If consumption spending falls, then output and employment 
levels also fall since consumption expenditure directly impacts the other two. As a 
consequence, the economy would stagnate, and prices deflate. Lower prices, if unable to 
recover the costs, would halt the operations of any firm and would initiate the layoff 
process. This, in turn, reduces earnings further.  

In addition, another major component of India's GDP is investment, induced by 
both -- private and government sectors. It has been a key driver of growth since the 
liberalization of 1991. Though gross fixed capital formation (GFCF), the main constituent 
of investment in the economy, increased, yet its contribution to growth fell by 6.2 
percentage points in 2014-19 than in 2011-14. The slackening of investment lowers the level 
of infrastructure development, causes hesitation in creating small businesses, stops 
entrepreneurs from investing in research and development, and thus stagnates technological 
development. Capital Investments are long-term gains that generate profitability for many 
years by improving operational efficiency and boosting innovation. It goes without saying 
that for holistic growth of the economy and to gain competitive edge over others, the 
economy must innovate. 

In addition to these factors, the slump in the economy is also affected by the 
various exogenous factors. A leading dampener is the US-China trade war, which has 
intensified over time and has contracted world trade and, in turn, Indian exports. Also, high 
rates of GST, liquidity crisis in NBFCs, and shift in the behavioral pattern of the workforce 
due to the entry of young people has discouraged savings. When people save less in the 
economy, it leaves less money for investments. Recession can be short-lived if corrective 
actions are taken immediately, failure of which can have a prolonged effect on the health of 
an economy. Amidst the news of slowdown, rise in FDI inflows from $12.7bn (FY19) to 
$16.3 bn (Q1 FY20) brought respite for the government. In a welcoming move, government 
revised GST for the automobile sector, opened up FDI in contract manufacturing sector 
and even announced the recapitalization of the banking sector. Together with these, it 
should also focus on. Optimum utilization of funds granted by RBI and direct them to 
boost investment in the economy both infrastructural and research investment. Further, 
structural shifts over the long run can be achieved through tapping into the health and 
education sectors that long for quality improvements. Only such long-lasting structural 
changes can improve the growth potential of the Indian economy and deter the possibility 
of three slowdowns within the short span of a decade. 
 
Public Spending's Crowding-Out Effect Short-Term in India 

There is a clamor for increased government spending to give a thrust to the slowing 
Indian economy and spur private investment that has historically helped GDP grow faster 
than public investment. But public investment always comes with the risk of crowding out 
of private investment. 

A recent study, however, shows that crowding out effect is usually short-term and 
there is crowding-in and an increase in private investment in the long run if public 
investment is increased in infrastructure, with lesser allocation to non-infrastructure 
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segments such as industrial and commercial activities that directly compete with private 
enterprises. 
 
Shock Investment Therapy Adjusts in 6 Years  

It is evident that a given shock* in growth of public investment in infrastructure has 
a negative impact on growth of private investment. Impact of the shock peaks in the second 
year and gradually dies out by sixth year. This suggests that it takes about six years for 
growth of private investment to adjust to the equilibrium following the shock. This shows 
that in the short-run, infrastructure component of public investment has a crowding-out 
effect on the growth of private investment. 
 
Infra Investment’s Impact Varies 

The effect of infrastructure investment on private investment is not uniform over 
the years. This means that when there is an increase in infrastructure investment of the 
public sector, immediately it draws down resources available for the private sector. But once 
that public sector investment sets up the infrastructural facilities, the private sector starts up 
responding positively. 

 
 
Removing Supply-side Bottlenecks 

The study says supply-side bottlenecks have been at play rather the standard 
macroeconomic variables for recent slump in private investment. There is a large gap 
between the demand for and supply of infrastructure and the injection of private capital in 
key infrastructure sub-sectors has been slower than anticipated and public investment in 
infrastructure declined significantly in recent years. Consequently, there is stagnancy in 
infrastructure investment. 
 
A Short-run Negative Impact 

Using quarterly data in the post-reform years (1991 onwards), the study shows that 
increasing overall public investment (both infrastructure and non-infrastructure) also has a 
negative effect on private investment in the short run. Such negative effect turns to be 
positive in the medium term. The main explanation is that a rise in public investment raises 
government expenditure which drives the fiscal deficit, which is mainly financed by 
domestic borrowing from private sector. This, in turn, reduces availability of funds for 
private investors. 
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Moving Away from Non-infra Public Investment 
The study suggests policymakers to reduce public investment in relatively 

unproductive components of non-infrastructure, which continue to dominate over its 
infrastructure component. It says the government should reduce investment in sectors that 
compete directly with the private sector to boost growth. 

ICRA expects Budget to focus on power discoms, RE and gas plants revival Credit 
rating agency ICRA on Wednesday said it expects Union Budget for FY21 to continue focus 
on measures for power distribution network strengthening and renewables. The agency said 
it expects higher budgetary allocation to strengthen power distribution infrastructure to 
enable improvement in operating efficiencies of state-owned distribution utilities. Measures 
to revive power distribution segment are also expected, given the weak finances of discoms 
and their large over dues to the power gene ration segment. 

Support measures to revive stranded, gas-based power projects, augmenting 
availability of financing avenues for renewable projects and expediting green energy 
corridors are also on the demand list. The agency said in a statement that progress in 
improving the financial profile of discoms as envisaged under the earlier UDAY scheme has 
remained slow, as tariff revisions across most states has remained inadequate. Further, with 
higher subsidy dependence, the discoms booked losses, showing an uptren d in FY2020 at 
an all-India level.  

This is also reflected by their large overdue payments towards power generation 
entities. “In this context, ICRA expects announcement of policy measures to incentivise the 
power distribution segment including higher budgetary allocation for strengthening the 
distribution infrastructure to enable an improvement in the operating efficiencies of 
discoms,” the statement said. 

Nonetheless, timely implementation of such capex by discoms to curtail 
inefficiencies in line with regulatory targets, remains important. In addition, the adequacy of 
tariff as well as timely and adequate subsidy support from respective state governments to 
the discoms remains critical for ensuring the sustainable improvement in their financial 
position. 

In view of the policy target of 175 GW by FY2022, the strong focus on the RE 
sector and the challenges faced by IPPs in achieving financial closure for RE projects, ICRA 
expects announcement of measures to enable the availability of adequate financing avenues 
for such projects. 

Within the renewable segment, a significant push is thus required from both the 
Central and state governments to promote investments in the roof-top solar segment by 
providing incentives and an enabling regulatory framework to ensure the consistency and 
supportive net metering regulations as well as a single window approach to ensure 
procedural approvals. In addition, ICRA expects policy measures to revive the stranded, gas-
based projects similar to the scheme implemented earlier to operate these projects using 
imported R-LNG and subsidy support. Such gas-based projects can be used to meet peak 
power demand and as a balancing power source as well, given the rising share of renewable 
generation in the overall energy mix. 

Also, the execution of transmission network strengthening projects (both at intra-
state and inter-state levels) for evacuation of renewable must be accelerated, with higher 
budgetary allocation. This also requires a fast track approach by Central/state nodal agencies 
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as well as regulatory bodies for obtaining requisite approvals in a timely manner. Wind and 
solar power projects are likely to be concentrated in regions suitable for wind and solar 
power generation, respectively, while energy consumption is distributed across states, 
necessitating augmentation of the inter-state transmission network in a timely manner. 
Exports of goods & services have fallen since Q2 of 2018-19 fiscal to 1.9%, that means there 
has been no extended demand after having peaked at 8.1% in q1 of 18-19 the country’s 
GDP growth has persistently declined in the last few quarters. 
 
What happens when economic growth decreases 

Negative growth rates and economic contraction are also method by a decrease in 
real income, high unemployment, lower levels of industrial production and a decline in 
wholesale  in wholesale or retail sales may 9, 2019. 
 
Why is a decrease in GDP bad? 

Any reduction is customer spending will came a decrease in GDP. Customers spend 
more or less depending on their disposable income inflation, tax, rate and the level of 
household/ dept. way and the level of household debt way growth, for ex encourages more 
expensive purchases, leading to an increase in real GDP. 

Economic growth is the increase in inflation-adjusted market value of the goods 
and services produced by an economy over time. It is conventionally measured as the 
percent rate of increase in real gross domestic product, or real GDP. 

Growth is usually calculated in real terms – i.e., inflation adjusted terms – to 
eliminate the distorting effect of inflation on the price of goods produced. Measurement of 
economic growth uses national income accounting. Since economic growth is measured as 
the annual percent change of gross domestic product (GDP), it has all the advantages and 
drawbacks of that measure. The economic growth rates of nations are commonly compared 
using the ratio of the GDP to population or per-capita income. 

In addition to these factors, the slump in the economy is also affected by the 
various exogenous factors. A leading dampener is the US-China trade war, which has 
intensified over time and has contracted world trade and, in turn, in Indian exports. Also, 
high rates of GST, liquidity crisis in NBFCs, and shift in the behavioral pattern of the 
workforce due to the entry of young people has discouraged savings. When people save less 
in the economy, it leaves less money for investments. 

Recession can be short-lived if corrective actions are taken immediately, failure of 
which can have a prolonged effect on the health of a n economy. Amidst the news of 
slowdown, rise in FDI inflows from $12.7bn (FY19) to $16.3 bn (Q1 FY20) brought respite 
for the government. In a welcoming move, government revised GST for the automobile 
sector, opened up FDI in contract manufacture announced the recapitalization of the 
banking sector. 

The spurt in instances of job losses from automobile manufactures to biscuit 
makers has led to the general acceptance of the downturn. This is the third instance of an 
economic slowdown for India in the past decade after the ones that began in june 2008 and 
march 2011. The technical term for the same is growth recession. A recession is defined in 
economics as three consecutive quarters of contraction in GDP. But since India is a large 
developing economy, contraction a rarity. The last instance of negative growth for India was 
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in 1979. A growth recession is more common place where the economy continues to grow 
by at a slower pace than usual for sustained period, what India has been facing nowadays. 
Economic growth 5 percent in the previous quarter. This is the sixth straight drop in India’s 
quarterly GDP growth. Longest in 23 Years. The current slowdown is the third slowdown 
since 1996 (India’s quarterly GDP data is available from 1996) and will be the longest in the 
past 23 years if the next quarter’s GDP is worse than 4.5%. 

The current slowdown started in the first half of the last fiscal when India posted 
GDP growth of 7.95% in Q1 and 7% in Q2, Respectively. Eve since, India has posted 
successive decline in GDP growth. 6.58% (Q3FY19), 5.83 in (Q4FY19), 5% (Q1FY20) and 
4.5% (Q2FY2o) Been facing nowadays. 

The growth of the Indian economy had been predominated by consumption 
inclusive of both- Private final consumption Expenditure (PFCE) as well as the government 
final consumption Expenditure (GFCE). Over the last five years, the total consumption 
expenditure by Indian households had accelerated with an average growth rate of 7.8 
percent compared to an average of 6.1 percent in 2011-14. But the recent sharp fall in PFCE 
in the june quarter to 3.1 percent compared to 7.2 percent in the March quarter has 
significantly contributed to the recent slowdown. 

(GFCF), the main constituent of investment in the economy, increased, yet its 
contribution to growth fell by 6.2 percentage points in 2014-19 than in 2011-14. The 
slackening of investment lowers the level of infrastructure development, cause hesitation in 
creating small business, stop entrepreneurs from small business, stop entrepreneurs from 
investing in research and development, and thus stagnates technological development. 
Capital Investments are long-term gains that generate profitability for many years by 
improving operational efficiency and boosting innovation. It goes without saying that for 
holistic growth of the economy and to gain competitive edge over others, the economy must 
innovate. 
 

III. REVIEW OF LITERATURE 
The analysis, by Jagannath Mallick of State Bank Institute of Leadership, is based on 

annual investment data from FY1961 to FY2018 and quarterly data from Q1 of FY1996 to 
Q3 of FY1996 to Q3 of FY2018. 
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In early November 2019, Finance Minister Nirmala Sitaraman said: “It is too 

presumptive of me to say it [economic slowdown] has bottomed out, “ Fueling speculation 
that India’s economy is yet to see the worst of the ongoing downturn. 
|The rating agencies have corrected their forecast for the |Indian economy by as much as 
1.5% within a year, with Moody’s lowering India’s rating outlook to negative from the 
previously assigned outlook of stable. 

In December 2019, PN vijay, former BJP spokesperson said, “Everyone knows that 
there is a lack of demand in the economy and whatever Nirmala has done is on the supply 
side, She woke up too late and Sector, opened up FDI in contract manufacturing sector and 
even announced the recapitalization on the banking sector. Together with these, it should 
also focus on optimum utilization of funds granted by 
 
Shrinking up of GDP 
 
GDP Rate  
         2019 – 20   = 5 % 
         2018- 19     = 6.9% 
 
Indicators for fall in GDP unemployment  

Unemployment in India are caused by more basic Structural factors such as lack of 
capital, use of capital intensive Technology lack of access to land for agricultural household 
back Of infrastructure rapid growth of population resulting in large by annual increment in 
labour force year after year. 

 
Falling Real Income 

Real income is how much money by an core individual or entity makes after 
accounting for inflation. And the theoretically, when inflation is rising real income and 
purchasing Power fall by the amount. 

 
Falling Economic Activity 

Recession is a slowdown or a massive through Contraction in economic activities. A 
significant fall in spending generally leads to a recession. 

 
Less Sales 

The act of selling something the exchange of goods, Services, or property for 
money. The total amount of money that a business receives from selling goods or services 
an event or occasion during which a business sells goods or services. 
 
Less Manufacturing 

Manufacturing is the production of products for use or sale using and to be 
rebalanced to rely less on financial services and has actively promoted the manufacturing 
agenda. 

 
 



G. Aarthi 

 

   
 

26 

 Emperor International Journal of Finance and Management Research 

Emperor International Journal of Finance and Management 

Research 

Reasons for GDP contraction 

 Less savings  

 Financial stress among rural households sluggish job creation  

 Credit crunch among non-bank financial institutions major by  

 Providers of retail loans in recent years has exacerbated . 

 A massive monetary deceleration started in late 2016, spreading to manufacturing, 
housing, and big-ticket consumption. 

 The slowdown was of sufficient magnitude to impact services and employment 
growth. 

 Global central banks flipped from tightening to easing which is aiding the housing 
sector. 

 The ongoing employment slowdown poses a risk to an easing cycle that likely began 
too late. 

 The Indian economy is gripped by crisis: 

 GDP growth has slowed to below trend, 

 Industrial production has decelerated sharply alongside lackluster investment, 

 Twin deficits remain chronic, and 

 Inflationary pressures persist. 
 

IV. CONCLUSION 
India’s current economic slowdown reflects both cyclical and structural factors. A 

slowdown in the investment cycle, combined with supply constraints and a subdued external 
environment has caused growth to slow to below trend. With weak global demand for 
exports, India’s continued economic expansion will have to rely increasingly on domestic 
growth drivers. However, the pace of structural reforms has been slow due to political 
gridlock; after high-profile corruption scandals in recent years (notably the mis-selling of 
telecommunications licences in 2008), many key economic reforms have stalled as a result of 
slower government decision making. Further, in terms of policy response, the government 
faces a dilemma whereby high inflation have complicated the RBI’s management of the 
rupee while the twin deficits significantly limit the monetary space for more aggressive 
countercyclical policy measures. 
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