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Two leading indicators of industrial production – growth of 
Basic and Intermediate goods segments - have shown an 
appreciable acceleration in Q2/FY10. The fast pace of 
broad-based growth of industrial output indicates that it 
would sustain this growth in the next few quarters. 
 
Agriculture hit by poor rainfall 
The agricultural sector provides employment to over 60% 
of India’s labour force and contributes almost 20% to the 
GDP. The sectoral growth rates are low and volatile. While 
heavy reliance on rainfall leads to fluctuations in its per-
formance, low growth rates are also due to low land pro-
ductivity and inadequate infrastructure. A large part of the 
country saw deficient rainfall in CY09 and lower agricul-
tural production stoked food inflation in the countrysite. 
In FY10, the sector is expected to register negative 
growth.  
 

To improve sectoral performance, the government seeks 
to provide various incentives for private investors, such 
as better flow of credit and abolition of commodities 
transaction tax. However, poor implementation of pro-
nouncements remains a challenge.  
 
Lower input cost improves corporate performance  
Private companies were able to achieve profit growth of 
5.5% in Q1/FY10 despite low revenue growth owing to 
weak demand. Higher net profit margins (10.2% in 
Q1/FY09 vs. 9.7% in Q1/FY08) were a result of low input 
costs and a decline in interest payments. Slowdown in 
revenue was most pronounced for information technology 
and services industries. Aggregate sales of manufactur-
ing companies were also sluggish due to subdued de-
mand. The survey conducted by the RBI in November 
2009 indicates that profits for corporate sector will grow 
by 10% and 14.5% in FY10 and FY11, respectively. 
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Fiscal Policy 

 
Government finances expected to further worsen  
Starting FY05, the government took concerted efforts to 
restore fiscal discipline. The Fiscal Responsibility and 
Budget Management (FRBM) Act, which provided clear 
guidelines on fiscal sustainability, helped lower the fiscal 
deficit until FY08. The current global crisis however indi-
cated the need to increase government spending to boost 
aggregate demand. Therefore, the government sacrificed 
fiscal consolidation in the short term and took a more 
aggressive fiscal stance in terms of expenditure to an-
nounce two stimulus packages in the later part of FY09.  
 
Further, in early FY09, the government had made provi-
sions for several “off balance sheet” liabilities, including 
oil and fertilizer subsidies and a pay hike for civil ser-
vants. Consequently, expenditure as a percentage of GDP 
increased to 17.5% in FY09.  
 
Moreover, in FY09, revenue receipts declined to 10.5% of 
the GDP due to a decrease in imports and domestic 
sales. This led to a sudden increase in the fiscal deficit, 
which jumped from 3.3% of the GDP in FY07 to 8.0% and 
7.0% in FY08 and FY09, respectively. As per RBI, the 
deficit in FY10 is expected to be 6.8% of the GDP, fol-
lowed by 5.5% in FY11.  
 
Graph 4: Fiscal deficit (% of GDP) 
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The rising fiscal deficit led S&P to lower India’s long-term 
sovereign credit rating from stable to negative while re-

taining it at BBB- (the lowest rung of investment grade) in 
February 2009.  
 
However, the fiscal deficit is expected to decline to 5.5% 
in FY11 as the payments of salary arrears to government 
employees will be completed and revenue receipts are 
likely to increase due to an introduction of a national 
goods and services tax (GST) with effect from April 1, 
2010, which will replace an uneven rate structure across 
states, is on the cards. Moreover, with the introduction of 
investment-linked incentives instead of profit-linked ex-
emptions, and removal of a financial securities transac-
tion tax on the purchase of stocks and bonds would re-
duce the cost for private businesses and investors. This 
would improve tax compliance and contribute to revenue 
receipts. The revenue generated through disinvestment 
would further help in reducing the deficit. 
 
Stimulus package raises demand  
The government introduced fiscal stimulus packages in 
FY09 equivalent to 3.5% of the GDP, mainly in two 
phases. Unlike many advanced countries, the stimulus 
package primarily sought to increase aggregate demand 
rather than bail out ailing financial sector firms.  
 
The stimulus package included several measures such 
as: tax incentives for exporters, reduction in excise duty, 
liberalisation in external commercial borrowing norms, ex-
tension of credit to sectors severely affected by the 
global economic slowdown, increase in expenditure on in-
frastructure, and issuance of tax-free bonds by the India 
Infrastructure Finance Company Limited (IIFCL). Further, 
liquidity eased by a gradual reduction in the reserve ratio. 
 
The stimulus package had a positive impact as GDP 
growth improved to 7.9% in Q2/FY10 from around 6% in 
the preceding three quarters.  
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Monetary Policy 

 
Signals of a reversal in the monetary policy stance 
India’s monetary policy is an independent instrument of 
economic policy with a twin objective of maintaining a 
reasonable level of inflation and ensuring a healthy 
growth rate. The economic conditions dictate which objec-
tive gets emphasised at a given point in time.  
 
To address the post-Lehman crisis, the RBI followed an 
accommodative monetary policy, which included a de-
crease in policy rates, especially between October 2008 
and April 2009, and provision of liquidity to the tune of 
10.5% of the GDP. The RBI injected most of the liquidity 
in the economy via banks using conventional open mar-
ket operations and by unwinding of government securi-
ties. The reduction in the policy rates successfully 
brought down call money market rate from 10.6% in Sep-
tember 2008 to 3.3% in April 2009. 
 
Monetary policy has signalled a reversal in its accommo-
dative stance. In October 2009, the RBI maintained the 
repo rate and the reverse repo rate at 4.75% and 3.25%, 
respectively but raised the minimum proportion of depos-
its that banks are required to invest in government secu-
rities, and withdrew two special refinancing facilities 
which were introduced to stimulate economic growth. 
 
Graph 5: Policy rates 
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Food inflation – a cause for concern 
Headline inflation in India, as measured by y/y variation 
in the Wholesale price index (WPI), has tracked inflation 

trends globally in FY09. WPI inflation declined from a 
peak of 12.8% in August 2008 to 1.2% in March 2009. 
Thereafter, it gradually moderated and turned negative in 
June 2009, reflecting the high base effect due to sharp 
increases in oil and commodity prices from September 
2009. The build-up of price pressures became visible in 
FY10 due to firming oil prices and sharply increasing food 
prices, following which WPI inflation became positive. In 
September 2009, while WPI inflation stood at 1.3%, WPI 
excluding food category was -3.4%. Furthermore, the im-
pact of climbing food prices is reflected in high Consumer 
Price Index (CPI) inflation, which was in the range of 
11.6%- 11.9% from July to September 2009. 
 
Designing an appropriate exit strategy so as to rein in ris-
ing inflation without stifling growth will be the key chal-
lenge for the Indian monetary policy in the next year. Ac-
cording to Morgan Stanley, the RBI would raise the policy 
rates in January 2010 and if the economy revives better 
than expected, it is likely to hike the cash reserve ratio 
(CRR) and issue market stabilisation scheme (MSS) 
bonds. Moreover, it contends that a tighter monetary pol-
icy will normalise interest rates without impinging on the 
recovery of growth. 
 
Graph 6: WPI and CPI (% change) 
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External Trade 

 
Trade indicates recovery on the way 
India’s trade transactions manifest the impact of the 
global downturn. Its trade volume deteriorated as exports 
fell sharply from its peak growth of 40.2% y/y in August 
2008 to -12.4% in October of the same year. Although 
the export slump bottomed out in April 2009 with a 
33.2% decline, it continued to register negative growth 
until September 2009. With the global economy showing 
signs of recovery, exports grew by 2.6% in October 2009, 
after continually declining for a year. Similarly, imports 
decelerated during October-November 2008 before turn-
ing negative after a gap of seven years. This decline 
reached a maximum of -39.2% in May 2009. Since then, 
annual import growth has continued to remain negative 
due to tepid domestic demand, high base effect and rela-
tively cheaper crude oil price.  
 
Trade transactions as measured by exports declined by 
21.5% during January-October 2009 while imports fell by 
30.4% during the same period, resulting in a lower trade 
deficit. Although there was an increase in payments un-
der business and financial services category and net re-
mittances were positive during the period, it did not suffi-
ciently offset the deficit in merchandise trade, which re-
sulted in a current account deficit. 
 
Graph 7: Exports and imports (USD bn) 
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The World Economic Outlook (October 2009) published by 
the IMF projects that world GDP will grow by 3.7% and 
4.2% in CY10 and CY11, respectively and world trade 

volume will increase by 2.5% in CY10 after a contraction 
of 11.9% in CY09. This portends that India’s trade trans-
actions will increase next year. Moreover, NASSCOM pro-
jects that exports of software services will grow in the 
next few quarters, decreasing the current account deficit 
further.  
 
India back in favour 
Capital inflows, which had dried up at the onset of the 
global crisis, witnessed a revival as advanced financial 
markets deleveraged. Portfolio investment, mainly in the 
form of Foreign Institutional Investmentments (FII), Global 
Depository Receipts (GDR) and American Depository Re-
ceipts (ADR) saw an upsurge, resulting in a capital ac-
count surplus of USD 6.7bn in Q1/FY10. This saw the In-
dian rupee appreciating by about 6% in Q1/FY10 and a 
further 2% in Q2/FY10. The government and the RBI is 
keeping a close watch on currency and equity market 
movements, but have not intervened in the market so far. 
Moreover, better macroeconomic performance and in-
creasing confidence of global investors in emerging 
economies is likely to continue to enhance capital in-
flows.  
 
Graph 8: Capital flows (USD bn) 
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Foreign exchange reserves 
India is among the top 10 countries in the world in terms 
of official international reserves including foreign ex-
change, gold, SDRs and IMF reserve position. 
 



India in 2010 – Thematic Focus 

11 

Graph 9: Foreign exchange reserves2 (USD bn) 
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India’s foreign currency reserves are denominated in US 
dollars only, although foreign currency assets, which form 
a major part of the reserves, are also held in other major 
currencies such as Euro, Pound Sterling, Australian Dol-
lar, etc. In the last few years, forex reserves grew con-
tinuously until May 2008, but the reserves had declined 
to USD 252bn by March 2009 from USD 310bn in March 
2008. However, in the following quarter the reserves in-
creased by USD 13.2bn owing to valuation gains due to 
the depreciation of the US dollar against major curren-
cies. The reserves increased further on account of Spe-
cial Drawing Rights (SDRs) allotted by the IMF in August 
and September 2009 which pushed the level to USD 
285bn by October 2009. 
 
Graph 10: Foreign exchange reserves3 (USD bn) 
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2 As on September 2009 
3 Excluding Gold, SDRs, and reserve position with the IMF 

The Indian rupee (INR) appreciated by 6.2% to INR/USD 
46.74 in November 2009 from an average of INR/USD 
49.82 in November 2008. The appreciation is primarily 
driven by a flush of foreign currency inflows, particularly 
US dollar in the form of FII, FDI and via external commer-
cial borrowings (ECBs).   
 
Graph 11: Exchange rate movement 
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Financial markets 

 
Strong rally in equity market in 2009  
The equity market in India witnessed robust growth be-
tween CY06 and beginning of CY08 (S&P CNX Nifty index 
increased 121%) driven by strong inflow of foreign in-
vestment in the stock market. Foreign investors were at-
tracted to India owing to the following factors: strengthen-
ing of the rupee vs. the US dollar (making rupee assets 
cheap), strong growth of corporate earnings and emer-
gence of high-growth sectors such as telecom, power, 
real estate and construction. Further, the growth of the 
domestic mutual fund industry contributed to the growth 
of the equity market.  
 
Graph 12: Movement in S&P CNX Nifty Index 
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However, the market witnessed significant wealth erosion 
during Q4/FY08-Q4/FY09 due to the global financial cri-
sis as FIIs liquidated their investments in markets in 
emerging economies; Indian equity worth USD 19bn was 
sold by FIIs during the period. As a result, the Nifty index 
declined by 59%, from Januray 1, 2008 to 2,524 points 
in October 27, 2008 (its all-time low in two years).  
 
The rebound in the global economy coupled with strong 
liquidity and solid performance by Indian corporate sector 
and banks have led to a robust recovery of the bench-
mark index since March 2009 (91% vs. 103% for the 
Morgan Stanley Emerging Economy index). The rise of the 
equity market has been primarily driven by increased FII 
investments (USD 14.3bn between March-September 
2009). The primary beneficiaries of the growth are stocks 

in the banking, auto, capital goods, and consumer goods 
sectors. However, the Indian markets remain expensive, 
in terms of FY10 PE, relative to other emerging markets. 
 
The primary equity market has also witnessed increased 
activities after a lull due to the financial crisis. During 
April-September 2009, 26 companies raised USD 2.7bn 
through the equity market, with some initial public offer-
ings being oversubscribed by nearly 20 times.  
 
However, the equity market’s overdependence on FIIs is a 
cause of concern, particularly in the face of the global fi-
nancial crisis. In December 2009, the RBI reintroduced 
controls on foreign capital flows by setting an interest 
rate ceiling on ECBs and withdrawing the buy-back of for-
eign currency convertible bonds (FCCBs).  
 
Further, the rising share of participatory notes (PNs)4 in 
total FII investments (16.5% in October 2009 vs. 15.5% 
in August 2009) in recent months is disquieting, although 
it is far from its CY07 peak of 45%. (The government at 
this point intervened and banned the issuance of such 
instruments). 
 
Investors remain bullish on growth prospects of the eq-
uity market on the back of solid economic fundamentals 
of India, higher advance tax paid by major Indian corpo-
rates and banks, appreciation of the rupee vs. the US 
dollar, and the expected recovery of the global economy 
in CY10.  
 
The debt market has played an important role in support-
ing the financial growth of India. It is one of the largest in 
Asia and includes securities issued by the government, 
public sector undertakings, financial institutions, banks 
and corporates. The government securities (G-secs) mar-
ket is the largest among all these and provides the 
benchmark in determining interest rates in the country. 
 
Recently, short-term interest rates declined on the back 
of easy liquidity conditions in the money market, evident 

                                                       
4 PNs are off-shore derivative instruments issued by FIIs that allow unreg-

istered investors to buy securities in the Indian equity markets 
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from large absorption through reverse-repo transactions. 
Ample liquidity in the system has ensured higher transac-
tion volumes, particularly during July-September 2009. 
But, the yields on long-term government and corporate 
bonds have increased in anticipation of higher inflation.  
 
Fixed income markets: Increased trading volumes   
In the debt markets, issuance of certificates of deposits 
(CDs) and commercial paper (CP) picked up in 2009, re-
flecting the easing of liquidity conditions in the market. 
Companies dealing in leasing and finance, followed by 
manufacturing, are the major issuers of CP. Ample liquid-
ity in the market also facilitated government borrowings 
through Treasurey bonds; the government had completed 
74% of the budgeted borrowings till October 2009. But 
this impacted the interest rates on concerns of higher 
fiscal deficit. Though there is some moderation in short-
term rates, medium and long-term interest rates hard-
ened.  
 
Overall, the Indian financial market remained stable and 
is expected to support the growth momentum of the 
country’s economy. 
 
Reforms in the financial market underway 
In order to accelerate investments, the government plans 
to implement the following reforms.  
 
Mutual fund industry 
The mutual fund advisory committee has scrapped the 
entry load on mutual funds and mandated uniformity 
amongst all the classes of unit holders on account of exit 
load with effect from August 2009. Also, it has proposed 
a reduction in fund management fees from its current 
1.25%. 

Another development in the industry has been the com-
mencement of trading of open-ended mutual funds on the 
stock exchanges in December 2009. 
 
Insurance sector  
Even as the insurance sector was opened up for foreign 
participation almost a decade ago, they were neither al-
lowed to raise debt nor go public within the first 10 years 
of commencement of operations, which in turn raised the 
cost of funding. The government is working to relax these 
norms and pass the Insurance Amendment Bill, which pro-
poses to raise the FDI limit in the sector from 26% to 49%. 
 
Banking sector 
As a part of its disinvestment plan, the government in-
tends to reduce its stakes in state-controlled banks to 
33% and allow them to raise capital. Moreover, it plans to 
reduce its holding in the country’s largest public bank, 
the State Bank of India, to 51% from a current level of 
59.4%. 
 
Pension funds 
The Pension Fund Regulatory and Development Bill, which 
proposes to allow foreign investors to pick 26% stake in 
the pension sector, is awaiting approval of Parliament.  
 
Other measures 
Other reforms include liberalisation of sale of shares by 
Indian companies abroad through ADRs, relaxation in ECB 
norms and increase in public shareholding in listed com-
panies. The government has recently allowed Special 
Economic Zone (SEZ) developers to take the ECB route to 
fund infrastructure facilities and is likely to allow other 
sectors to acess the ECB window. It also intends to set 
up a dedicated Small and Medium Enterprise (SME) stock 
exchange to encourage investments in the SME sector.  
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Potential sectors for investment 

Infrastructure sector: Key focus area   
As the government recognises that adequate infrastruc-
ture is a necessary pre-condition for economic growth, in-
frastructure development is the focus of its 11th Five-Year 
Plan (2007-2012). An estimated USD 492bn would be 
spent in the five-year period, of which 30% is expected to 
be generated from the private sector.   
 
India faces an acute deficit of power  
The shortfall in power supply in India is evident as around 
50% of the households do not have access to power 
supply. Also, the country’s average power consumption is 
about 30% of the world’s average. To meet the shortfall, 
the government estimates that approximately USD 150bn 
will have to be pumped into the sector by CY12.  
Investment is required both for the addition of new facili-
ties as well as the renovation and modernisation of the 
existing ones. To meet the shortfall in power, the gov-
ernment plans to generate an additional 78,000 MW 
power by CY12. Altogether nine coal-based ultra mega 
power plants with a capacity of 4,000 MW each have 
been identified; of these four (three to Reliance Power 
and one to Tata Power) have already been awarded to 
private players.  
 
Improvement and expansion of transmission and distribu-
tion networks need to be taken up urgently. For this, an 
additional layout of 60,000 km of network lines for distri-
bution has been identified. In September 2009, the 
World Bank also announced an extension of loans worth 
USD 1bn to Powergrid in order to improve transmission 
systems by CY14-CY15.  
 
This apart, there are other incentives provided to inves-
tors, which include: 100% FDI for generation, transmis-
sion and distribution, 10-year tax holiday for power gen-
erators for the first 15 years of operation, and zero im-
port duty on capital goods for power projects with a gen-
erating capacity of more than 10,000 MW.  
 
Construction of roads prioritized  
With an estimated annual growth of 12-15% in passenger 
traffic and 15-18% in cargo traffic, there is a requirement 
of USD 60bn for development and improvement of road 

infrastructure. Public-private partnerships (PPPs) would 
play a dominant role in improving road infrastructure.  
 
Currently, Phases II, III and IV of the seven-phase Na-
tional Highway Development project are underway. Fur-
ther, a USD 5bn project on Design Build Finance and Op-
erate (DBFO) basis has been designed for six-lane na-
tional highway constructions over a stretch of 6,500 km. 
This apart, the government plans to spend a major chunk 
of the USD 40bn Bharat Nirman Program on rural roads. 
Other initiatives taken up to promote private participation 
include 10-year tax exemption and 100% FDI through 
automatic route. 
 
Development of sea and air ports 
The government has identified several projects for air and 
seaports. Around 276 projects for development of sea-
ports with an estimated investment of USD 12bn are in 
the pipeline. Moreover, 35 green-field airports are to be 
developed at an estimated cost of USD 35bn and another 
USD 9bn is earmarked for modernisation of existing air-
ports.  
 
2010 Commonwealth Games expedite development 
India will host the Commonwealth Games in October 
2010 in New Delhi. An estimated USD 2.1bn is to be 
spent on development of infrastructure for the Games. 
The development plan includes construction of metro 
rails, new airport terminals, highway network across the 
city. Moreover, new stadiums, games village, and over 
40,000 low-income housing units are also coming up. 
Several infrastructure projects in the city, which were 
planned for end-CY11, have been expedited for the 2010 
Games. 
 
Retail sector: Robust growth expected  
AT Kearney's eighth annual Global Retail Development 
Index (GRDI) 2009 ranks India as the most attractive 
emerging market for investment in the retail sector. Cur-
rently, the sector is the fifth largest retail market in the 
world with a share of 12% of GDP. The retail industry is 
projected to grow at approximately 10% y/y in the next 
decade on the back of favourable demographics, rapid 
urbanisation, rising income of the middle-class and an 
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untapped rural market that is likely to drive the next 
phase of growth. While the sector was valued at USD 
511bn in CY08, it is expected to reach USD 833bn in 
CY13. 13% of this total would be organised retail.  
 
At present, 100% FDI is allowed in cash and carry whole-
sale formats whereas 51% FDI is allowed in single brand 
retailing. This has resulted in an exponential growth of re-
tail outlets across cities. Some of the retail develop-
ments that are expected to fructify in CY10 include Carre-
four SA and the Italian sportswear brand Lotto. Carrefour 
SA, Europe’s largest retailer, is expected to commence 
wholesale operations and plans to set up its first cash-
and-carry outlet in the national capital. Lotto also plans to 
have at least 50 exclusive outlets by March 2010.  
 
Jones Lang LaSalle Meghraj and Cushman & Wakefield 
India forecast that over 100 malls covering an area of 
30mn sqare feet will be developed as new shopping cen-
tre space between CY09 and end-CY10. Further, this sec-
tor is forecast to invest around USD 503mn in retail 
technology service solutions in the current fiscal and up 
to USD 1.26bn in the next four to five years. 
 
Media and entertainment: Foreign capital drives growth 
Rising disposable income, coupled with the government’s 
opening up of the media and entertainment sector for 
foreign and private sector investors, is expected to con-
tribute to the sector’s robust growth in the next five years 
(CAGR of 12.5% during CY09-13 to USD 20.1bn as per 
FICCI and KPMG estimates).  
 
The sector’s growth would be led by the television seg-
ment, estimated to increase at a CAGR of 14.5% to USD 
9.1bn during CY09-13. The growing number of television 
channels launched by global broadcasting groups and the 
proliferation of digital distribution platforms such as di-
rect-to-home and Mobile TV would drive the growth.  
 
The second largest sub-segment is print media, esti-
mated to increase at a CAGR of 5.6% to USD 4.2bn dur-
ing CY09-13. Increased foreign investment (100% FDI in 
non-news publications and 26% FDI in news publications) 
coupled with the rising popularity of magazines would add 
to the segment’s growth.  
 
India produces the largest number of films in the world 
annually. The film industry is expected to exhibit impres-

sive growth (CAGR of 9.1% during CY09-13 to USD 3.2bn) 
due to the granting of industry status to this sector and 
the opening up of the sector to foreign investment. In re-
cent years, Indian media groups have entered into part-
nerships with global players, e.g. Reliance ADA Group has 
a production deal with DreamWorks Studios, while Walt 
Disney has partnered with Yash Raj Films for animation 
films. Viacom has come up with Viacom-18, in a joint ven-
ture with TV 18 group. 
 
Pharmaceutical industry: Patent expiration offers 
growth opportunity 
The Indian pharmaceutical industry witnessed strong 
growth during the last few years fuelled by higher per-
capita income, higher incidence of chronic diseases and 
rising penetration of health insurance in the country. The 
growth momentum is expected to continue with India 
slated to rank among the top 10 pharmaceutical markets 
by CY15 (industry size to nearly double to USD 20bn) with 
consumer spending on healthcare expected to increase 
to 13% of GDP by 2015. 
 
Lower production costs in the country due to adoption of 
cost-effective technologies and availability of low-cost la-
bour have increased competition in the domestic market. 
Further, Indian companies are expected to consolidate 
their position as major producers of generic drugs as pat-
ents of drugs worth USD 80bn will expire by CY12 in the 
developed markets resulting in growth opportunities. For 
example, Indian pharmaceutical major Dr Reddy's Labora-
tories has entered into a partnership with GlaxoSmith-
Kline to develop and market generic drugs. 
 
Biotechnology industry and market in India is in a nascent 
stage and offers vast opportunities in the field of Bio-
informatics, Bio-pharma, Bio-agri and Bio-services. By lev-
eraging on the large pool of biotechnology professionals, 
Indian companies are increasingly becoming important 
players in the Biotechnology related markets by introduc-
ing new molecular entities and biosimilars, which are ge-
neric copies of biologic drugs. The biosimilar market of-
fers great potential of growth with many blockbuster 
drugs like Humira, Enbrel, etc. losing protection in the 
next few years. Many international investors and large life 
science companies have recognised this potential and 
have shown keen interest in the segment in view of its 
growth potential. Some of the favourable policies pertain-
ing to this sector include 100%-FDI permit for the manu-
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facture of drugs and pharmaceuticals in select cases 
through the automatic route is a highlight and tax breaks 
for units undertaking R&D activities.  
 
IT and ITeS sector: Transition to value-added services   
During the last few years, the IT and ITeS sector has 
been one of the key drivers of India’s economic growth, 
with the sector growing at a CAGR of 29% during FY04-09 
to USD 59.6 bn. The growth of the sector has been fu-
elled by the increased outsourcing of application devel-
opment and back-office services to India due to India’s 
large pool of qualified professionals available at low 
costs. Due to the global crisis, companies have cut their 
IT budgets, leading to a deceleration in growth of the sec-
tor in FY09 (15% vs. 32% in FY08). Another risk to the 
growth of the sector is the rupee appreciation against the 
US dollar. However, medium-to-long term growth pros-
pects of the sector are positive, driven by the emergence 
of India as a research hub (from a low-end back-office 
services provider) and increased international acceptance 
of outsourcing. Further, the government initiatives such 
as the establishment of special economic zones, tax 
benefits, 100% FDI limit will contribute to the sector’s 
growth.  
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serve purely for marketing and information purposes. In addition, the information is not intended for distribution 
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offices in a country where the distribution, publication, provision or use of this information would violate 

applicable laws or regulations, or in a country in which Bank Sarasin-Alpen would have to comply with 

registration or approval requirements. It should also be noted that all investments carry a certain amount of risk 

and should not therefore be entered into without first obtaining professional advice.
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