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Survey highlights

Resultsof CL/ / L Q& f F GSad . dza A yhStdha codfidentheveRobahrootate { dzNII S &
India_has been seriously dented with Overall Business Confidence Indalxie coming down to
51.6 in the present survey from 63.7 in the previous survey.

A clear weakening of the perception of the survey participants about the performance of the
economy, industry as well as their own firm has emerged in the present survey.

Further, members of corporate India are worried not just about the current situation but are
also apprehensive about the likely course of economy, industry and firm level performance
over the coming six months.

There are both global and domestic factors that seem to have led to this response from survey
participants. At the global level, with both the US and the Euro area reeling under a fiscal crisis,
there are growing apprehensions about the world economy entering into another recession.
This would have a bearing on the performance of the Indian economy both through trade and
funds flows channels. At the domestic level, the persistent contractionary monetary policy
stance of RBI is now clearly taking a toll on performance of the industrial sector in particular
and the economy in general.

The flagging of business confidence in India should be a matter of concern for policymakers as
falling confidence levels of India Inc can take a toll on investments and other business plans and
which could undermine our economic growth.

In fact when asked what can the government do to boost business confidence and impart

momentum to business and economic activity, survey respondents mentioned the following
Ad&ddzS38 |4 0SAY3I KA Infprodhysentiveltedza 0 NE Qa4 F ISYRI F2N

Address issues related to land acquisition expeditiously.

Bring down the cost of credit particularly for the small and medium enterprises.

Ensure introduction of GST and DTC from April 2012.

Further FDI reforms in areas like insurance and multi-brand retail.

Increase spending on infrastructure sector as this would have a multiplier effect across
sectors.

Improve the governance framework to ensure quick policy implementation and fast-track
project clearances.
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Further, in terms of factors that are constraining business performance, results of the present
survey have thrown up three noticeable developments.
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® First is the increase in the proportion of firms citing weak demand as an area that is
hampering their overall business performance.

® Secongis the appreciable jump seen in the proportion of firms that are now getting
impacted on account of rising interest costs.

®» Third is the somewhat easing of situation on account of rising cost of raw materials and
manpower costs. On this last point it may however be added that in terms of absolute numbers
still a very large proportion of firms are facing the heat on account of cost pressures ¢ both in
case of raw materials and wages.

Survey results show that interest rates charged to surveyed firms by their banks for both
working capital loan and term loan have increased appreciably over the last six months. While
the average interest cost for working capital loans has gone up from 11.6 percent to 13.1
percent [an increase of 150 basis poihtehe average interest cost for term loans has gone up
from 11.2 percent to 12.6 percent [an increase of 140 basis poihts

Interest being charged by banks on term and working capital loan (in percent)

Six months back At present
Working Capital 11.6 13.1
Term Loan 11.2 12.6

Further, when asked what impact would another round of interest rates hike have on their

proposed investment plans in near term, while 44 percent of the respondents said that it would

KIFadS I WaASNA2dzA Q A Y LI Qiiothe? $6 peitcknS df dhd parylcidading 0 Y Sy U
O2YLI yASa alAR Al impadtizfi R KIF S | WY2RSNI GSQ

Impact on investment activity of another round of interest rate hike

® Serious W Moderate ! Limited
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Survey profile

¢KS LINBaASYy(d NRBdzyR 2F CL/,/whid &rings alifiekpyctatiods of/ 2 Y T A R
members of corporate India for the period July to December 2011, drew responses from 295

companies with a wide geographical and sectoral spread. Companies participating in this survey

had a turnover ranging from Rs. 1 crore to Rs. 2,50,000 0NE NBE® wSalLl2yRSyida G2
Confidence Survey were from sectors such as textiles, steel, chemicals and fertilizers, oil and

gas, auto and auto components, rubber and rubber products, food processing, electrical

equipment and machinery, FMCG, pharmaceuticals, metal and metal products and business

services. The survey was conducted during the month of July 2011.

Sector Percentage of respondents
Heavy Industry 67
Light Industry 20
Services 13
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Detailed survey findings

FEconomy ¢ ¢ KS NXadzZ tda 2F CL// LQa I S adonsideditiedr Yy Sa &
weakening of the perception of the respondents about the state of the Indian economy. The

survey participants have not only expressed apprehensions about the current overall economic
O2yRAGAZ2Yy & odzi (GKSeé KIFI@S |taz2 az2dzyRSR | y 2
during the period July-December 2011. The tempering of sentiments with regard to economic
performance had set in the third quarter of 2010-11. In the present survey this trend has been
strengthened and indicates that the economic trajectory would weaken in the months ahead.

C\
w

The current global economic situation ¢ with both the US and the Euro area reeling under a
fiscal crisis ¢ does not inspire confidence and there are growing apprehensions about the global
economy entering into another recession. This would have a bearing on the performance of the
Indian economy. Further, the persistent contractionary monetary policy stance of RBI is now
clearly taking a toll on performance of the industrial sector in particular and the economy in
general.

In the present survey nearly 56 percent of the participating companies have said that the
OdZNNBy il 2@0SNIff SO2y2YAO aAddz A2y Aa WY2RSN
situation six months back. In our previous survey, only 17 percent of the participating firms had

reported likewise. Further, while 28 percent of the respondents feel that there has been no

change in the economic conditions over the last six months, only 16 percent feel that there has

been some improvement. In our previous survey, the corresponding figures were 36 percent

and 47 percent respectively.

A significant deterioration is also evident in the expectations of the respondents about the
performance of the economy over the next two quarters. In the present survey, 33 percent of
the participants said that they foresee the economic situation to weaken during the coming six
months. In our previous survey, nearly 13 percent of the respondents had responded likewise.
Further, while 30 percent of the firms still feel that there could be an improvement in the
economic situation in the coming six months, this figure represents a huge drop from our
previous survey where nearly 50 percent of the firms were hopeful of seeing an improvement
in economic conditions in the near term.

It may be pointed out that the persistent inflationary pressures continue to play a dampener
and the recent downward revision in GDP growth rate for 2011-12 to 8.2 percent by PMEAC
only highlights the stress our economy faces on account of domestic and international
developments. With the central bank maintaining its hawkish stance and making it clear that
taming prices would be its key policy objective, the survey respondents are prepared for further
weakening of the growth momentum.
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Industry — The results with regard to industry level performance are also not very encouraging.

An analysis of the survey results shows that the proportion of respondents citing an

improvement in industrial performance over the last six months has come down noticeably

between the current and the previous survey. In the present survey, a little less than a quarter

(23 percent) of the respondents said that their OdzNNB y i A Y Rdza . NB LIS NJF 2 NI I
ddzo & G I y G Avis-b-is &ast dx SbinthS INIRe previous survey, nearly double this figure

i.e. 46 percent of the participants had reported likewise.

Further, while 41 percent of the participating companies K+ @S aF AR GKIF G GKSANJ
performance has weakened over the previous six months, nearly 35 percent of the firms said

that they perceive little change Ay G KSANJ AYRdz2a I NB Q& LISNF2NXI yOS
previous survey the corresponding figures were 20 percent and 35 percent respectively.

It may be noted that the current fiscal year (2011-12) started with a moderate growth in
industrial production. In the first two months - April and May 2011 - the growth rate in Index of
Industrial Production (lIP) was a moderate 5.8 percent and 5.9 percent respectively. Further,
while data on IIP growth for the month of June 2011 does indicate a pickup in growth to 8.8
percent, it is unlikely that this would be maintained in the months ahead.

In fact, the survey responses to expectations about industry performance in the coming six
months point towards a slowdown. Between the last and the current survey the proportion of
respondents citing an improvement in industry performance in the near term has come down
significantly. In the present round just about 35 percent of the participants said that they
anticipate their industryQ gerformance i1 2 6 S WY2RSNJI GSt & G2 admadal yid
two quarters. This figure was 62 percent in the last round and 68 percent a year back. It may be
noted that while 37 percent of the respondents do not foresee any change in their own
industry performance in the coming six months, the proportion citing a slowdown has swelled

to 28 percent.

Given the evolving industrial and economic situation and the flagging business confidence level,
FICCI asked the survey respondents on what are the key measures they would like the
government to take for boosting confidence and imparting momentum to business and
economic activity. The responses received from survey participants indicate that the following
measures are highoniy Rdza § NB Q& | 3SY R/ cofifideNde.022a0AYy 3 o0dzaAYy S

Address issues related to land acquisition expeditiously.

Bring down the cost of credit particularly for the small and medium enterprises.

Ensure introduction of GST and DTC from April 2012.

Further FDI reforms in areas like insurance and multi-brand retail.

Increase spending on infrastructure sector as this would have a multiplier effect across
sectors.

Improve the governance framework to ensure quick policy implementation and fast-track
project clearances.

4 33333
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Firm ¢ The weakness seen in the confidence level of members of corporate India with regard to
overall economic and industry situation is also carried at the firm level. The survey responses
show that only in case of 31 percent of the respondents, firm level performance has improved
over the last six months. In our previous survey, this figure was almost double at 60 percent.
Further, while 42 percent of the respondents indicated that they did not see any change in firm
level performance over the last two quarters, the remaining 27 percent cited deterioration.

On expectations regarding firm level performance in the coming six months, 51 percent of the

participating companies said that they foresee an improvement in near term. However, this

figure is lower than 64 percent of the respondents who had reported likewise in the previous

survey. About one fourth of the respondents said that they anticipate their firm level
LISNF2NXYIFYyOS G2 0SS WY2RSNI GSft & { 2andahdz@rdalnihgy G A | f §
24 percent of the participants said that they foresee no change in theA NJ FA N Q& LIS NJF 2 N
the coming six months.

Prospects for the next six months

Sales With regard to near term sales performance,

- moderation is seen in the responses provided by
60 the participating firms. In the current survey,
50 about 58 percent of the participating companies
! said that they expect their sales to be higher over
=0 W Present Survey the next six months. The corresponding figure in
10 ' L ® Last Survey the last survey was 64 percent. Further, while 26
ahar e percent respondents cited no change in the sales

to volume, the remaining 16 percent expect sales

Mucl
Higher volume to go down over the next two quarters.

Selling Price Present survey results show that a majority 60

percent of the companies expect to hold on to
their current price levels over the next two

70
60 -

50 quarters. Only about 18 percent of the
4d - respondents cited that they would increase
30 | ® Present ; . . .

20 4 SUrED their selling price in near future. The
10 | L corresponding figure in the last survey was 34

W Last Survey .
o percent. The remaining 22 percent of the

H'f"‘*‘" Same Lawer participants indicated a likely downward
Much revision in price levels in the coming six
Higher months.
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The pressure on profit level of firms continues.
In the present survey a little over a quarter (26
percent) of the respondents said that they
SELISOG GKSANI LINEFAD
KAIKSNR Ay 0 Kk THKB20GMY
percentage points lower than the proportion of
respondents who reported likewise in the
previous survey. Further, while 43 percent of
participating companies anticipate no change in
the profit levels, the remaining 31 percent cited
a decline in near term.

Results of the present survey show that
prospects for investments in the coming six
months are also a little down. Although 42
percent of the firms have indicated that they
would increase their investment activity in the
next two quarters, an equal proportion has said
that they would maintain present investment
levels in the coming six months. The remaining
16 percent of the firms stated scaling down
investment outlays in the near future.

With regard to export performance a little
improvement is noted between the present and
the last survey. In the current round, 44 percent
of the respondents said that they expect an
improvement in exports over the next six
months. This is better than the corresponding
figure of 40 percent obtained in the last round.
Further, while 38 percent of the companies
expect no change in their near term export
performance, the remaining 19 percent said that
they foresee a decline.
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Forecast for the next six months

Though a majority 61 percent of the
respondents cited no change in hiring activity
over the next two quarters, a slight
improvement is seen in the proportion of firms
expecting hiring to pick up in the coming six
months. In the present survey, 32 percent of
the participating companies said that they
foresee an increase in employment levels over
the next six months. The comparable figure in
the previous survey was 26 percent.

(All figures are in % and refer to proportion of respondents)

Decline Increase Increase Increase Increase Increase
0% -5% 5% -10% 10%-20% 20%-30% >30%
Sales 16 24 24 21 11 4
Profits 30 38 18 8 2 4
Exports 21 36 15 17 7 4
Confidence Indices
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Current conditions mdex

Expectations index

Overall business confidence index
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The results of the present survey show that the perception of the industry participants has
taken a sharp hit with regard to both current performance and expectations for the near term.
And this trend is seen across responses at all the three levels ¢ economy, industry and firm. As a
result, we see that all the three confidence indices computed by FICCI have plunged and
SYGSNBR GKS Wiz2yS 2F AYRATFSNBYOSQd ¢ KA
falling confidence levels of India Inc can take a toll on investments and other business plans and
which could undermine our economic growth.

In the present survey, the Current Conditions Indehas taken a value of 46.3. In our previous
survey, the Current Conditions Indaxood at 62.3 and its value in the year ago period was 71.1.

In case of the Expectations Indexhe value has come down to 54.3 in the present survey from
64.4 in the last survey. In the year ago period, Expectations Indeixad registered a value of 72.2.

As a result of decline in both the CurrentConditions Indexnd the Expectatios Index the
Overall Business Confidence Intlexdeclined too. The Overall Business Confidence Intsok
a value of 51.6 in the present survey and is much lower compared to the value of 63.7 obtained
in the previous survey. In the year ago period, Overall Business Confidence Intk a value of
71.9.

Constraining factors

(Figures pertain to proportion of respondents citing the factor as a problem area)

a

Problem Area FICCI BCS FICCIBCS FICCIBCS FICCIBCS FICCIBCS
Q1 Q2 Q3 Q4 Q1
2010-11 2010-11 2010-11 2010-11 2011-12

Weak demand 23 26 24 34 56

Threat of imports 38 35 29 27 22

Constrained availability of credit 8 21 17 20 24

High cost of credit 39 46 53 55 68

Infrastructure 35 42 35 37 42

Rising cost of raw materials 77 79 90 85 70

Rising manpower costs 65 59 70 74 59

In terms of factors that are constraining business performance, results of the present survey
have thrown up three noticeable developments.

First is the increase in the proportion of firms citing weak demand as an area that is hampering
their overall business performance.

Seconglis the appreciable jump seen in the proportion of firms that are now getting impacted
on account of rising interest costs.

Third is the somewhat easing of situation on account of rising cost of raw materials and
manpower costs. On this last point it may however be added that in terms of absolute numbers
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still a very large proportion of firms are facing the heat on account of cost pressures ¢ both in
case of raw materials and wages.

With regard to weak demand as a constraining factor, it may be mentioned that even in our last
survey there was an evident jump seen in the proportion of firms complaining about this factor.
Since then the situation has only worsened with now nearly 56 percent of the firms reporting
weak demand as a problem area for them. This is an indication of slowing down of the
economy.

The problem of weak demand afflicting a larger number of firms is further confirmed by the
responses received on questions pertaining to the current order book position of the
companies and their expectations about the order book position in near future. In the current
survey just about 34 percent of the participating companies indicated that their current order
book position is better vis-a-vis last six months. The corresponding figure in the last survey was
46 percent. Further, while 38 percent of the companies reported no change in the order book
position, the remaining 28 percent said it was weaker relative to the previous two quarters.

Current order book position vis-a-vis last six months Expectations about order book position six months hen
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A slight moderation is also seen in expectations of the respondents with regard to their order
book position in near term. In the current survey, 53 percent of the companies said that they
expect their order book position to improve over next six months. The corresponding figure in
the previous quarter was marginally better at 56 percent. Furthermore, the proportion of
respondents citing worsening of order book position over the next two quarters went up from 8
percent in the last survey to 16 percent this time.

Besides weak demand, high cost of credit is also now hitting a larger group of firms with the
proportion of respondents complaining about the same going up from 55 percent in the
previous survey to about 68 percent in the present survey. It may be recalled that RBI has
raised the key policy rates 11 times since March 2010 and in the process emerged as one of the
most aggressive central banks in the Asian region in terms of dealing with the problem of
inflation. Banks have taken cue from this tight monetary policy stance of RBI and accordingly
jacked up their base rates and the related lending rates.
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That the rising interest costs are now impacting the bottom lines of the firms is again confirmed
when we look at how the interest paid by the group of firms polled by FICCI has gone up over
the last six months. Data provided by the surveyed firms on interest rates charged to them by
their banks for both working capital loan and term loan shows that over the last six months
while the average interest cost for working capital loans has gone up from 11.6 percent to 13.1
percent [an increase of 150 basis poihtehe average interest cost for term loans has gone up
from 11.2 percent to 12.6 percent [an increase of 140 basis poihts

Interest being charged by banks on term and working capital loan (in percent)

Six months back At present
Working Capital 11.6 13.1
Term Loan 11.2 12.6

Further, the companies were also asked to indicate as to what impact another round of interest
rates hike would have on their proposed investment plans in near term. To this, about 44
percent of the respondents said that it would have a W& S Nihpgaatizéh feir investment plans.
Another 36 percent of the participating companies said it would have a YhoderateQimpact,
while the remaining 20 percent reported a Wmited{Impact.

Impact on investment activity of another round of interest rate hike

® Serious W Moderate Limited

High raw material and manpower costs have been a source of worry for firms for an extended
period now directly hitting their profit margins. Results of the present survey show that this
pressure is somewhat easing as the proportion of firms complaining about these two factors
has come down between our last two surveys. In the current survey 70 percent of the
respondents indicated high raw material costs to be an area of concern. The corresponding
figure was 85 percent in our previous survey. Similarly the percentage of respondents citing
rising manpower costs to be a concern has come down to 59 percent in the present survey
from 74 percent in the last round.
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Survey at a glance

FICCI FICCI FICCI FICCI FICCI FICCI
BCS Q4 BCS Q1 BCS Q2 BCS Q3 BCS Q4 BCS Q1
2009-10 | 2010-11 | 2010-11 | 2010-11 | 2010-11 | 2011-12
la Current overall economic conditions vis-a-vis the last six
months
Moderately to Substantially better 87 78 82 57 47 16
Same / No change 11 16 16 19 36 28
Moderately to Substantially worse 1 7 2 24 17 56
1b Expectations for overall economic conditions for the next
six months
Moderately to Substantially better 82 72 83 50 49 30
Same / No change 18 24 16 38 38 37
Moderately to Substantially worse 0 4 1 12 13 33
2a Current industry performance vis-a-vis the last six
months
Moderately to Substantially better 87 71 77 57 46 23
Same / No change 9 20 20 22 35 35
Moderately to Substantially worse 4 9 4 22 20 41
2b Expectations for industry performance in the next six
months
Moderately to Substantially better 82 68 80 54 62 35
Same / No change 15 23 20 32 24 37
Moderately to Substantially worse 3 9 0 14 14 28
3a Current firm level performance vis-a-vis the last six
months
Moderately to Substantially better 84 73 78 68 60 31
Same / No change 14 17 21 19 27 42
Moderately to Substantially worse 3 10 1 14 12 27
3b Expectations regarding firm level performance in the
next six months
Moderately to Substantially better 79 72 85 69 64 51
Same / No change 18 24 15 22 29 24
Moderately to Substantially worse 4 4 0 10 7 25
4 Confidence Indices
Current Conditions Index 76.3 71.1 75.2 63.5 62.3 46.3
Expectations Index 74.1 72.2 76.6 64.0 64.4 54.3
Overall Business Confidence Index 74.8 71.9 76.2 63.8 63.7 51.6
5 Problem areas
Weak Demand
Yes 22 23 26 24 34 56
No 78 77 74 76 66 44
Threat of imports
Yes 26 38 35 29 27 22
No 74 62 65 71 73 78

Constrained availability of credit

~13 ~
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Yes 19 8 21 17 20 24
No 81 92 79 83 80 76
High cost of credit

Yes 43 39 46 53 55 68
No 57 61 54 47 45 32
Rising raw material prices

Yes 85 77 79 90 85 70
No 15 23 21 10 15 30
Present capacity utilization

Less than 25% 1 0 1 1 2 1
Between 25% and 50% 5 13 11 6 8 7
Between 50% and 75% 35 29 27 21 26 29
More than 75% 58 57 61 72 64 63
Prospects for the next six months

Investments

Much higher 5 8 8 9 7 3
Higher 36 38 41 45 40 39
Same / No change 51 48 47 33 38 42
Lower 8 6 4 13 16 16
Sales

Much higher 6 7 7 7 9 6
Higher 62 70 67 62 55 52
Same / No change 27 19 26 27 28 26
Lower 5 4 0 4 9 16
Selling price

Much higher 4 3 0 0 1 0
Higher 33 20 26 53 33 18
Same / No change 58 65 71 46 54 60
Lower 5 12 4 1 12 22
Profit

Much higher 1 6 0 2 0 2
Higher 44 33 48 33 30 24
Same / No change 36 49 46 42 46 43
Lower 19 12 6 23 24 31
Exports

Much higher 3 2 4 2 1 6
Higher 36 42 47 46 39 38
Same / No change 44 45 43 37 40 38
Lower 17 12 6 16 20 19
Employment

Much higher 0 1 2 0 1 3
Higher 29 34 29 41 25 29
Same / No change 67 64 67 52 66 61
Lower 4 1 1 7 7 6
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Annexure 1

The Composite Business Confidence Index is based on questions pertaining to the overall
economic conditions, the sector or industry level situation and the organization or company
level situation. The index is a three-stage weighted average relating to:

The current situation vis-a-vis the situation in the last six months and
The expected situation in the next six months

Zones of Business Confidence
Significantly Optimistic

Zone of Indifference

Significantly Pessimistic A

0 15 30| 45 55| 70 85 |100

v

Extremely Pessimistic

v

Moderately Pessimistic

Moderately Optimistic

v

Extremely Optimistic
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Annexure 2

Sectoral Classification

Heavy Industry Light Industry Services
Chemicals and chemical products Food products Trade
Rubber, plastic, petroleum and coal | Beverages, tobacco and other related | Hotels and tourism
products products
Non-metallic mineral products Products of wool, silk, jute, rubber, leather | Transportation
Basic metal and alloys Cotton textiles Consultancy
Metal products Textile products and wearing apparel Communication
Machinery and equipment Wood and wood products Financial services
Transport equipment and parts Furniture and fixtures Business services
Mining Paper, paper products and printing Real estate
Publishing and allied industries IT/Software
Leather and fur products BPO
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