What is recession?
· Economic recession is defined as a significant decline in the economic activity across a country, lasting longer than a few months. 
· It is indicated by fall in

· production as measured by Gross Domestic Product (GDP), 
· employment, 
· investment spending, 
· capacity utilization, 
· household incomes and business profits 
Why it happens?
· Currency crisis (balance-of-payments crisis): When the value of a currency changes quickly, undermining its ability to serve as a medium of exchange or a store of value. Governments often take on the role of fending off such attacks by satisfying the excess demand for a given currency using the country's own currency reserves or its foreign reserves (usually in euros, US dollars or UK pounds).Currency crises are accompanied with speculative attack on the currency, and at the time of attack, the currency is under the fixed exchange rate regime.
· Banking crises: It may occur in two ways:
· Bank Run: Bank suffers a sudden rush of withdrawals by depositors. A situation in which bank runs are widespread is called a systemic banking crisis or just a banking panic. Run may leave the bank in bankruptcy, causing many depositors to lose their savings unless they are covered by deposit insurance.
· Credit Crunch: A situation without widespread bank runs, but in which banks are reluctant to lend, because they worry that they have insufficient funds available. In this way, the banks become an accelerator of a financial crisis.

· Energy crisis: Any great bottleneck (or price rise) in the supply of energy resources to an economy. It usually refers to the shortage of oil and additionally to electricity or other natural resources. A crisis can develop due to 

· Actions like union organized strikes 

· Government embargoes. 

· Over-consumption, 

· Ageing infrastructure, 

· Choke point disruption or bottlenecks at oil refineries and port facilities that restrict fuel supply. 

· Pipeline failures and other accidents 

· Attacks by terrorists or militia on important infrastructure 

· Successful strike on a Middle East facility potentially causing global shortages. 
· Other Reasons
· War – Civil / Proxy

· Higher Government Borrowing
· Lower inflation
· Low savings ratio
· Government fiscal deficit.
· After Effects:
· Consumers lose confidence in the growth of the economy and spend less. 
· Decreased demand for goods and services
· Decrease in production, lay-offs and a sharp rise in unemployment. 
· Investors spend less as they fear stocks values will fall and thus stock markets fall on negative sentiment. 
Current Global recession:
· In 1930, US govt. created two government institutions to lend money or mortgages to home buyers- named Freddie Mac and Fannie Mae. 
· These firms were backed by the US government and were incentivized with cheap taxpayer money to lend to those who could not afford a mortgage. 
· The US government made home ownership a national objective. Home buyers were given subsidies and write offs as well to induce home buying.

· A key element of a real capital market is the creation of laws and fair regulations. However, No oversight was exercised over Freddie and Fannie & over lending standards for banks. 

· . 

· The regulators did not implement the myriad and existing regulations to determine if the bad grade or sub-prime lending posed a risk to the American financial system.

· Cheap money Lending standards collapsed as people took more credit, equity lines and credit cards to purchase items they could not afford. Financial prudence was replaced at the individual level by a government created culture of credit, spending and unnecessary risk taking.

· Between 2002 and 2007 the loan portfolios of these 2 companies doubled and they held almost 2/3 of all bad sub-prime or bad grade mortgage debt by 2008. There was never a good reason for these firms to exist and 60 years of socialist engineering was bound to result in a disaster at some point in the housing market. 

· Wall Street geniuses packaged various bad loans together into a derivative &sold off as credit instruments to other financial institutions. 
· Insurance contracts against default on these loan payments were also passed on to the buyers of these derivatives. 
· The problem was that Wall Street and most banks assumed that house prices would always go up – the market after all was effectively insured by the US government. This moral hazard – that the US government could not let Fannie and Freddie and the important housing market go bust – generated a wide range of reckless credit instrument creation on Wall Street. 
· When house prices due to the above causes and exacerbated by a massive over supply in the key regions of California, Arizona and Florida collapsed, it was not long before over-leveraged banks and over-leveraged house speculators had to declare bankruptcy. 

Impact on Indian economy:

BPO:

· With current turmoil in BFSI (Bank, Financial Services, and Insurance), US companies may not look for offshore outsourcing as it is very difficult for US companies to justify laying-off their own employees (100,000 and more) and sending jobs to India
· Current slowdown in US will make the Indian IT and BPO companies to reduce their dependency to US and start marketing their services to other countries like APAC (Asia-Pacific) and Latin America and EMEA (Europe, Middle East and Africa). 
· Tire II IT and BPO companies in India, which are operating at a net margin of 7-8 per cent, may not withstand the US slowdown so they might consider merging with larger IT and BPO companies for their survival. Indian companies with big tickets deals in the US would see their profit margins shrinking.
· As the global demand for outsourcing decreases, Indian outsource vendors will reduce hiring new employees and they may lay-off bottom performers. This will significantly reduce the attrition rate thereby reduce the overall expenses for the companies.
Exports:
· The worries for exporters will grow as rupee strengthens further against the dollar as they will have a lesser income than before. 
· If the exporters increase their prices so as to receive the same income in rupees as they did before, the demand of their commodities will fall and lead to greater losses. 
· A sharp fall in export growth could mean job losses in this sector. 
· The export sector will have to devise new strategies to enhance productivity, which includes diversification of the export markets, improving internal efficiencies to maintain cost competitiveness in a tight export market situation and moving the product portfolio up in the value chain to impart resilience. 
Imports:
· India imports generally Petroleum products, capital goods, fertilizers, chemicals, pulp and uncut stones. 

· The importers in the case of a stronger rupee will now have to pay less for the same commodity. 

· As such the imports to India will increase in quantity and importers will gain increased profits which will lead to economic growth in the country.

Real Estate:
· Till now real estate was a booming industry due to economic growth & growing business needs + more n more NRI investment in India. 
· Over-supply, especially in the luxury housing segment, and high rentals are causing in the segment’s growth. 
· High home loans interest and high property values which in turn translates to high Equated Monthly Installments are making it difficult for a common man to buy real estate in Delhi. 
· It is only the serious end-user who is driving the market.

BFSI:
· Domestic banking is still generally secure, especially because 
· Nationalized banking remains the core of the system, largely thanks to resistance from the Left parties to government attempts to privatize it. 
· Even so, there are clearly sources of fragility within the banking sector: 
· The recent rapid growth of often dodgy retail credit, 
· Associated attempts to securities such debt, 
· The emergence of a credit crunch in the face of macroeconomic uncertainty, 
· The inability or unwillingness of the banking system to provide loans to medium and small borrowers other than in the form of personal credit. 

· The life insurance is not going to be affected .This belief is based on 4 facts – 
· Indian economy is expected to continue to grow; 
· India is a country of savers and the household savings continue to show an upward trend; 
· Indian middle class is growing and the disposable income in their hands has also shown an upward trend; 
· The entry of private sector has resulted in greater variety of products, multiple channels of distribution and improved customer service. This will also help in increasing the demand for life insurance products and thus, the need for insurance professionals. 

· The macro-economic conditions are bound to impact the industry growth and insurance will not be an exception in the short term. However, in the long-term insurance industry will continue to grow at a high pace as the need for financial protection and long term wealth creation have not changed.  

Stock Markets:

· Severe recession will seriously affect the portfolio and fixed investment flows. It is because this money is needed back to cover losses that have been incurred in subprime mortgages and other asset markets in the north, and to ensure liquidity for transactions as the credit crunch began to bite.

· Corporates will also suffer from volatility in foreign exchange rates. 

· Investor sentiment will take a beating and result in further declines in stock markets money flows could experience a shift towards safer avenues, like, bonds, and away from equities; 

· There could be redemption pressure from U.S. investors which may trigger withdrawal of monies from non-U.S. markets;

Other impacts are: 

· There will be decline in the foreign exchange reserves held by the Reserve Bank of India due to lesser investment in recession regime.

· The U.S. dollar could weaken against the other major currencies following the setback to its safe haven image.

· Rising energy and fuel cost. 

· It is always followed that as the energy prices go up there is a probability of recession. 
· The input prices have risen up because of hike in the prices of steel aluminum and copper. 
Conclusion:

For India, it could mean a further appreciation in the rupee vis--vis the US dollar and a darkening of business outlook for sectors dependent on US companies. The overall impact of a US slowdown on India would, however, be minimal as the factors driving growth here are more local in nature. Unlike the rest of Asia, India is a strong domestic demand story, so any slowing in the US is likely to have a more muted impact on India. Strong growth in domestic consumption and significant spending on infrastructure are the two pillars of India’s growth story. No sector has a dominant influence on earnings growth and risks to our estimate are limited. Corporate India is also learning to master the art of efficient capital management, reduction in costs and delivery of value-added services to sustain profit margins. Further, interest rates are expected to be stable primarily due to control over inflation and proactive measures undertaken by the RBI. 
