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Preface: Steering the country through compacts and
consensus

The economy continues to expand

In April, we commenced a new financial year. In May, we learnt that the Indian economy is
estimated to have grown 8.2% in real terms in FY24. In June, a new government took office. The
National Democratic Alliance government led by Prime Minister Narendra Modi has returned
to power with a historic mandate for a third term. His unprecedented third popular mandate
signals political and policy continuity.

The Indian economy is on a strong wicket and stable footing, demonstrating resilience
in the face of geopolitical challenges. The Indian economy has consolidated its post-Covid
recovery with policymakers — fiscal and monetary — ensuring economic and financial stability.
Nonetheless, change is the only constant for a country with high growth aspirations. For
the recovery to be sustained, there has to be heavy lifting on the domestic front because the
environment has become extraordinarily difficult to reach agreements on key global issues such
as trade, investment and climate.

High economic growth in FY24 came on the heels of growth rates of 9.7% and 7.0%,
respectively, in the previous two financial years. The headline inflation rate is largely under
control, although the inflation rate of some specific food items is elevated. The trade deficit
was lower in FY24 than in FY23, and the current account deficit for the year is around 0.7% of
GDP. In fact, the current account registered a surplus in the last quarter of the financial year.
Foreign exchange reserves are ample. Public investment has sustained capital formation in the
last several years even as the private sector shed its balance sheet blues and began investing
in FY22. Now, it has to receive the baton from the public sector and sustain the investment
momentum in the economy. The signs are encouraging.

National income data show that non-financial private-sector capital formation, measured
in current prices, expanded vigorously in FY22 and FY23 after a decline in FY21. However,
investment in machinery and equipment declined for two consecutive years, FY20 and FY21,
before rebounding strongly. Early corporate sector data for FY24 suggest that capital formation
in the private sector continued to expand but at a slower rate.

Sustaining overseas investor interest will require effort

Foreign Direct Investment, the subject of much analysis, has held up. RBI data on India’s
Balance of Payments shows us that the investment interest of external investors, measured in
terms of dollar inflows of new capital, was USD45.8 billion in FY24 compared to USD47.6 billion
in FY23. This slight decline is in line with global trends. Reinvestment of earnings remained the
same. Repatriation of investment was USD29.3 billion in FY23 and USD44.5 billion in FY24.
Many private equity investors took advantage of buoyant equity markets in India and exited
profitably. It is a sign of a healthy market environment that offers profitable exits to investors,
which will bring newer investments in the years to come. That said, the environment for foreign
direct investment to grow in the coming years is not highly favourable for many reasons.

Interest rates in developed countries are much higher than they were during and before
Covid years. This not only means a higher cost of funding but also a higher opportunity cost to
invest abroad. Second, emerging economies have to compete with active industrial policies in
developed economies involving considerable subsidies that encourage domestic investment.

vi
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Third, notwithstanding the impressive strides made in the last decade, uncertainties and
interpretations related to transfer pricing, taxes, import duties and non-tax policies remain to
be addressed. Lastly, geopolitical uncertainties, which are on the rise, will likely exert a bigger
influence on capital flows, notwithstanding other reasons for preferring to invest in India.

Shocks and not structural forces have influenced employment

On employment generation, the Periodic Labour Force Survey provides quarterly data
on urban employment indicators and annually for the entire country, including rural India.
A surge in agriculture employment is partly explained by reverse migration and the entry
of women into the labour force in rural India. The Annual Survey of Industries has data on
workers in nearly 2.0 lakh Indian factories. The total number of factory jobs grew annually by
3.6% between 2013-14 and 2021-22. Somewhat more satisfyingly, they grew faster at 4.0% in
factories employing more than a hundred workers than in smaller factories (those with less
than a hundred workers). The annual growth rate was 1.2% in the latter set of factories. In
absolute numbers, employment in Indian factories has grown from 1.04 crore to 1.36 crore
in this period. India does not yet have a corresponding Annual Survey of Services. The lack of
availability of timely data on the absolute number of (formal and informal) jobs created even
at annual intervals, let alone at higher frequencies, in various sectors — agriculture, industry
including manufacturing and services — precludes an objective analysis of the labour market
situation in the country.

The Annual Survey of Unincorporated Enterprises for 2022-23, when compared with
the results of the NSS 73rd round of the ‘Key Indicators of Unincorporated Non-Agricultural
Enterprises (Excluding Construction) in India’ shows that overall employment in these
enterprises fell from 11.1 crore in 2015-16 to 10.96 crores. There was a reduction of 54 lakh
workers in manufacturing but the expansion of the workforce in trade and services gained in jobs
limited the overall reduction in the number of workers in unincorporated enterprises to around
16.45 lakhs between these two periods. This comparison masks a big jump in manufacturing
jobs that seems to have occurred between 2021-22 (April 2021 to March 2022) and 2022-23
(October 2022 to September 2023).

India suffered two big economic shocks in quick succession. Bad debts in the banking system
and high corporate indebtedness were one. It took the first term of the present government
and more to bring it under control. The Covid pandemic was the second shock and quickly
followed the first one. So, it is difficult to conclude that the Indian economy’s ability to create
employment is structurally impaired. Nonetheless, going forward, the task is cut out.

Between the last Economic survey published in January 2023 and this one, big changes are
afoot in the geopolitical environment. The global backdrop for India’s march towards Viksit
Bharat in 2047 could not be more different from what it was during the rise of China between
1980 and 2015. Then, globalisation was at the cusp of its long expansion. Geopolitics was largely
calm with the end of the Cold War, and Western powers welcomed and even encouraged the
rise of China and its integration into the world economy. Concerns over climate change and
global warming were not so pervasive or grave then as they are now. Fourth, the advent of
Artificial Intelligence casts a huge pall of uncertainty as to its impact on workers across all skill
levels — low, semi and high. These will create barriers and hurdles to sustained high growth
rates for India in the coming years and decades. Overcoming these requires a grand alliance of
union and state governments and the private sector.

viii



WWW.TAXSCAN.IN - Simplifying Tax Laws

Employment generation is the real bottom line for the private sector

It is worth reiterating that job creation happens mainly in the private sector. Second, many
(not all) of the issues that influence economic growth, job creation and productivity and the
actions to be taken therein are in the domain of state governments. So, in other words, India
needs a tripartite compact, more than ever before, to deliver on the higher and rising aspirations
of Indians and complete the journey to Viksit Bharat by 2047.

In more than one respect, the action lies with the private sector. In terms of financial
performance, the corporate sector has never had it so good. Results of a sample of over 33,000
companies show that, in the three years between FY20 and FY23, the profit before taxes of
the Indian corporate sector nearly quadrupled. Further, newspaper headlines told us that the
corporate profits-to-GDP ratio rose to a 15-year high in FY24. BusinessLine reported, “The
corporate profit for the Nifty-500 universe was up 30 per cent last fiscal to T14.11-lakh crore
against ¥10.88 lakh crore in FY23. The nominal GDP grew 9.6 per cent y-o-y to ¥295-lakh crore
(X269-lakh crore)"”. Hiring and compensation growth hardly kept up with it. But, it is in the
interest of the companies to step up hiring and worker compensation.

The Union government cut taxes in September 2019 to facilitate capital formation. Has the
corporate sector responded? Between FY19 and FY23, the cumulative growth in private sector
non-financial Gross Fixed Capital Formation (GFCF) is 52% in current prices. During the same
period, the cumulative growth in general government (which includes states) is 64%. The gap
does not appear to be too wide.

However, when we break it down, a different picture emerges. Private sector GFCF in
machinery and equipment and intellectual property products has grown cumulatively by only
35% in the four years to FY23. Meanwhile, its GFCF in ‘Dwellings, other buildings and structures’
has increased by 105%. This is not a healthy mix. Second, the slow pace of investment in M&E
and IP Products will delay India’s quest to raise the manufacturing share of GDP, delay the
improvement in India’s manufacturing competitiveness, and create only a smaller number of
higher-quality formal jobs than otherwise.

Nonetheless, there is a silver lining in the data. In the two years since FY21, GFCF by the
private sector has grown faster. General government GFCF rose a cumulative 42% between
FY21 and FY23. Non-Financial Private Sector’s overall GFCF increased by 51%; investment
in Machinery and Equipment and Intellectual Property Products increased by 38%. So, the
growth in these two critical sub-components of Private Sector GFCF is similar to that of the
overall GFCF by the General Government. This is a statistic that bears watching. They should
continue to invest. To do so, they need demand visibility. That comes from employment and
income growth.

In a recent article,? the Economist cites independent research that predicted a slow demise
of India’s services exports over the next decade. While the boom in telecommunications and
the rise of the internet facilitated business process outsourcing, the next wave of technological
evolution might bring the curtains down on it. In this milieu, the corporate sector has a
responsibility, as much to itself as it is to society, to think harder about ways AI will augment
labour rather than displace workers. Hiring in the IT sector has slowed significantly in the last
two years. We do not have a full picture of overall corporate hiring in the country on a regular

1 ‘Corporate profit to GDP hits 15 year high as input cost moderates’, BusinessLine, 11th June 2024 (https://
www.thehindubusinessline.com/economy/corporate-profit-to-gdp-hits-15-year-high-as-input-cost-moderates/
article68277319.ece)

2 ‘Will Services make the world rich?’, The Economist, 24th June 2024 (https://www.economist.com/finance-
and-economics/2024/06/24/will-services-make-the-world-rich)
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basis. In any case, deploying capital-intensive and energy-intensive Al is probably one of the
last things a growing, lower-middle-income economy needs.

A Staff Discussion Note of the International Monetary Fund published in June 20243
notes that Generative Artificial Intelligence raised profound concerns about massive labour
disruptions and inequality. The IMF SDN goes on to recommend well-designed excess corporate
profit taxes and high personal income taxes on capital through better enforcement of automatic
information exchange between countries and enhanced taxation of capital gains. However,
employment is about dignity, self-worth, self-esteem, self-respect, and standing in the family
and community, not just about the income it brings. That is why it is in the enlightened self-
interest of the Indian corporate sector, swimming in excess profits, to take its responsibility to
create jobs seriously. Of course, it must find people with the right attitude and skills.

That requires another tripartite compact - between the government, the private sector and
academia. This compact is to reboot the mission to skill and equip Indians to catch up with and
get ahead of technological evolution. To succeed in the mission, governments must unshackle
the industry and academic institutions to play their respective roles in that mammoth task.
For example, despite several amendments over the years, the Apprenticeship Act remains a
work in progress, at best, in encouraging large-scale apprenticeships in the country. The New
Education Policy 2020 proposes freeing India’s higher education from regulatory oversight
to market oversight. A corporate sector that helps shape the design of higher education with
inputs to curriculum, evaluation standards, and faculty will pave the way for a high-quality
higher education that market competition brings, replacing regulatory oversight. If anything,
another article* in The Economist that hails the arrival of China as a superpower in science
should be sufficient inspiration for the corporate sector and academia to get their act together
on scientific research and development.

The real corporate social responsibility

The role of the corporate sector has never been greater than it is now. Two other areas of
corporate responsibility deserve mention here. The pandemic saw the emergence of the Indian
retail investor as the bulwark of market stability. The culture of investing for the long term has
to be nurtured and sustained. Market practices that take their cues from the thinly disguised
leveraged bets masquerading as financial innovations in the developed world have no place
in a developing country with a low per-capita income. Second, just as corporate profits are
booming, the net interest margin of Indian banks has risen to a multi-year high. It is a good
thing. Profitable banks lend more. To sustain the good times, it is important not to forget the
lessons of the last financial cycle downturn. The banking industry must aim to lengthen the gap
between two NPA cycles. It should also resist the temptation to pursue short-term profits at the
expense of the customer. Product misselling is too rampant to be dismissed as an aberration of
a few overenthusiastic sales personnel. The same can be said of the insurance industry as well.
Prompt and reasonable settlement of insurance claims and a lower rejection rate are necessary
to increase insurance penetration. Acknowledgement of misselling and misrepresentation and
compensating for consequential losses is a good business practice enjoined upon stockbroking,
fund management, banking and insurance firms.

Corporates benefit from the higher demand generated by employment and income growth.
The financial sector benefits from channelling household savings for investment purposes.

3 ‘Broadening the gains from Generative AI: the role of fiscal policies’, Staff Discussion Note, International
Monetary Fund, June 2024 (https://tinyurl.com/39dy7dv3)

4 ‘China has become a scientific superpower’, The Economist, 12th June 2024 (https://www.economist.com/
science-and-technology/2024/06/12/china-has-become-a-scientific-superpower)
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These linkages must grow stronger and last longer to meet the infrastructure and energy
transition investments in the coming decades. Short-termism can weaken these linkages.

For India’s working-age population to be gainfully employed, they need skills and good
health. Social media, screen time, sedentary habits, and unhealthy food are a lethal mix that
can undermine public health and productivity and diminish India’s economic potential. The
private sector’s contribution to this toxic mix of habits is substantial, and that is myopic. The
emerging food consumption habits of Indians are not only unhealthy but also environmentally
unsustainable. India’s traditional lifestyle, food and recipes have shown how to live healthily
and in harmony with nature and the environment for centuries. It makes commercial sense for
Indian businesses to learn about and embrace them, for they have a global market waiting to
be led rather than tapped.

Governments, on their part...

Policymakers — elected or appointed — have to rise to the challenge as well. There has to
be conversation, cooperation, collaboration, and coordination across ministries, states, and
between the union and states. Few people outside the government — living or dead — can
understand the complexity of governing and transforming a nation of India’s (population) size,
(geographical) spread and social and cultural diversity within a democratic framework. The
political class, with its ears to the ground and the civil service, with its exposure to districts,
states and central Ministries, have a better shot at (at least) a partial understanding of this
complexity. They intuitively know there is no place for exclusive approaches and binary choices,
which are the staple of sterile discussions and discourses. Examples are urban vs. rural, growth
vs. equity or development, and manufacturing vs. services. They intuitively know that India
needs multiple development pathways. That is a good thing. But it is easier said than done. It
has not been done before. Not on this scale. Not in the time frame and not amidst a turbulent
global environment. Forging and sustaining consensus between governments, businesses and
the social sectors are necessary to succeed in this endeavour.

Agriculture can be a growth engine if...

The agriculture sector is one area ripe for and in need of such a pan-India dialogue.
Agriculture and farmers matter for a nation. Most countries understand that. India is no
exception. India subsidises their water, electricity and fertilisers. The former two are provided
virtually free. Their incomes are not taxed. The government offers them a minimum support
price (MSP) for 23 selected commodities. Monthly cash support is offered to farmers through
the PM-KISAN scheme. Indian governments — national and sub-national —write off their loans.
So, governments in India spend enough resources to look after the farmers well. Yet, a case can
be made that they can be served better with some re-orientation of existing and new policies.

A panoply of policies — by national and sub-national governments - working at cross-
purposes with each other is hurting farmers’ interests, destroying soil fertility, depleting
groundwater, polluting rivers and the environment with nitrous oxide emissions, starving the
crops of nutrients and undermining people’s health with a diet rich in sugar and carbohydrates
rather than fibre and protein. The payoff will be immense if we untie the knots that bedevil farm
sector policies. More than anything else, it will restore faith in the self-confidence and ability of
the state to steer the nation to a better future, apart from delivering socio-economic benefits.

Earlier development models featured economies migrating from farm beginnings to
industrialisation to value-added services in their development journey. Technological
advancements and geopolitics are challenging this conventional wisdom. Trade protectionism,
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resource-hoarding, excess capacity and dumping, onshoring production and the advent of Al
are narrowing the scope for countries to squeeze out growth from manufacturing and services.
That is forcing us to turn conventional wisdom on its head. Can the farm sector be the saviour?
A return to roots, as it were, in terms of farming practices and policymaking, can generate
higher value addition from agriculture, boost farmers’ income, create opportunities for food
processing and exports and make the farm sector both fashionable and productive for India’s
urban youth. When resolved, the problem areas mentioned above that the current policy
configuration has created over the years can become sources of India’s strength and a model
for the rest of the world - developing and developed.

Unleashing small enterprises

Another area where policy intentions have yet to manifest in desired outcomes is with respect
to small, medium, and large enterprises. Earlier, several products were reserved for small-
scale industries. That was phased out as it benefitted neither the small-scale industries nor the
overall economy. Recent concerted efforts at formalising them are making progress. Progress
is relatively slower on access to finance. Buyers and creditors are shedding old mindsets and
practices too slowly for these enterprises to feel the effect. However, these enterprises need
maximum relief from the compliance burdens they face. Laws, rules and regulations stretch
their finances, abilities and bandwidth, perhaps robbing them of the will to grow.

Successful Energy transition is an orchestra

Other priorities, such as energy transition and mobility, may pale compared to the
complexity of getting the farm sector policies right. Still, they have one thing in common with it.
They require getting many things across several ministries and states aligned. The list is long.

Energy transition and mobility issues require attention in the following areas:
(a) resource dependence on hostile nations;

(b) technological challenges such as intermittency of power generation, ensuring grid
stability amidst surges and drop in generation from renewable energy sources and
battery storage

(c¢) recognition of the opportunity cost of tying up land in a land-scarce country;

(d) fiscal implications that involve both additional expenditures for subsidising renewable
energy generation and for e-mobility solutions, loss of tax and freight revenue currently
accruing from the sale and transportation of fossil fuels;

(e) impairment to bank balance sheets from the so-called ‘stranded assets’ and

(f) examination of the merits of alternative mobility solutions such as public transportation
models and more.

Emulating policy practices of other nations may be neither feasible nor desirable, for
solutions may not emerge from approaches and places that created the problems in the first
place.

Letting go is part of good governance

While contemplating the challenges that lie ahead, one should not be daunted because the
social and economic transformation of democratic India is a remarkable success story. We have
come a long way. The economy has grown from around USD288 billion in FY93 to USD3.6
trillion in FY23. India has generated more growth per dollar of debt than other comparable

nations. Abject poverty has all but been eliminated. Human development indicators have
xii
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improved, and more Indians, especially women, are getting educated. For all its flaws and warts,
the system has delivered accountability through the democratic process and public discourse,
where the occasional and rarer mature commentary proves effective. We should not lose sight
of that.

However, it would be a missed opportunity - as there have been many in the past - not
to strengthen a system to steer the country through a future that has become immeasurably
uncertain. After nearly eight decades of relative peace at the global level, the world is moving
towards a larger and wider conflict with longer-term effects. The Indian state can free up its
capacity and enhance its capability to focus on areas where it has to by letting go of its grip in
areas where it does not have to. The Licensing, Inspection and Compliance requirements that
all levels of the government continue to impose on businesses is an onerous burden. Relative
to history, the burden has lightened. Relative to where it ought to be, it is still a lot heavier. The
burden is felt more acutely by those least equipped to bear it — small and medium enterprises.
It holds them back, leashes their aspirations, and, in the process, holds the country back. On
the face of it, it does not seem to matter because the economic growth rates are good, and there
are visible signs of progress. But, we will never know the counterfactual: “what it might have
been”.

Ishopanishad enjoins all of us to let go of (renounce) our possessions, be free and enjoy that
freedom:

REGUERER S CIRIR DU ERURCICEL]

Power is a prized possession of governments. They can let go of at least some of it and enjoy
the lightness it creates in both the governed and the governing.

Finally,...

The tripartite compact that this country needs to become a developed nation amidst
emerging unprecedented global challenges is for governments to trust and let go, for the private
sector to reciprocate the trust with long-term thinking and fair conduct and for the public to
take responsibility for their finances and their physical and mental health.

The Economic Survey 2023-24 covers many of the issues discussed above in its several
chapters, apart from informing readers of government policies and their performance, their
impacts, innovations, developments and success stories worth emulating. As before, the staple
content of the Survey is chapters that provide an assessment of the various sectors such as
agriculture, industry, infrastructure and services.

For us in the Economics Division in the Department of Economic Affairs, putting the
Economic Survey together and getting it into your hands or electronic devices is a labour of
love. Recording and sharing the country’s progress in the year under review and reflecting on
what it must do and must not to achieve the progress it deserves is a learning experience for us.
In doing so, we may have made mistakes. Please do tell us. We promise to keep getting better
at it. Ultimately, that is all we can and should ask of ourselves.

V. Anantha Nageswaran
Chief Economic Advisor
Ministry of Finance
Government of India

xiii
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Abbreviations
AAGR Average Annual Growth Rate
AAT Airport Authority of India
AAUs Assigned Amount Units
AAY Antyodaya Anna Yojana
ABC Academic Bank of Credits
ABDM Ayushman Bharat Digital Mission
ABHA Ayushman Bharat Health Account
AB-PMJAY Ayushman Bharat Pradhan Mantri Jan Arogya Yojana
AB-RPY Aatmanirbhar Bharat Rojgar Protsahan Yojana
ABRY Aatmanirbhar Bharat Rojgar Yojana
ABS Automatic Block Signaling
ACCs Air Cargo Complexes
ADB Asian Development Bank
ADP Aspirational Districts Programme
AEs Advanced Economies
AFHC Adolescent Friendly Health Clinic
AGEY Aajeevika Grameen Express Yojana
AHIDF Animal Husbandry Infrastructure Development Fund
Al Artificial Intelligence
Al Artificial Intelligence
AT TP Artificial Intelligence Intellectual Property
AIBP Accelerated Irrigation Benefit Programme
AICTE All India Council for Technical Education
AIF Alternative Investment Fund
ATF Agriculture Infrastructure Fund
AIIMS All India Institute of Medical Sciences
ATRAWAT AT Research Analytics and Knowledge Dissemination Platform
AISHE All India Survey on Higher Education
AITIGA ASEAN-India Trade in Goods Agreement
AKRSP Aga Khan Rural Support Programme
AMCs Asset Management Companies
AMI Agricultural Marketing Infrastructure
AMRIT Affordable Medicines and Reliable Implants for Treatment
AMRUT Atal Mission for Rejuvenation and Urban Transformation
APAAR Automated Permanent Academic Account Registry
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APMCs Agricultural Produce Marketing Committees
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Asset Reconstruction Companies
Automatic Rain Gauge

Affordable Rental Housing Complexes
Autoregressive Integrated Moving Average
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Automatic Weather Station

Bhartiya Beej Sahakari Samiti Limited
Baltic Dry Index

Budget Estimate
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Business Process Outsourcing
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Business Responsibility and Sustainability Report
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Current Account Deficit

Comptroller and Auditor General of India
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Carbon Credit Trading Scheme
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Comprehensive Economic Partnership Agreement
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Consumer Food Price Index
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Credit Guarantee Scheme
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Centre for Monitoring Indian Economy

Coal Mine Methane

Consumer Non-Durables

Compressed Natural Gas

Carbon Dioxide
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CSO Central Statistical Office

CSPs Cloud Service Providers

CSR Corporate Social Responsibility

CSS Central Sector Schemes

Ccv Coefficient of Variation

CWS Current Weekly Status

CwSN Children with Special Needs

DA&FW Department of Agriculture and Farmers Welfare
DAHD Department of Animal Husbandry and Dairying
DAP Di-ammonium Phosphate

DAY-NRLM Deendayal Antyodaya Yojana- National Rural Livelihood Mission
DAY-NULM Deendayal Antyodaya Yojana — National Urban Livelihoods Mission
DBFOT Design, Build, Finance Operate and Transfer

DBI Diversion-Based Irrigation

DBT Direct Benefit Transfer

DDU-GKY Deen Dayal Upadhyaya Grameen Kaushalya Yojana
DEH Districts as Exports Hub

DFCs Dedicated Freight Corridors

DFI Digital Financial Inclusion

DFI Doubling Farmers Income Report

DGCA Directorate General of Civil Aviation

DGQI Data Governance Quality Index

DIETs District Institutes of Education and Training
DIKSHA Digital Infrastructure for Knowledge Sharing
DISCOMs Distribution Companies

DISHA District Development Coordination and Monitoring Committees
DoP Department of Posts

DPI Digital Public Infrastructure

DPIIT Department for Promotion of Industry and Internal Trade
DRI Disaster Resilient Infrastructure

DRIP Dam Rehabilitation and Improvement Project
DRTs Debt Recovery Tribunals

DST Dual System of Training

DTH Direct to Home

EAEU Eurasian Economic Union

ECB External Commercial Borrowings

ECB European Central Bank

ECCE Early Childhood Care and Education

ECTA Economic Cooperation and Trade Agreement
EFTA European Free Trade Association

EI Electronic Interlocking

E-LoGSplatform Ease of Logistics Services platform
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EMC Electronics Manufacturing Clusters

EMDEs Emerging Markets and Developing Economies
EMEs Emerging Market Economies

EMI Payment Equated Monthly Installment Payment
EMI/EMC Electromagnetic interference/Electromagnetic compatibility
eNAM National Agriculture Market

e-NAM e- National Agriculture Market

EPF Employee Provident Fund

EPFO Employees’ Provident Fund Organisation
ePoS electronic point of sale

ER&D Enterprise, Research, and Development
ERUs Emission Reduction Units

ESG Environmental, Social, and Governance

ESS Energy Storage Systems

ETCA Economic and Technical Cooperation Agreement
ETFs Exchange Traded Funds

EU European Union

EU-ETS European Union Emission Trading Scheme
EVs Electric Vehicles

EXIM Export-Import Bank

FADA Federation of Automobile Dealers Associations
FAO Food and Agriculture Organisation

FATF Financial Action Task Force

FCI Food Corporation of India

FCRA Forward Contracts Regulation Act

FDI Foreign Direct Investment

Fed Federal Reserve

FER Foreign Exchange Reserve

FIDF Fisheries Infrastructure Development Fund
FLFPR Female Labour Force Participation Rate
FLN Foundational Literacy and Numeracy

FMC Forward Market Commission

FOMC Federal Open Market Committee

FPI Food Processing Industry

FPI Foreign Portfolio Investment

FPOs Farmer Producers Organisation

FPS Fair Price Shop

FRBs Foreign Reinsurance Branches

FSA Financial Sector Assessment

FSAP Financial Sector Assessment Program

FSDC Financial Stability and Development Council

FSR Financial Stability Report
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Financial System Stability Assessment Report
Financial System Stress Indicator

Free Trade Agreements

Field Testing Kits

Fibre to the home

Financial Year

Financial Year

Gender Budget Statement

Gross Budgetary Support

gross cropped area

Global Capability Centres

Green Credit Programme

GatiShakti Multi-Modal Cargo Terminal
Gross Domestic Product

Green Energy Corridor

Government e-Marketplace

Gross Enrolment Ratio

Gross Expenditure on Research and Development
Global Financial Crisis

Gross Fixed Capital Formation
Government Health Expenditure
Greenhouse Gases

Government of India Cloud

Gujarat International Finance Tec-City
Global Innovation Index

Gross National Income

Gross Non-Performing Assets
Government of India

Government

Gram Panchayat

Global Partnership on Artificial Intelligence
Gram Panchayat Development Plan
Gram Panchayats

Gross State Domestic Product
Geosynchronous Satellite Launch Vehicle
Goods and Services Tax

Global Stocktake

Gross Tonnage

Gross Tax Revenue

Gross Value Added

Gross Value Added

Global Value Chains
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GWeq
GWMR
GWs
HAL
HAM
HCES
HEI
HFC
HHI
HKKP
HML
HNIs
HR
IBA
IBC
IBC
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ICAO
ICAR
ICDR
ICDS
ICRIER
ICT
IDRCL
IEBR
IET
IFRS
IFSC
IFSC GIFT City
IFSCA
THHL
IIE
IIG
1P
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T
IIT™
ILIMS
IMC
IMEC
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Gigawatt

Giga Watt Equivalent

Groundwater Management & Regulation
Giga Watts

Hindustan Aeronautics Limited

Hybrid Annuity Model

Household Consumption Expenditure Survey
Higher Education Institution

Housing Finance Companies
Hershman-Herfindahl Index

Har Khet Ko Pani

Harmonized List

High Net Worth Individuals

Human Resources

Indian Banks’ Association

Insolvency and Bankruptcy Code
Insolvency and Bankruptcy Code

Indo Bangladesh Protocol route
International Civil Aviation Organization
Indian Council for Agriculture Research
Issue of Capital and Disclosure Requirements
Integrated Child Development Services

Indian Council for Research on International Economic Relations

Information and Communications Technology
India Debt Resolution Company Ltd.

Internal and Extra Budgetary Resources
International Emissions Trading
International Financial Reporting Standards
International Financial Services Centre

International Financial Services Centre, Gujarat International Finance Tec-City

International Financial Services Centres Authority
Individual Household Latrine

Indian Institute of Entrepreneurship

India Investment Grid

International Investment Position

Index of Industrial Production

India Infrastructure Project Development Fund
Indian Institute of Technology

Indian Institute of Technology, Madras

Integrated Land Information Management System
Indore Municipal Corporation

India-Middle East Europe Corridor
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IMF
India-WRIS
Infra
IN-SPACe
INSTC
InvITs
IoT
IPOs
IR
IRCTC
IRDAI
IRFC
IRIS
ISA
ISAM
ISRO
IT

ITI
ITMOs
IVA
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IWT
JAM
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L&T
LAMA
LAMP
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LEADS
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Informal Micro Enterprises

International Monetary Fund

India — Water Resource Information System
Infrastructure

Indian National Space Promotion and Authorisation Centre
International North-South Transport Corridor
Infrastructure Investment Trusts

Internet of Things

Initial Public Offers

Indian Railways

Indian Railway Catering and Tourism Corporation Limited
Insurance Regulatory and Development Authority of India
Indian Railway Finance Corporation
Infrastructure for Resilient Island States
International Solar Alliance

Integrated Scheme for Agricultural Marketing
Indian Space Research Organisation
Information Technology

Industrial Training Institute

Internationally Transferred Mitigation Outcomes
Independent Verification Agency

Inland Waterways Authority of India

Inland Water Transport

Jan Dhan-Aadhaar-Mobile

Joint Entrance Examination

Jal Jeevan Mission

Joint Liability Group

Joint Liability Groups

Jan Shikshan Sansthan

Kisan Credit Card

Kilo liters per day

Kyoto Protocol

Krishi Decision Support System
Kilowatt-hour

Larsen & Toubro

Log Analytics and Monitoring Application
Large Area Multipurpose Societies

Lower Carbon Aviation Fuels

Levelised Cost of Electricity

Liquidity Coverage Ratio

Leadership Group for Industry Transition
Logistics Ease Across Different States
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MAHSR
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Light-Emitting Diode

Livelihood & Enterprise Development Programmes
Labour Force Participation Rate

Livestock Health and Disease Control

Lifestyle for Environment

Lakh Metric Tons

Land Ports Authority of India

Liquified Petroleum Gas

Liquified Petroleum Gas

Logistics Performance Index

Lakh tonnes

Limited

Long-Term Low Emission Development Strategy
Launch Vehicle Mark-3

Mergers and Acquisitions

Mumbai-Ahmedabad High Speed Rail

Market Access Initiatives Scheme

Moderate Acute Malnutrition

Mental Health and Normalcy Augmentation System
Ministry of Corporate Affairs

Model Concession Agreement

Multi Commodity Exchange

Micro Entrepreneurship Development Programme
Ministry of Electronics and Information Technology
Microfinance Institutions

Mutual Funds

Mahatma Gandhi National Rural Employment Guarantee Act
Micro Irrigation Fund

Management Information Systems

Multi-Modal Logistics Park

Million Metric Tonne

Multinational Enterprises

Ministry of Agriculture and Farmers Welfare
Ministry of Education

Ministry of Housing & Urban Affairs

Massive Open Online Course

Muriate of Potash

Ministry of Road Transport & Highways

Ministry of Statistics and Program Implementation
Memorandum of Understanding

Mission Organic Value Chain Development for North Eastern Region

Monetary Policy Committee
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MPCE Monthly Per Capita Expenditure

MPI Multidimensional Poverty Index

MRLs Major Rail Links

MRLs Major Rural Links

MRO Maintenance, Repair and Overhaul

MSCS Multi-State Cooperatives

MSF Marginal Standing Facility

MSME Micro, Small and Medium Enterprises

MSME Ministry of Micro, Small and Medium Enterprises
MSP Minimum Support Prices

MSP Mineral Security Partnership

MtCO2e Million Tonnes of CO2 Equivalent

MTM Marked to Market

MTOE Million Tonnes of Oil Equivalent

MTPA Million Tonnes Per Annum

MVA Mega Volt Amp

MWeq Mega Watt Equivalent

MWs Mega Watts

NABARD National Bank for Agriculture and Rural Development
NADCP National Animal Disease Control Programme

NAFED National Agricultural Cooperative Marketing Federation of India
NAPCC National Action Plan on Climate Change

NAPS National Apprentice Promotion Scheme

NARCL National Asset Reconstruction Company Ltd.

NAS National Accounts Statistics

NAS National Achievement Survey

NASSCOM National Association of Software and Service Companies
NavIC Navigation with Indian Constellation

NBFC Non-Banking Financial Company

NBFCs Non-Banking Financial Companies

NCAP-2016 National Civil Aviation Policy

NCCF National Cooperative Consumers’ Federation of India
NCDC National Cooperative Development Corporation
NCDEX National Commodity and Derivative Exchange

NCEL National Cooperative Exports Limited

NCERT National Council for Educational Research and Training
NCF-SE National Curriculum Framework for School Education
NCIP National Crop Insurance Programme

NCLT National Company Law Tribunal

NCOL National Cooperative Organics Limited

NCQG New Collective Quantified Goal

NCR National Capital Region
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National Credit Framework

National Career Service

National Committee on Trade Facilitation
National Council for Vocational Education and Training
Non-Disclosure Agreements

Nationally Determined Contributions
National Digital Livestock Mission

National Deep Tech Start-up Policy
Nominal Effective Exchange Rate

National Eligibility cam Entrance Test
National Education Policy

National Electricity Plan

Net Foreign Assets

National Family Health Survey

National Food Security Act

National Food Security Mission
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National Highways

National Health Accounts

National Highways Authority of India
National Housing Bank

National Highways

National Integrated Database of Hospitality Industry
National Institute for Entrepreneurship and Small Business Development
Net Interest Income

Net Interest Margin

National Infrastructure Pipeline

National Institution for Transforming India
Narayanpur Left Bank Canal

National Livestock Mission

National Logistics Policy

National Multi Commodity Exchange
National Mission on Clean Ganga

National Mental Health Survey

National Monetisation Pipeline

National Mission for Sustainable Agriculture
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National Payments Corporation of India
National Programme for Dairy Development
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National Perspective Plan
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National Pension Scheme

National Rural Livelihood Mission
National Securities Depository Limited
New Space India Limited

National Skills Qualification Framework
National Single Sign-On

National Skill Training Institute

Nari Shakti Vandan Abhiniyam

Non-Tax Revenue

National Waterways

Operations and Maintenance

Open Credit Enablement Network
Online Computerised Monitoring System
Official Development Assistance

Open Defecation Free

One District One Product

Online Dispute Resolution

Organisation for Economic Cooperation and Development
Original Equipment Manufacturer
Optical Fiber Cable

Off-Farm Producer Organisation

Office for Standards in Education, Children’s Services and Skills
Other Interventions

Open Network for Digital Commerce

Oil and Natural Gas Corporation

One Nation One Ration Card

Other Operating Income

One Sun One World One Grid
Over-the-Counter

Provisional Actuals

Primary Agriculture Credit Societies
Performance and Accountability Reporting

Performance Assessment, Review and Analysis of Knowledge for Holistic
Development
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Profit After Tax

Perform, Achieve, and Trade
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Per Capita Income
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PLI Scheme
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Public Financial Management System
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Press Information Bureau
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Production Linked Incentive

Production Linked Incentive Scheme

Production Linked Incentive Scheme for the Food Processing Industry
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Pradhan Mantri Annadata Aay Sanraskhan Abhiyan
Pradhan Mantri Awas Yojana

Pradhan Mantri Awas Yojana - Urban

Prime Minister’s Employment Generation Programme
Pradhan Mantri Fasal Bima Yojana
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PRASHAD Pilgrimage Rejuvenation and Spiritual Augmentation Drive
PRAYAG Platform for Real-time Analysis of Yamuna, Ganga, and their tributaries
PSF Price Stabilization Fund

PSLV Polar Satellite Launch Vehicle

PSP Pumped Storage Project

PSU Public Sector Undertaking

PV Photovoltaic

Pvt. Private

PVTG Particularly Vulnerable Tribal Groups
QIPs Qualified Institutional Placements

R&D Research And Development

R&D Research & Development

RAD Rainfed Area Development

RBCF Risk-Based Capital Framework

RBI Reserve Bank of India

RBSF Risk-Based Supervisory Framework

RCS Regional Connectivity Scheme

RDN Recommended Dose of Nutrients

RDSS Revamped Distribution Sector Scheme
RE Renewable Energy

RE Revised Estimates

REER Real Effective Exchange Rate

REEs Rare Earth Elements

REITs Real Estate Investment Trusts

REN21 Renewable Energy Policy Network for the 21st Century
RERA Real Estate (Regulation and Development) Act
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RFID Radio Frequency Identification
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RIS Research and Information System
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RMBS Residential Mortgage-Backed Securities
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RTC Round-The-Clock

SaaS Software as a Service

SAATHI System for Assessment, Awareness and Training for Hospitality Industry
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SDF
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Sustainable Aviation Fuel
Severe Acute Malnutrition

Sustainable Agrarian Mission on Use of Agri-Residue in Thermal Power Plant

State Action Plan on Climate Change

Securitisation and Reconstruction of Financial Assets and Enforcement of Security

Interest

Swachh Bharat Mission — Grameen
Scheduled Commercial Banks

Smart Cities Mission

Shanghai Cooperation Organisation
Securities Contracts Regulation Act
Standing Deposit Facility

Sustainable Development Goals
Sustainable Development Goals

Satish Dhawan Space Centre Sriharikota
Securities and Exchange Board of India
Self Employed Women’s Association
Special Economic Zones

Small Farmers’ Agri-Business Consortium’s
Small Finance Banks

Securities Financing Transactions
Secondary Healthcare Centre

Self Help Group
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Self Help Groups

Systematically Important Banks

Small Industries and Development Bank of India
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Sulphur Dioxide
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SSLV
STARS
STEM
STPs

STT
SVAMITVA
SVEP
SWAMIH
SWAMIH
SWAYAM
SWIFT
TAs

TBT
Telecom
TEPA
THE
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TPA

TPD
TReDS
TTDI
UAE
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ULBs
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UNESCAP
UNFCCC
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UNICEF
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Small Satellite Launch Vehicle

Strengthening of Teaching-Learning and Results for States
Science, Technology, Engineering, and Mathematics
Sewage Treatment Plants

Short-Term Training

Survey of Villages and Mapping with Improvised Technology in Village Areas
Startup Village Entrepreneurship Programme

Special Window for Affordable and Mid-Income Housing
Special Window for Affordable and Mid-Income Housing
Study Webs of Active Learning for Young Aspiring Minds
Single Window Interface for Facilitation of Trade
Transaction Advisors

Technical Barriers to Trade

Telecommunications

Trade and Economic Partnership Agreement

Total Health Expenditure

Trade Infrastructure for Export Scheme

Tri-Partite Agreement

Tonnes Per Day

Trade Receivables Discounting System

Travel and Tourism Development Index

United Arab Emirates

Ude Desh Ka Aam Nagrik

University Grants Commission

Urban Health and Wellness Centre
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STEADY AS SHE GOES

STATE OF THE ECONOMY:

India’s calibrated response to the pandemic on the economic front included three salient
components. The first has been the focus on public spending on infrastructure, which
kept the economy afloat by creating a strong demand for jobs and industrial output
and triggered a lagged yet vigorous private investment response. Stronger balance
sheets of the financial and non-financial private sector helped, aided by a decade of
supporting initiatives by the Government and the Reserve Bank of India. The second has
been partly a natural response of business enterprise and public administration amidst
adversities, i.e., digitalisation of service delivery. The public policy focus and nurturing
of processes and frameworks in digital technology greatly helped this irreversible and
transformational change. The third has been embodied in the Atmanirbhar Bharat
Abhiyan in terms of targeted relief to different sectors of the economy and sections of
the population, and structural reforms that assisted a firm recovery and increased the
medium-term growth potential.

Global troubles, supply chain disruptions, and vagaries of monsoons intermittently
stoked domestic inflationary pressures, which were, to a great extent, managed by
administrative and monetary policy responses. The fiscal balances of the general
government—central and State Governments taken together - have improved
progressively despite expansionary public investment. Tax compliance gains driven
by procedural reforms, expenditure restraint, and increasing digitisation helped
India achieve this fine balance. The external balance has been pressured by subdued
global demand for goods, but strong services exports largely counterbalanced this.
Global output is now somewhat more resilient than in 2022, inflationary pressures are
shrinking, and trade is set to recover, should there be no further geo-political shocks
or flare-ups. However, the chances of geopolitical disturbances and conflicts have only
gone up in recent times.

The net impact of these developments has been that the Indian economy recovered and
expanded in an orderly fashion in the last three years. The real GDP in FY24 was 20
per cent higher than its level in FY20, a feat that only a very few major economies
achieved, while also leaving a strong possibility for robust growth in FY25 and beyond.
Growth has been inclusive with a reduction in unemployment and multi-dimensional
poverty and an increase in labour force participation. Overall, the Indian economy
looks forward to FY25 optimistically, anticipating broad-based and inclusive growth.
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GLOBAL ECONOMIC SCENARIO

1.1 After a year marked by global uncertainties and volatilities, the global economy achieved
greater stability in 2023. While uncertainty stemming from adverse geopolitical developments
remained elevated, global economic growth was surprisingly robust. As per the World Economic
Outlook (WEO), April 2024 of the International Monetary Fund (IMF)!, the global economy
registered a growth of 3.2 per cent in 2023, though marginally lower than in 20222 and average

Chart I.1: Growth: Context matters.
Macroeconomic and political situation of the global economy
72011 to 2019 average 59
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Source: World Economic Outlook Database, April 2024, IMF, UNCTADstat database, Federal Reserve Bank of
New York, Economic Policy Uncertainty; Notes3,*

1 International Monetary Fund, World Economic Outlook, April 2024, page 10 (https://tinyurl.com/38cuxrbw)

2 International Monetary Fund, World Economic Outlook, October 2023, page 12 (https://tinyurl.com/y3xdpktk)

3 Geopolitical Risk Index is based on a tally of newspaper articles covering geopolitical tensions. Ten newspapers
are considered. The index is calculated by counting the number of articles related to adverse geopolitical events
in each newspaper for each month (as a share of the total number of news articles). A lower value indicates lower
risk.

4 Global Supply Chain Pressure Index readings measure standard deviations from the index’s historical average. A
higher value indicates increased supply chain pressure.
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for 2011-19 but higher compared to the projection of 2.8 per cent as per the April 2023 WEOs.
The context in which the growth of 3.2 per cent in 2023 has been achieved is markedly different
compared to the 2011-19 period. Inflationary pressures have been significantly higher on
account of the persistence of core inflation. Global trade moderated due to rising geopolitical
tensions, cross-border restrictions and slower growth in advanced economies (AEs). The
muted trade growth occurred despite the easing of supply chain pressures. Further, geopolitical
developments and monetary policy changes across countries resulted in increased caution
among investors, culminating in moderation in foreign direct investment (FDI) flows.

Chart I.2: Global economy registers strong growth
02022 02023 (Apr-23) 2023 (Apr-24) €@2011 to 2019 average
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World Output Advanced Economies Emerging Market and Developing
Economies
Source: World Economic Outlook Database, April 2024 and April 2023, IMF

1.2 Both emerging market economies (EMEs) and AEs achieved higher growth in 2023 than
projected a year ago. Almost all major economies have surpassed the pre Covid-19 pandemic
(hereinafter as pandemic) real gross domestic product (GDP) levels in 2023. However, growth
has been diverse across countries, raising prospects of increasing divergences. Some economies,
including India and China, have attained GDP levels 20 per cent higher in 2023 compared to
2019 levels. Among AEs, the US witnessed continued growth momentum. However, economic
activity remains subdued in the Euro area, although the magnitude of the downturn has eased.

1.3 The stark difference in the economic performance of countries has been on account
of domestic structural issues, uneven exposure to geopolitical conflicts and the impact of
monetary policy tightening. The economic shocks resulting from the Russia-Ukraine conflict
had an outsized impact on Europe, leading to subdued growth in large countries like Germany
and France. The US also faced high inflationary pressures and consequently raised the policy
rates substantially. But, the pass-through to outstanding household mortgages was limited on
account of the high share of fixed-rate mortgages and corporate debt being termed out at fixed

5 International Monetary Fund, World Economic Outlook, April 2023, page 9 (https://tinyurl.com/2empx2dn)
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rates®, limiting the impact of higher policy rates on economic activity’. India registered a steep
decline in economic growth during the pandemic but recovered swiftly, aided by strong private
consumption and government impetus to infrastructure investment. China, on the other hand,
had only a slight moderation in growth during the pandemic on account of swift policy actions,
including a high vaccination rate®, but growth has slowed subsequently due to structural issues.
Japan, post-pandemic, went through subdued growth but is expected to turn around in 2024,
driven by a weak yen and improved consumer spending.

Chart I.3: All major economies have surpassed pre-pandemic GDP levels
Year in which crossed
pre pandemic GDP Ratio of GDP (constant prices,
(constant prices, national currency) in 2023 to
national currency) corresponding level in 2019
Brazil 2021 107
China 2020 [ R0
France 2022 102
Germany 2022 101
India 2021 [ R0
Indonesia 2021 112
Italy 2022 103
Japan 2023 101
Mexico 2022 104
South Africa 2022 101
Thailand 2023 100
United Kingdom 2022 102
United States 2021 108
Source: World Economic Outlook Database, April 2024, IMF, National Accounts Statistics, Ministry of Statistics
and Programme implementation; Note: In IMF data, for India 2021 represents 2021-22 (FY22)

1.4 Apart from GDP estimates, other indicators tracking the performance of the economy
also point towards growth resilience. Leading indicators suggest an upturn in global economic
activity. The JP Morgan global composite Purchasing Managers’ Index (PMI)? registered an
uptick since October 2023 with quicker expansion across both manufacturing and service
sectors. The JP Morgan global manufacturing PMI has been improving and stood at a 23-month
high in May 2024.

6 Termed out is a financial concept used to describe the transfer of short-term debt to long-term debt, allowing
companies to improve their working capital and take advantage of lower interest rates.

7 de Soyres, F., Herrero, J. G. C., Goernemann, N., Jeon, S., Lofstrom, G., & Moore, D. (2024). Why is the US GDP
recovering faster than other advanced economies?.

8 People’s Republic of China: 2021 Article IV Consultation-Press Release; Staff Report; and Statement by the
Executive Director for the People’s Republic of China, IMF (https://tinyurl.com/5456sf94)

9 J.P.Morgan Global Composite PMI (https://tinyurl.com/3ddjnymx)

10 J.P.Morgan Global Manufacturing PMI (https://tinyurl.com/2uabuyb?y)



WWW.TAXSCAN.IN - Simplifying Tax Laws

State of the Economy

Chart I.4: Global PMI also corroborates strong growth momentum
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1.5 The escalation of the Red Sea crisis amid heightened geopolitical tensions in the
Middle East in October 2023 led to supply chain disruptions, sending ripples to global trade
and operations. The attacks on commercial shipping in the Red Sea led to increased global
transportation costs, reflecting the rerouting of cargo. However, the increase in supply chain
pressures was transient and modest. Similar sentiments were reflected in the softening of
risk perceptions. The geopolitical risk index, which spiked after the escalation of the conflict,
declined thereafter. However, geopolitical risks are still high and persistent and may worsen in

the coming months.

Chart I.5: Easing of global supply
chain pressure
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Chart I.6: Geopolitical risk perceptions
have softened since October 2023
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1.6  As the supply chain pressures eased and energy and food price shocks triggered by the
Russia - Ukraine conflict faded out, headline inflation across countries declined. After peaking

11 PMI values range between 0 and 100. Value greater than 50 implies expansion. Values below 50 implies contraction.
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in 2022, inflationary pressures declined considerably in 2023. However, inflation is still above
the target in many countries. The easing of supply-chain pressures in tradeable goods in 2023
led to sharp decline in goods inflation in various countries, reducing logistic challenges. Core
inflation remained sticky on account of services inflation and a strong labour market, especially

in most AEs.*2

Chart I.7: Declining inflationary
pressures across countries

Chart 1.8: Policy rates
remain high
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Chart I.9: Moderation in global commodity price indices
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Source: Pink Sheet, World Bank; Note: Data as accessed on 1 July 2024.

1.7 The persistence of core inflation prompted many central banks to maintain policy rates at
a high level or further increase them in 2023, except in China, where the government focussed
on giving policy stimulus to revive the economy beset with troubles in the real estate sector.
Many central banks have hinted at the peaking of the interest rate hike cycle in recent monetary

12 BIS Quarterly Review, March 2024 Sectoral price dynamics in the last mile of postCovid-19 disinflation (https://

www.bis.org/publ/qtrpdf/r_qt2403.pdf)
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policy review meetings. European Central Bank (ECB) became the first major central bank to
cut its policy rate, invoking the first rate cut in nearly five years. ECB lowered its benchmark
deposit rate by a quarter percentage point in June 2024. The Federal Open Market Committee
(FOMC) participants’ assessments also indicated rate cuts in 2024, though the projected
interest rate cut in the latest FOMC meeting (June 2024)* is lower than that projected in
March 2023. Stronger-than-expected labour market data and persistent inflationary pressures
have been a major factor behind the Federal Reserve’s (the Fed) reluctance to lower rates. As
indicated in the FOMC Meeting statements, from early January 2024 onwards, communication
by the Fed increasingly pushed back to dispel excessive market optimism. However, market
pricing of various financial instruments indicates greater investor conviction in earlier and
deeper rate cuts. This is reflected in the inversion of the yield curve (short-term yields are
higher than long-term yields), implying investor expectation of future policy rate cuts. Financial
market participants have also eyed a much easier stance, as reflected in the significant easing
of National Financial Conditions in the US in 2023 compared to March 2022, when the Fed
began raising rates. Expansionary fiscal policy and the easing of financial conditions have, to
a degree, neutralised the monetary policy tightening of the Fed, leaving unanswered questions
on the future trajectory of inflation and the US dollar.

Chart I.10: Inversion of US yield curve Chart I.11: Financial conditions
reflecting enhanced expectation of have eased in the US
rate cut
Gap between US 10 and 2 year . . . .
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1.8 On the fiscal front, global general government fiscal deficit (as a per cent of GDP) rose by
1.6 percentage points in 2023 compared to last year. This increase primarily stemmed from a
year-on-year (YoY) decline in revenues as windfall revenues from inflation for oil-producing

13 FOMC Projections materials, June 12, 2024 (https://tinyurl.com/2574674a)

14 The NFCI is constructed to have an average value of zero and a standard deviation of one over a sample period
extending back to 1971. Positive values of the NFCI have been historically associated with tighter-than-average
financial conditions and vice versa.

7
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and commodity-exporting countries waned while expenditures remained largely stable (IMF
Fiscal Monitor, April 2024%). Consequently, global public debt also inched up in 2023.

Chart I.12: Fiscal deficit edged up Chart I.13: Uptick in global debt
across countries in 2023
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1.9 Despite strong global economic growth, as per the WEO data, the global volume of exports
of goods and services registered a modest growth of 0.5 per cent in 2023 compared to 2022.
The slow growth was driven by lower demand in developed economies and weaker trade in East
Asia and Latin America (UNCTAD March Update 2024)*. High energy prices and inflation
weighed heavily on the demand for manufactured goods, resulting in a decline in world
merchandise trade volume for 2023. On the other hand, developments in the services trade were
more upbeat, partly offsetting the decline in goods trade (WEO, IMF Database, April 2024).
Recurring disruptions, especially since the Russia-Ukraine crisis and increased concerns about
supply-chain resilience also contributed to the slowdown. There is a reallocation of trade along
geopolitical lines, with rising cross-border trade restrictions. About 3,000 new restrictions on
trade were introduced in 2023, according to Global Trade Alert data (IMF, WEO, April 2024)".

1.10 Concerns regarding geopolitical conflicts, high borrowing costs and global economic
fracturing were also reflected in weakening FDI flows. Global FDI flows declined in 2023
compared to 2022,

15 Fiscal Policy in the Great Election Year, Fiscal Monitor, IMF (https://tinyurl.com/bdfxk7cs)

16 Global Trade Update, March 2024, UNCTAD (https://tinyurl.com/pe87zewe)

17 World Economic Outlook, April 2024, International Monetary Fund, page 14 (https://tinyurl.com/38cuxrbw)
18 World Investment Report 2024, UNCTAD (https://tinyurl.com/2u48tsuc)
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Chart I.14: Merchandise trade growth Chart I.15: Weakening
declines in 2023 FDI inflows
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A RESILIENT DOMESTIC ECONOMY

1.11 India’s economy carried forward the momentum it built in FY23 into FY24 despite a gamut
of global and external challenges. The focus on maintaining macroeconomic stability ensured
that these challenges had minimal impact on India’s economy. As a result, India’s real GDP grew
by 8.2 per cent in FY24, posting growth of over 7 per cent for a third consecutive year, driven by
stable consumption demand and steadily improving investment demand. On the supply side,
gross value added (GVA) at 2011-12 prices grew by 7.2 per cent in FY24, with growth remaining
broad-based. Net taxes at constant (2011-12) prices grew by 19.1 per cent in FY24, aided by
reasonably strong tax growth, both at the centre and state levels and rationalisation of subsidy
expenditure. This led to the difference between GDP and GVA growth in FY24.

Chart I.16: Carry-forward of momentum in economic growth
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1.12 The shares of the agriculture, industry and services sector in overall GVA at current prices
were 17.7 per cent, 27.6 per cent and 54.7 per cent respectively in FY24. GVA in the agriculture
sector continued to grow, albeit at a slower pace. Erratic weather patterns during the year
and an uneven spatial distribution of the monsoon in 2023 impacted overall output. This is
reflected in the marginal decline in total foodgrain output for FY24 of 0.3 per cent as per the
third advanced estimate of foodgrain production released by the Ministry of Agriculture and
Farmers’ Welfare (MoAFW).»

Chart I.17: Broad-based growth Chart 1.18: Private consumption steady
as investment drives growth
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1.13 Within the industrial sector, manufacturing GVA shrugged off a disappointing FY23 and
grew by 9.9 per cent in FY24. Manufacturing activities benefitted from reduced input prices
while catering to stable domestic demand. The input price advantage was reflected in the
subdued growth in the Wholesale Price Index (WPI) inflation, which led to a deflator of (-)1.7
per cent for the manufacturing sector during FY24. Manufacturers also passed on the reduction
in input prices to consumers, reflected in the sustained decline in the core consumer price
inflation. The strength of manufacturing is further corroborated by the strong performance of
the HSBC India PMI for manufacturing, which consistently remained well above the threshold
value of 50, indicating sustained expansion and stability in India's manufacturing sector.
Construction activities displayed increased momentum and registered a growth of 9.9 per cent
in FY24 due to the infrastructure buildout and buoyant commercial and residential real estate
demand.

1.14 Various high-frequency indicators reflect the growth in the services sector. Both Goods
and Services Tax (GST) collections and the issuance of e-way bills, reflecting wholesale and
retail trade, demonstrated double-digit growth in FY24. Financial and professional services

19 https://tinyurl.com/2eekevhu
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have been a major driver of growth post the pandemic. Contact-intensive services—prominently
trade, transport, real estate and their ancillary services that were impacted the most during
the pandemic have emerged much stronger in the post-pandemic period, embedding greater
technology and digital content in them and transforming the nature of the service delivery
in India. The proliferation of global capability centres (GCCs) has also imparted resilience to
India's services exports, giving further thrust to the sector.

1.15 On the demand side, private consumption has been a crucial and steadfast cog in the
GDP growth. Private final consumption expenditure (PFCE) grew by 4.0 per cent in real terms
in FY24. Urban demand conditions remain strong, as reflected in various urban consumption
indicators such as domestic passenger vehicle sales2° and air passenger traffic?. It is also reported
that rural consumption growth has gradually picked up pace during the quarter ending March
2024.2% As per the Federation of Automobile Dealers Associations, two and three-wheeler and
passenger vehicle sales also registered an uptick in FY24.

Chart I.19: Vehicle sales in rural areas have recovered
smartly since the pandemic
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1.16 Gross Fixed Capital Formation (GFCF) continues to emerge as an important driver
of growth, as indicated in its rising share of nominal GDP. India is in the midst of a private
capex upcycle that has been aided by government capital expenditure. As per Statement 1.11
of the National Accounts Statistics 2024 released by the Ministry of Statistics and Programme
Implementation (MoSPI), GFCF by private non-financial corporations increased by 19.8 per
cent in FY23. There are early signs that the momentum in private capital formation has been
sustained in FY24. As per data provided by Axis Bank Research, private investment across a
consistent set of over 3,200 listed and unlisted non-financial firms has grown by 19.8 per cent
in FY24.

20 https://tinyurl.com/y2xhxsbb
21 https://tinyurl.com/4x9udsdz
22 https://tinyurl.com/yjkpdsau
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Chart I.20: Greater general Chart I.21: Steadily rising
government focus on building private corporate capex
productive capacities
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1.17 Apart from private corporations, households have also been at the forefront of the capital
formation process. The growth in housing sales in cities has been particularly impressive,
indicating that urban households are diversifying the deployment of their savings. In 2023,
residential real estate sales in India were at their highest since 2013, witnessing a 33 per cent
YoY growth, with a total sale of 4.1 lakh units in the top eight cities. As per real estate research
firm Proptiger, new supply witnessed an all-time high, with 5.2 lakh units launched in 2023,
as against 4.3 lakh units in 2022. The momentum continued in Q1 of 2024, witnessing record-
breaking sales of 1.2 lakh units, clocking a robust 41 per cent YoY growth. New supply has
consistently exceeded one lakh units since Q2 of 2022, underscoring persistent demand-supply
dynamics in the housing market.

1.18 With cleaner balance sheets and adequate capital buffers, the banking and financial
sector is well-positioned to cater to the growing financing needs of investment demand. Credit
disbursal by scheduled commercial banks (SCBs) to industrial micro, small and medium
enterprises (MSMEs) and services continues to grow in double digits despite a higher base.
Similarly, personal loans for housing have surged, corresponding to the increase in housing
demand. However, credit offtake by large industries seems to be growing at a lower albeit stable
pace. These larger industries seem to be tapping the corporate bond market. Corporate bond
issuances in FY24 were up by 70.5 per cent, with private placement remaining the preferred
channel for corporates. Outstanding corporate bonds were up by 9.6 per cent (YoY) as of the
end of March 2024.

23 FY24 figures for the Union Government are Provisional Actuals released by CGA; FY24 figures for State
Governments are Budget Estimates and FY23 values are Revised Estimates.
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Chart I.22: Increased household
savings in the form of physical assets

Chart I1.23: Record housing sales
in top 8 cities *

mmm Saving in physical assets

40 R . 20
Savings in physical assets as per
35 cent of GDP (RHS)
30 15
]
= b
20 102
= 5
= a
o 15
10 5
5
0 0
AN N <t N O~ 0N O — A on
—_ e e e o = = o= NN N
DD R e e
[N STR SN ST SN ST S ST SO ST S0 9

160

[ —
SN
oS O

80
60

Housing sales (thousands)

Ql Q3 QI Q3 QI Q3 QI Q3 Q1 Q3
FY20 FY21 FY22 FY23 FY24

Source: Statement 1.9, National Accounts Statistics
2024, MoSPI

Source: Various Proptiger Reports?>

Chart I.24: SCBs catering to
investment demand

Chart I.25: Large corporates tapping
corporate bond markets

YoY growth in bank credit to

40 different sectors as of April '24

35
30
25
20
15
10

i .
0
£
3
]
RS

Per cent

Non-Food
Credit
MSME
Services
Housing

B New Issuances (RHS)

W
[e=)

e Qutstanding Corporate Bonds

N
W
[o)}

N
[e=}
W

N

20

T lakh crore
(3] W w
W o W
Jun-21 D
Sep-21 I
Dec-21 I
Mar-22 ]
Jun-22
Sep-22 I
Dec-22 ]
[} —_ N W
T lakh crore

Mar-23
Jun-23
p
Dec-23
Mar-24

Source: Table 170, Sectoral Deployment of Bank Credit,
Handbook of Statistics on Indian Economy, RBI

Source: Outstanding Corporate bonds, SEBI

1.19 Global trade growth slowed in 2023, leading to a marginal decline in merchandise exports
growth. As merchandise imports slowed more than exports and services trade recorded a
larger surplus compared to the year before, the drag exerted by net exports on GDP reduced.
The subdued contribution of exports was more than counterbalanced by the pick-up in fixed
investment, thereby continuing the trend of domestic stimulus seamlessly replacing external

stimuli.

24 The eight major cities referred to in the Proptiger reports are Ahmedabad, Bengaluru, Chennai, Delhi NCR,

Hyderabad, Kolkata, Pune, and Mumbai MMR.
25 https://www.proptiger.com/guide/news-views
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1.20 FY24 also marked the year GDP reached levels projected by the pre-pandemic trajectory.
A trend analysis in Box I.1 details how the overall economy and most supply and demand-side
sectors have grown at a pace to erase any permanent losses in output and demand.

Box I.1: Growth in GDP, GVA, and their components ensure

no permanent losses in demand and output

A permanent output loss refers to a downward level shift in the observed variable due to the
loss in output capacity. This box item visualises the pre-pandemic and post-pandemic trends

in India's aggregate macroeconomic variables such as GDP, GVA, private consumption and
the subcomponents of GVA.

Chart I.26: A recovery to pre- Chart I.27: Gap from trend reducing
pandemic trajectory in GDP steadily
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Chart I.30: Investment has taken off Chart I.31: Industrial GVA growing
faster than pre-pandemic trajectory
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In the analysis, six key macroeconomic variables at constant (2011-12) prices, i.e., GDP,
GVA, PFCE, GFCF, industry GVA, and services GVA of quarterly frequency, have been
deseasonalised using the X-12 ARIMA technique that decomposes variables into its trend,
seasonal, cyclical, and idiosyncratic components. The deseasonalised variables have been
visualised to understand where these variables stand vis-a-vis their pre-pandemic trend
projections. A trend line based on de-seasonalised data between June 2011 and March
2020 has been plotted and extended until March 2024. This trend reflects the approximate

projection of the variable in each quarter from June 2020 to March 2024 had the pandemic-
induced contraction of economic activity not occurred.
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The visualisation reveals that GDP, GVA, private consumption, GFCF, and industrial GVA
have recovered quickly. We see that the compounded quarterly growth rate (CQGR) of these
variables is greater in the period Q3 FY21 — Q4 FY24 than the CQGR in the pre-pandemic
period of Q1 FY12 — Q4 FY20 (Table 1.). This enabled a broad catch-up to the levels projected
by the pre-pandemic trends, thereby averting any permanent losses in demand/output. The
reasons for this are manifold. The pandemic-induced contraction presented an opportunity
for the deployment of a counter-cyclical fiscal policy that focussed on capital expenditure,
thereby positioning government-driven capital formation as a driver of growth. It also
enabled the implementation of multiple process reforms and the deployment of public digital
infrastructure that boosted the ease of doing business. The pandemic also accelerated the
adoption of digital technologies amongst the population and enhanced financial inclusion.
With the GST and the Insolvency and Bankruptcy Code (IBC) acting as tailwinds to the
economy, growth took off.

Table I.1: Faster growth since the pandemic-induced contraction
Compounded growth in| GDP | GVA | PFCE |Industrial | Services | GFCF
deseasonalised quarterly GVA GVA
series (in %)

Between Q1FY12 - Q4FY20 1.5 1.5 1.4 1.1 1.9 1.3
Between Q3FY21 - Q4FY24 1.9 1.8 1.7 1.4 2.1 2.0

GVA of the services sector is yet to reach the level projected by the pre-pandemic trend. The
granular data available until FY23 reveals that this is on account of the trade, hotel, road and
air transport sectors. These sectors, taken together, contributed about 28.5 per cent to total
real GVA in FY23 and were only one per cent above their levels in FY20.

Chart I.27 reveals that the gap between GDP and its pre-pandemic trend has been closing,
and GDP was only around 1 per cent below this trend on an annual average basis in FY24.
There is still some catching up left. The extant momentum in growth not only allows the
economy to catch up with its pre-pandemic trend without stoking inflationary pressures but
aids in surpassing it.

MACROECONOMIC STABILITY SAFEGUARDS GROWTH

1.21 For India, FY23 began with multiple challenges. Spillovers from the conflict in Europe
were stoking domestic price pressures and widening the current account deficit (CAD) through
increased oil prices. Central banks in several countries began raising policy rates to battle
inflationary pressures, leading to significant uncertainty in AEs and EMEs alike. However,
throughout FY23 and FY24, the focus on macroeconomic stability was vital in securing

economic growth amidst domestic and external vulnerabilities.
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Improving Public Finances

Consolidation of Union Government Finances

1.22 Against the global trend of widening fiscal deficit and increasing debt burden, India has
remained on the course of fiscal consolidation. The favourable fiscal performance in 2023,
emerged as the cornerstone of India’s macroeconomic stability. The fiscal deficit of the Union
Government has been brought down from 6.4 per cent of GDP in FY23 to 5.6 per cent of GDP
in FY24, according to provisional actuals (PA) data released by the Office of Controller General
of Accounts (CGA). Strong growth in direct and indirect taxes on account of resilient economic
activity and increased compliance meant that the tax revenues generated exceeded the
conservative budgetary estimates. Additionally, higher-than-budgeted non-tax revenue in the
form of dividends from the RBI has buffeted revenue receipts. In combination with restrained
revenue expenditure, these buoyant revenues ensured lower deficits. A decomposition of the
fiscal deficit over the past few years reveals that with a narrowing revenue deficit, a larger share
of the fiscal deficit is being accounted for by capital outlay. This suggests that the productivity
of borrowed resources has improved.

Chart 1.33: Steadily declining Chart 1.34: Decomposition of fiscal
deficit ratios deficit shows increasing investment
orientation
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Buoyancy in revenues continues in FY24

1.23 Significant fiscal consolidation post-pandemic could be achieved largely due to buoyant
revenues. Revenue receipts of the union government consisting of tax revenue (net to centre)

and non-tax revenue (NTR) increased YoY by 14.5 per cent in FY24 (PA), with robust growth in
both tax and non-tax revenues.
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Chart 1.35: Consistent increase in Chart 1.36: Increase in gross tax
revenue receipts driven by revenue to GDP ratio driven by
both tax and non-tax revenue strong direct tax growth
=——1Non Tax Revenue BGross Tax Revenue M Direct Taxes B Indirect Taxes

[ Tax Revenue (net to centre)
e Revenue Receipts

30
.

25 ,./ || E
0 " S
5 20 3
35 1 -

o
£ g
S 5
=10 L
5
0
FY20 FY21 FY22 FY23 FY24
(PA) FY20  FY21 FY22  FY23 FY24 (PA)

Source: Budget at a Glance, Union Budget, FY22, FY23, FY24 Interim Budget, Union Government Accounts at a
Glance — O/o CGA

1.24 The growth in gross tax revenue (GTR) was estimated to be 13.4 per cent in FY24,
translating into tax revenue buoyancy of 1.4. The growth was led by a 15.8 per cent growth in
direct taxes and a 10.6 per cent increase in indirect taxes over FY23. Broadly, 55 per cent of
GTR accrued from direct taxes and the remaining 45 per cent from indirect taxes. The increased
contribution of direct taxes to GTR over the years has been in line with the government’s effort
to enhance progressivity in taxation. The efficiency of tax collection has increased over time,
reflected in the cost of collection of direct taxes declining from 0.66 per cent of gross collections
in FY20 to 0.51 per cent in FY232°.

Chart 1.37: Tax revenues register steady increase
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26 Income Tax Department, Consolidated Time Series Data, Financial Year 2000-01 to 2022-23, Central Board of
Direct Taxes (https://tinyurl.com/3chx8v83)
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1.25 The increase in indirect taxes in FY24 was mainly driven by a 12.7 per cent growth in GST
collection. GST E-way bill generated has also registered an uptick post-pandemic. The increase
has been equally pronounced for both intra-state trade and inter-state trade. The increase in
GST collection and E-way bill generation reflects increased compliance over time.

Chart 1.38: Robust E-way bill generation corroborates strong
economic growth momentum
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1.26 Over the last seven years, GST has matured significantly through streamlining of
procedures and, in the process, enhancing tax buoyancy for the Union and State governments.
There have been calls for further rationalisation of rate structure to compress the number of
rates, elimination of rate inversions, introduction of broad-band rates for similar products and
expanding the tax base. Demands also relate to differentiating between serious and less serious
offences, spreading awareness among taxpayers regarding common mistakes, encouraging
voluntary compliance and expediting the resolution of disputes.?”

1.27 Within non-debt capital receipts, the proceeds from the National Monetisation Pipeline
(NMP), which was announced in the Union Budget FY22, are gaining traction. The NMP listed
core assets of union government ministries and public sector enterprises with a potential of
%6 lakh crore for monetisation over the four-year period of FY22 — FY25. During FY22 - FY24,
receipts worth 3.9 lakh crore have been recorded as against a target of ¥4.3 lakh crore.?® The
Ministry of Road Transport and Highways and the Ministry of Coal contributed ¥97 thousand
crore out of proceeds worth 1.6 lakh crore in FY24. The National Highways Authority of India
has identified and published an indicative list of 33 assets to be monetised in FY25. This will
help improve capital allocation by investors while aiding the government in its pursuit of fiscal
consolidation.

Trends in Central Government Expenditure

1.28 The government has followed a path of fiscal consolidation while continuing to protect
the vulnerable sections and investing in the productive capacity of the economy. Successive

27 https://tinyurl.com/2bam4ht8
28 https://tinyurl.com/d3cfceus
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budgets moderated the growth in revenue expenditure. While achieving the compression in
revenue expenditure as a per cent of GDP, the government also ensured that free food grains
are provided to 81.4 crore people in the country. At the same time, shares of total expenditure
allotted to capital spending were progressively enhanced, thereby improving the quality
of expenditure. Government expenditure in FY24 continued this trend whereby, as per the
provisional actuals, total expenditure declined to 15.0 per cent of GDP from 17.7 per cent in FY21.

Chart 1.39: Prudent management of | Chart I.40: Increasing union government
expenditure effective capex®® to GDP ratio
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29 Effective Capex includes capex and Grants-in-Aid for creation of capital assets.
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Capex has lifted the productive potential of the economy; time for the private
sector to take the baton

1.29 The PA show that capital expenditure for FY24 stood at 9.5 lakh crore, an increase of
28.2 per cent on a YoY basis, and was 2.8 times the level of FY20. The Government’s thrust on
capex has been a critical driver of economic growth amidst an uncertain and challenging global
environment.

1.30 The focus of capex has been broad-based. Spending in sectors such as road transport
and highways, railways, defence services, and telecommunications delivers higher and longer
impetuses to growth by addressing logistical bottlenecks and expanding productive capacities.
Government capex has also begun to crowd in private investment, as discussed earlier in this
chapter. Additionally, the Government continues to disburse grants-in-aid for the creation of
capital assets to the states, thereby incentivising them to increase their productive spending.

1.31 Atthisjuncture,itisimportant to note that while it remains the government’s responsibility
to facilitate the development of infrastructure and address logistical challenges, it is incumbent
upon the private sector to take forward the momentum in capital formation on its own and in
partnership with the Government. Between FY19 and FY23, the share of private non-financial
corporations in overall GFCF increased only by 0.8 percentage points from 34.1 per cent to
34.9 per cent. This was mostly driven by their fast-increasing share in the additional stock of
dwellings, other buildings and structures. Their share in addition to the capital stock in terms
of machinery and equipment, started growing robustly only since FY22, a trend that needs to
be sustained on the strength of their improving bottom-line and balance sheets in order to
generate high-quality jobs.

Table I.2: Broad-based deployment of Union Government capex
(Values in X thousand crore)

Sector FY23 FY24 (PA) Growth
Road Transport and Highways 206.0 263.9 28.1%
Railways 159.3 242.6 52.3%
Defence Services (capital outlay) 142.9 154.3 7.9%
Transfer to States 92.7 122.9 32.5%
Telecommunications 54.7 59.4 8.5%
Housing and Urban Affairs 26.9 26.4 -1.6%
Atomic Energy 13.8 14.5 5.1%
Defence (Civil) 8.0 10.3 29.5%
Police 8.2 9.7 18.7%
Space 4.3 4.4 3.4%
Source: Statement 3 of Expenditure Profile, Union Budget 2024-25 (Interim), Union Government Accounts at a
Glance — O/o CGA
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Revenue expenditure growth remains restrained

1.32 The PA show that total expenditure for FY24 is lower by ¥60.6 thousand crore as
compared to the budgeted estimates. However, these lower-than-budgeted estimates have not
resulted in compromises on important areas of revenue spending, such as rural development
and education, where allocation is significantly higher than budgeted estimates. Efficient
expenditure management, aided by lower borrowing costs, has led to a marginal downward
revision of budgeted expenditure on interest payments in FY24.

1.33 However, even though expenditure on interest payments is lower than budgeted, it
constitutes 30.4 per cent of the revenue expenditure in FY24 (PA). A commitment to fiscal
consolidation in the medium term, combined with revenues from asset monetisation and
privatisation, will be essential in reducing the share of interest payments in revenue expenditure
in order to generate more fiscal headroom.

1.34 Expenditure on major subsidies declined by 22.1 per cent on a YoY basis, led by a decrease
in fertiliser3® and food subsidies by 24.6 per cent and 22.4 per cent, respectively, in FY24. The
prices of fertilisers had steeply increased in FY23 due to the Russia-Ukraine conflict, prompting
a higher outlay for its subsidy. However, in FY24, the supply chains adapted, and as a result, the
prices of fertilisers have broadly returned to pre-conflict levels. This facilitated a lower outlay
on fertiliser subsidies. The additional food subsidy, instituted to protect vulnerable sections of
the population, has been gradually consolidating as well.

Overview of State Government Finances

1.35 State governments continued to improve their finances in FY24. Preliminary unaudited
estimates of finances for a set of 23 states3', published by the Comptroller and Auditor General
of India, suggest that the gross fiscal deficit of these 23 states was 8.6 per cent lower than the
budgeted figure of 9.1 lakh crore.32 This implies that fiscal deficit as a per cent of GDP for these
states came in at 2.8 per cent as against a budgeted 3.1 per cent. The quality of spending by state
governments improved, too, with state governments focusing on capex as well.

30 Fertiliser subsidy includes nutrient-based fertiliser subsidy and urea subsidy

31 The 23 major states are: Andhra Pradesh, Arunachal Pradesh, Assam, Bihar, Chhattisgarh, Gujarat, Haryana,
Himachal Pradesh, Jharkhand, Karnataka, Kerala, Madhya Pradesh, Maharashtra, Meghalaya, Odisha, Punjab,
Rajasthan, Tamil Nadu, Telangana, Tripura, Uttar Pradesh, Uttarakhand, and West Bengal.

32 Budgeted figures available from e-STATES Database published by RBI in their report on State Finances — A
Study of State Budgets, December 2023 (https://tinyurl.com/ywv3wvdr)
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Chart I.43: State Gross Fiscal Deficit Chart I.44: Improving quality of
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Chart I.45: States’ debt burden is gradually easing
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1.36 Charts I.46 through I.49 encapsulate states’ finances33. The Union Government’s transfers
to the states are highly progressive, with states with lower Gross State Domestic Product (GSDP)
per capita receiving higher transfers relative to their GSDP. On the revenue side, however,
the richer states, with certain exceptions, are able to mobilise a greater proportion of their
GSDP as taxes. The combined result of these dynamics on the receipts side is that poorer states
are enabled to incur greater public spending relative to their GSDP with the system of fiscal

33 Charts 1.46 to 1.49 are based on the averages of the respective variables for FY22 and FY23. The graphs have
been plotted for a total of 17 states, i.e., Andhra Pradesh, Bihar, Chhattisgarh, Gujarat, Haryana, Jharkhand,
Karnataka, Kerala, Madhya Pradesh, Maharashtra, Odisha, Punjab, Rajasthan, Tamil Nadu, Telangana, Uttar
Pradesh, and West Bengal. GSDP and PC GSDP of Maharashtra for FY23 have been taken from the Economic

Survey of Maharashtra 2024
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devolution that India has. Given the importance of public expenditure in stimulating growth
and development, this is sine qua non for addressing regional imbalances in the country.

Chart 1.46: Progressive nature of Chart I.47: States’ tax efforts
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General Government Debt

1.37 In the years since the pandemic, the Union Government and the State Governments in
general have focussed on fiscal consolidation, which was reflected in the declining debt trajectory
of the government till FY23. The general government debt to GDP ratio increased slightly in
FY24 despite a declining primary deficit because monetary tightening led to a spike in interest
rates, while the decline in inflationary pressures resulted in a lower-than-budgeted nominal
GDP growth. However, with the increased prospects of monetary policy easing, along with an
uptick in WPI inflation and the government’s continued commitment to fiscal consolidation,
the debt ratio is likely to resume its declining trend.
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Chart I.50: General Government liabilities to GDP ratio come
off their peak in FY21
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Chart I.51: Primary deficit declines, and, growth-interest
rate differential remains positive
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FY24, National Accounts Statistics, MoSPI; Cost of borrowing3s - RBI Database on Indian Economy, Budget at a
Glance.

1.38 Union Government debt is characterised by low currency and interest rate risks. This is
owing to the low share of external debt in the debt portfolio and almost all external borrowings
being from official sources. The gradual elongation of the maturity profile of the Union
Government’s debt is leading to reduced rollover risks. The proportion of dated securities

34 Data for combined liabilities for FY23 are Revised Estimates, and data for FY24 are Budget Estimates. Data for
GDP is RE for FY21, FY22, FY23 and PE for FY24.

35 The cost of borrowing is calculated as the total interest payments as a per cent of the average debt of period (t)
and (t-1).
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maturing in less than five years has seen a consistent decline in recent years. The weighted
average maturity of the outstanding stock of dated securities of the Government has increased
from 9.6 years in end-March 2011 to 12.5 years in end-March 2024.3¢

1.39 The sustained improvement in fiscal metrics is beginning to have an impact on India’s
credit ratings. For the first time in 13 years, S&P Global Ratings upgraded India's sovereign
credit rating outlook from ‘stable’ to ‘positive’ in May 2024 on the back of robust economic
growth, sound economic fundamentals and improved composition of government spending.
S&P mentioned that cautious monetary and fiscal policy that diminishes general government
debt and interest burden while improving economic resilience could lead to a higher rating over
the next two years. The agency further indicated that such an update would require continued
commitment to fiscal consolidation in a manner that reduces general government deficits to
below 7 per cent on a structural basis. If that were to happen, India’s 10-year benchmark bond
yield will drop between 30 and 50 basis points. The drop in the benchmark borrowing cost
will cause interest rates to decline in general, leading to overall lower cost of borrowing for
households and businesses. That would be a fiscal stimulus in itself.

Moderation in inflation pressure

1.40 Despite global supply chain disruptions and adverse weather conditions, domestic
inflationary pressures moderated in FY24. After averaging 6.7 per cent in FY23, retail inflation
declined to 5.4 per cent in FY24. This has been due to the combination of measures undertaken
by the Government and the RBI. The Union Government undertook prompt measures such as
open market sales, retailing in specified outlets, timely imports, reduced the prices of Liquified
Petroleum Gas (LPG) cylinders and implemented a cut in petrol and diesel prices. The RBI
raised policy rates by a cumulative 250 bps between May 2022 and February 2023. It also
managed liquidity levels efficiently and maintained consistent and coherent communication
with market participants. Even as higher policy rates are transmitted through the system, the
RBI continues to support growth with adequate liquidity, thereby ensuring that inflation is
headed to the target of 4 per cent on a durable basis. The effects of these measures are reflected
in the latest data on CPI inflation — headline CPI inflation of 5.1 per cent in June 2024, and core
inflation declined to 3.1 per cent. Consequently, India was the only country amongst its peers
to traverse a high-growth and low-inflation path in the period FY22 — FY24 (Chart 1.53). This is
despite the fact that there were pressures on the food inflation front, driven by adverse weather
conditions.

36 Table 4.2 of PDMC quarterly report (January — March 2024) (https://tinyurl.com/mrxaf4kw)
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Chart I.52: Declining core inflation Chart I.53: India a high-growth
but volatile food inflation and low-inflation economy
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The financial system remains resilient

1.41 The RBI’s vigil over the banking and financial system and its prompt regulatory actions
ensure that the system can withstand any macroeconomic or systemic shock. Data from the
RBI'’s Financial Stability Report of June 2024 show that the asset quality of SCBs has improved,
with the Gross Non-Performing Assets (GNPA) ratio declining to 2.8 per cent in March 2024, a
12-year low. The system-wide capital to risk-weighted assets ratio (CRAR) declined marginally
by 37 basis points (bps) over FY24 due to an RBI-mandated revision of risk weights but
remained well above the regulatory threshold. The profitability of SCBs remained steady, with
the return on equity and return on assets ratios at 13.8 per cent and 1.3 per cent, respectively, as
of March 2024. Macro stress tests also reveal that SCBs would be able to comply with minimum
capital requirements even under severe stress scenarios.

1.42 The RBI remains proactive in undertaking regulatory action. In a measure to regulate the
exuberant growth in the unsecured lending category and preserve financial stability, the RBI
tightened norms around this portfolio. Growth in unsecured loans was outpacing that in overall
credit. To tackle this problem, the RBI directed that consumer credit exposure for banks and
Non-Banking Financial Companies (NBFCs) will attract a risk weight of 125 per cent compared
to 100 per cent earlier. The risk weight for credit card loans by banks and NBFCs was fixed
at 150 per cent and 125 per cent, respectively, up from 125 per cent and 100 per cent earlier.
Prompt regulatory actions shield the banking and financial system from adverse developments
and instil confidence in market participants. The soundness of the banking system will facilitate
the financing of productive opportunities and lengthen the financial cycle, both of which are
necessary to sustain economic growth.

India’s external sector is safely navigating through uncertainties

1.43 On the external front, moderation in merchandise exports continued during FY24, mainly
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on account of weaker global demand and persistent geopolitical tensions. However, a sharper
decline in India’s merchandise import growth, owing to declining commodity prices, resulted in
a lower trade deficit in FY24. However, India's service exports have remained robust, reaching
a new high of USD 341.1 billion in FY24. Exports (merchandise and services) in FY24 grew by
0.15 per cent, while the total imports declined by 4.9 per cent despite a strong domestic market
demand.?” Net private transfers, mostly comprising remittances from abroad, grew to USD
106.6 billion in FY24. As a result, the CAD stood at 0.7 per cent of the GDP during the year, an
improvement from the deficit of 2.0 per cent of GDP in FY23.

1.44 Supported by optimism surrounding India’s growth story, progressive policy reform,
economic stability, fiscal prudence and attractive investment avenues, India witnessed robust
FPI inflows in FY24 that helped fund the CAD and aided the RBI in building adequate forex
reserves. Net FPI inflows stood at USD 44.1 billion during FY24 against net outflows in the
preceding two years. Net FDI inflows, however, witnessed moderation largely as a part of the
global phenomenon of declining FDI flows on account of increased scepticism. Net FDI inflows
to India declined from USD 42.0 billion during FY23 to USD 26.5 billion in FY24. However,
gross FDI inflows moderated by only 0.6 per cent in FY24. The contraction in net inflows was
primarily due to a surge in repatriation/disinvestment.

Chart I.54: CAD narrowed to 0.7 per Chart I.55: FPI inflows aided in
cent of GDP in FY24 funding CAD and building forex
reserves
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1.45 Overall, India’s external sector is being deftly managed with comfortable foreign exchange
reserves and a stable exchange rate. Forex reserves as of the end of March 2024 were sufficient
to cover 11 months of projected imports and more than 100 per cent of total external debt. The
Indian Rupee has also been one of the least volatile currencies among its emerging market peers
in FY24. India’s external debt vulnerability indicators also continued to be benign. External
debt as a ratio to GDP stood at a low level of 18.7 per cent as of end-March 2024. The ratio of
foreign exchange reserves to total debt stood at 97.4 per cent as of March 2024.

37 Table 132, Handbook of Statistics on the Indian Economy, RBI - https://tinyurl.com/yne8sbwy
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Chart I.56: The X was one of the most | Chart I.57: Forex reserves sufficient to
stable currencies over Apr’2g —Jun’24 | cover around 11 months of imports
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Reduction in macro vulnerability

1.46 In its pursuit of fiscal consolidation through efficient and prudent fiscal management,
the Government continues to stick to the fiscal glide path. The fiscal deficit of the Government
is expected to drop to 4.5 per cent of GDP or lower by FY26. This commitment has helped
keep the sovereign debt sustainable, thereby keeping sovereign bond yields and spreads in
check. All these factors have combined to keep the macroeconomic environment stable and
provide a platform for sustainable growth. This is reflected in the downward trajectory of the

macroeconomic vulnerability index — an index constructed by combining India’s fiscal deficit,
CAD and inflation.

Chart I.58: A reduction in macro-vulnerability despite
increased external uncertainty
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38 Retail Inflation from FY09 to FY12 is based on CPI-Industrial Workers released by the Labour Bureau, FY13 to
FY24 is based on CPI-Combined released by MoSPI; Gross fiscal deficit data for FY24 for the Union Government
is Provisional Actuals, and for the state governments, it is a Budget Estimate.
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Box I.2: Strengthening the Statistical System

A sound and dynamic statistical system is the cornerstone for an informed citizenry, data-
driven policies and decision-making. Official statistics play a pivotal role in addressing
societal challenges and promoting inclusive growth. The government is taking many
steps aimed at strengthening administrative and survey statistics, building capacities and
improving data quality and timeliness.

MOoSPI, the cornerstone

MoSPI is the nodal ministry for the planned and integrated development of the Indian
statistical system. MoSPI anchors the core statistics by publishing GDP, price and
volume indices and countrywide surveys of macroeconomic and sectoral importance. The
Ministry has initiated various new surveys, namely, the annual survey of unincorporated
sector enterprises, a time-use survey and started a pilot for an annual survey of service
sector enterprises. MoSPI is also working towards increasing the frequency of PLFS data
and extending the generation of quarterly estimates for rural areas. Modern IT tools are
being adopted for improved data capturing and processing. To encourage greater use of
administrative data, a National Metadata Structure is also being developed. The Unified
Data Portal project has been envisaged by MoSPI with the objective of creating a centralised
database and storage system. Ministries are also taking initiatives to enhance the frequency
of various surveys to make more informed policy decisions. Given India’s 2047 goals, it
is important for development policy that (a) MoSPI is capacitated fully to produce and
integrate all required statistics with the desired quality, regularity and timeliness and (b)
the quality and timeliness of administrative and transactional data of the line Ministries are
brought to levels that fully facilitate timely course corrections.

Further steps to strengthen the statistical database

a) An extensive exercise for base revision of important economic statistics is being taken
up at MoSPI. The exercise to change the base year of CPI from 2012 to 2024 has been
initiated. An Advisory Committee on National Accounts Statistics has been set up to
decide on the base year for GDP. Itisimportant that the base year of critical data series like
the GDP, different price indices and volume indices like Index of Industrial Production
(ITP) are updated to the most recent feasible year at the earliest. The ongoing efforts
to construct the producer price index for goods and services may be expedited to have
a greater grasp of episodes of cost-push inflation. State-level variants of indices like IIP
will help understand the emerging geographical patterns. Survey data to help understand
private sector capital formation at regular intervals will also help policy formulation.

b) The high-frequency price monitoring data for essential food items collected by different
departments may be linked in such a way that the build-up of prices at each stage from
the farm gate to the final consumer is quantifiable and monitorable. This will help
improve the effectiveness of administrative action by the Government to stabilise prices
of essential food items.
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¢) More than 1.3 crore entities are registered under GST and file returns. The granular GST
data, if made available, has great potential to analyse the health of businesses, screening
of loan applications, provide support for cash flow-based lending, and understand the
economies of different geographies deeply.

d) The XV Finance Commission observes, “The CAG, which is mandated to carry out the
role of accounts compilation and finalisation for almost all the States, as well as being the
auditor of both the Union and the States, is already in the process of establishing common
fiscal data standards. This would eventually ensure the availability of standardised data
through a public web portal for granular level fiscal statistics of the Union and the States,
both for historic audited fiscal data and high-frequency fiscal data for the current year in
downloadable database formats.”3° Granular time series, in database formats, of audited
accounts of the Union and the States will make fiscal analysis and policy much easier.

e) Regular indicators of the dynamics of production and employment in MSMEs are
essential, considering their potential for growth and job creation.

f) Information may be published on industry-wise gross disbursement of bank credit (as
opposed to the data on outstanding credit currently available), industry-wise monthly
gross financial flows through domestic and external equity and debt routes, and other
financing sources.

g) There is also a need to have a regular mechanism to aggregate the financial flows to
infrastructure and physical progress- sectorally and geographically differentiated-
achieved in different infrastructure sectors, at least on an annual basis.

h) The large volume of data generated by schemes such as Pradhan Mantri Jan Arogya
Yojana and Ayushman Bharat Digital Mission, which capture details such as hospital
admissions, patients’ medical history or demographic details. These can be used for
disease surveillance, preventive medication, etc.

i) The Labour Bureau is also tasked with conducting five surveys relating to workers and
employment. Ensuring rigour, timeliness and user-friendliness of data and making it
available in database formats will help analysis and policy+.

The thrust on evidence also necessitates that the process and impact evaluation capacities
in the Union and State Governments and universities are nurtured and driven towards
maturity in a time-bound manner.

INCLUSIVE GROWTH
Shift in the approach to welfare

1.47 India’s social welfare approach has undergone a shift from an input-based approach
to outcome-based empowerment. Saturation of basic necessities has been recognised as
imperative to achieve this, thus impelling an array of flagship initiatives. Government initiatives
like providing free-of-cost gas connections under PM Ujjwala Yojana, building toilets under

39 https://tinyurl.com/2dbutsvt
40 https://tinyurl.com/5xrrjasgc
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the Swacch Bharat Mission, opening bank accounts under Jan Dhan Yojana, building pucca
houses under PM-AWAS Yojana have improved capabilities and enhanced opportunities for
the underprivileged sections.

1.48 The approach also involves the targeted implementation of reforms for last-mile service
delivery to truly realise the maxim of “no person left behind”. These include the Aspirational
Districts Programme, launched in 2018, for focusing efforts on the most backward regions, the
success of which inspired the Aspirational Blocks Programme launched in 2023; the Vibrant
Villages Programme for border areas; and more recently, the Viksit Bharat Sankalp Yatra,
which saw the participation of 15 crore people in two months starting 15 November 20234 The
digitisation of healthcare, education and governance helps improve the gains for every rupee
spent. The Direct Benefit Transfer (DBT) scheme and Jan Dhan Yojana-Aadhaar-Mobile trinity
have been boosters of fiscal efficiency and minimisation of leakages, with ¥36.9 lakh crore
having been transferred via DBT since its inception in 2013 (DBT Portal.+).

Chart 1.59: Beneficiaries under various government
welfare schemes since their inception
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1.49 On the employment front, according to the annual PLFS, the all-India annual
unemployment rate (persons aged 15 years and above, as per usual status) has been declining
since the pandemic. This has been accompanied by a rise in the labour force participation rate
and worker-to-population ratio. Even by the relatively strict standards of current weekly status,
employment has recovered from the pandemic in urban and rural areas. From the gender
perspective, the female labour force participation rate has been rising for six years, i.e., from
23.3 per cent in 2017-18 to 37 per cent in 2022-23, driven mainly by the rising participation of
rural women.

41 15 Crore Participants in Two Months Viksit Bharat Sankalp Yatra draws huge crowds across many states, 17 Jan
2024 (https://tinyurl.com/55xae4b3)
42 https://dbtbharat.gov.in/
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Chart 1.60: Declining unemployment rate and improvement in labour
force participation rate and worker population ratio
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1.50 As a result of the systematic focus on addressing individual deprivations, the incidence of
poverty has reduced remarkably. This is reflected in the steep decline in the headcount ratio of
multidimensionally poor between 2015-16 and 2022-23, as per NITI Aayog’s discussion paper
on multidimensional poverty in India“.

1.51 The initiatives in the social sector have also translated into rising consumption spending,
as evident from the results of the latest Household Consumption Expenditure Survey (HCES)
2022-23. The HCES throws many reassuring findings on inclusive growth in the past decade.
The monthly per capita consumption expenditure (MPCE) in 2022-23 increased in real terms
in both rural and urban areas over 2011-12. The difference between rural and urban MPCE also
declined in percentage terms.

Chart I.61: Reduced rural-urban Chart 1.62: Population that is
inequality multidimensionally poor has declined
ORural BUrban @Urban-Rural Difference (RHS) Headcount Ratio
7000 100
88.2 ©
83.9 =1 24.85%
6000 L ° =% S 5 ’
— 71.2 80 = Q
v 2 o
E 5000 70 = >
S =
- g= 14.96%
& 4000 60 & s g °
2 50 o =] ‘A 1128%
o 5 S E
2 2000 30 = 5
< 20 52
1000 10 E !
(=9}
0 0 2015-16 2019-21 2022-23
2009-10  2011-12  2022-23 (Projected)
Source: Survey on Household Consumption | Source: Multidimensional Poverty in India since 2005-
Expenditure: 2022-23, MoSPI; Note# 06- A Discussion Paper, Niti Aayog

43 NITI Aayog’s discussion paper, ‘Multidimensional Poverty in India since 2005-06’, 2023 (https://tinyurl.

com/4yvmrcax)

44 Urban-rural difference is calculated as the difference a percentage of rural MPCE.
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OUTLOOK

1.52 The Indian economy recovered swiftly from the pandemic, with its real GDP in FY24
being 20 per cent higher than the pre-COVID, FY20 levels. This meant a CAGR of 4.6 per cent
from FY20, despite a 5.8 per cent decline in FY21 inflicted by the pandemic. Analysis in this
chapter shows that the current GDP level is close to the pre-pandemic trajectory in Q4FY24.
During the decade ending FY20, India grew at an average annual rate of 6.6 per cent, more or
less reflecting the long-run growth prospects of the economy. This is the background against
which we can see the prospects for FY25.

1.53 IMF projects the global economy to grow at 3.2 per cent in 2024, with risks being broadly
balanced. The average annual global growth was 3.7 per cent during the decade ending FY20.
Inflationary pressures have moderated in most economies with declining global commodity
prices and easing of supply chain pressures. However, core inflation remains sticky and driven
by high service inflation. Many central banks have hinted at the peaking of the interest rate hike
cycle. The ECB has already cut the policy rate, while the Fed has hinted at reducing the rate in
2024. If the services inflation across economies moderates faster, that may allow central banks
to bring forward the monetary policy easing cycle earlier than currently anticipated. A likely
reduction in policy rates by central banks of AEs, especially the Fed, will open the space for
central banks of EMEs to follow the lead, bringing down the cost of capital.

1.54 On the downside, any escalation of geopolitical conflicts in 2024 may lead to supply
dislocations, higher commodity prices, reviving inflationary pressures and stalling monetary
policy easing with potential repercussions for capital flows. This can also influence RBI’s
monetary policy stance. The global trade outlook for 2024 remains positive, with merchandise
trade expected to pick up after registering a contraction in volumes in 2023. Conversely,
increased fragmentation along geopolitical lines and renewed thrust on protectionism may
distort merchandise trade growth, impacting India’s external sector. Global financial markets
have scaled new heights, with investors betting on global economic expansion. However, any
corrections in the elevated financial market valuations may have ramifications for household
finances and corporate valuation, negatively impacting growth prospects. Hiring in the
information technology sector had slowed down considerably in FY24, and even if hiring does
not decline further, it is unlikely to pick up significantly. However, leveraging the initiatives
taken by the government and capturing the untapped potential in emerging markets, exports of
business, consultancy and IT-enabled services can expand. Despite the core inflation rate being
around 3 per cent, the RBI, with one eye on the withdrawal of accommodation and another on
the US Fed, has kept interest rates unchanged for quite some time, and the anticipated easing
has been delayed.

1.55 Domestic growth drivers have supported economic growth in FY24 despite uncertain
global economic performance. Improved balance sheets will help the private sector cater to
strong investment demand. A note of caution is warranted here. Private capital formation after
good growth in the last three years may turn slightly more cautious because of fears of cheaper
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imports from countries that have excess capacity. While merchandise exports are likely to
increase with improving growth prospects in AEs, services exports are also likely to witness
a further uptick. A normal rainfall forecast by the India Meteorological Department and the
satisfactory spread of the southwest monsoon thus far are likely to improve agriculture sector
performance and support the revival of rural demand. However, the monsoon season still has
some ways to go. Structural reforms such as the GST and the IBC have also matured and are
delivering envisaged results. Considering these factors, the Survey conservatively projects a
real GDP growth of 6.5—7 per cent, with risks evenly balanced, cognizant of the fact that the
market expectations are on the higher side.
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MONETARY MANAGEMENT
AND FINANCIAL
INTERMEDIATION: 02
STABILITY IS THE

WATCHWORD

India’s banking and financial sectors have displayed a stellar performance in FY24.
Double-digit and broad-based growth in bank credit, gross and net non-performing
assets at multi-year lows, and improvement in bank asset quality highlight the
government’s commitment to a healthy and stable banking sector. Capital markets
are becoming prominent in India’s growth story, with an expanding share in capital
formation and investment landscape on the back of technology, innovation, and
digitisation. Indian stock market was among the best-performing markets, with India’s
Nifty 50 index ascending by 26.8 per cent during FY24, as against (-)8.2 per cent during
FY23. The market capitalisation of the Indian stock market has seen a remarkable
surge, with the market capitalisation to GDP ratio being the fifth largest in the World.
Supported by regulatory measures and the vision to achieve ‘Insurance for all by 2047,
India is poised to emerge as one of the fastest-growing insurance markets over the next
five years. The pension sector witnessed a robust increase in subscribers and assets
under management.

While the outlook for India’s financial sector appears bright, some areas will require
focused attention going forward. The significant increase in retail investors in the
stock market calls for careful consideration. This is crucial because the possibility of
overconfidence leading to speculation and the expectation of even greater returns, which
might not align with the real market conditions, is a serious concern. For a developing
economy such as India, the financial sector needs to support the banking sector and fill
the gap in capital required for the economy's growth. Therefore, the financial sector
should expand at a pace that is in lockstep with economic growth. In particular, India
can ill-afford the economy's over financialisation at its current development stage.

The increased retail participation in financial markets and familiarity with financial
products are beginning to grow in line with India’s emergence as the world’s fifth-largest
economy. Therefore, firms operating in banking, insurance, and capital markets must
keep the interests of the consumers in mind and improve their service quality through
fair selling, disclosure, transparency, reliability, and responsiveness. Their internal
appraisal and incentive systems must be in alignment with these considerations. It is in
their interest and in the interest of the nation that they optimise their commercial goals
over the long run.
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INTRODUCTION

2.1 The Indian economy's financial and banking sectors have shown strong performance
despite continuous geopolitical challenges. The Central Bank maintained a steady policy rate
throughout the year, with the overall inflation rate under control. The effects of the monetary
tightening following the Russia-Ukraine conflict are evident in the lending and deposit interest
rates increase among banks. Bank loans saw significant and widespread growth across various
sectors, with personal loans and services leading the way.

2.2 Capital markets have also shown impressive results, with India's stock market
capitalisation to GDP ratio ranking fifth globally.! The presence of a robust Digital Public
Infrastructure (DPI) and the greater involvement of banks and microfinance institutions
(MFIs) have contributed to improved financial inclusion. The insurance and pension sectors
are also doing well, as indicated by their expanding coverage.

2.3  Against this backdrop, the chapter is divided into two parts-Monetary developments and
financial intermediation. The monetary developments part presents the monetary and liquidity
conditions of the economy.

2.4 The financial intermediation part offers a discussion on the state of various financial
institutions and financial market instruments that form part of the financial market milieu in
India. Section I of this part presents the performance of the country's banking sector, which
is the most critical pillar of the financial intermediation landscape. Section II highlights the
Government’s mechanism for dealing with distressed assets and how the Insolvency and
Bankruptcy Code, 2016 (IBC/Code) has emerged as a game-changer in resolving insolvencies.
Section III discusses the Government’s approach towards financial inclusion with increased
emphasis on digital financial inclusion and data protection. Section IV highlights the role of
MFTs in facilitating financial inclusion and promoting inclusive growth. Section V discusses the
securities markets, which have come a long way to become an alternative and efficient means
of resource mobilisation for the corporate sector and the Government. The global stature of
India’s securities markets in using technology and best practices in regulations is a matter of
pride. Section VI concerns the International Financial Services Centre, Gujarat International
Finance Tec-City (IFSC GIFT City) and how it is emerging as a global financial and IT service
hub. Sections VII and VIII present the developments in the insurance and pension sectors.
Section IX discusses the government’s mechanism to ensure regulatory coordination and
overall financial stability, highlighting the role of the Financial Stability and Development
Council (FSDC). Section X provides an overall conclusion and the outlook for the financial
sector while mentioning the key challenges to tackle going forward.

1 As per the World Federation of Exchanges (WFE)
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MONETARY DEVELOPMENTS

2.5 Monetary policy plays a crucial role in determining the economic conditions of a country
through its influence on macroeconomic indicators such as economic growth, inflation, and
investments. The primary objective of monetary policy is to maintain price stability while
keeping in mind the objective of growth. Various instruments of monetary policy, viz. cash
reserve ratio (CRR) and statutory liquidity ratio (SLR) of banks, open market operations of
the Central Bank, and imposition of credit ceilings, etc., are used by the central bank in the
direction of this overall objective. This section of the chapter presents the recent monetary
developments in the economy, focussing on the emerging liquidity conditions and monetary
policy transmission in terms of lending and deposit rates of banks.

Monetary and Credit Conditions

2.6 Monetary and credit conditions evolved in line with the monetary policy stance during
the year, supporting domestic economic activity. The Monetary Policy Committee (MPC)
maintained the status quo on the policy repo rate at 6.5 per cent in FY24. It focused on
withdrawing accommodation to ensure that inflation gradually aligns with the target while
supporting growth. With the cumulative policy repo rate hike of 250 basis points (bps),
undertaken between May 2022 and February 2023, working its way through the economy,
the MPC kept the policy repo rate unchanged at 6.5 per cent since February 2023, but with
readiness to undertake appropriate and timely policy actions if the situation so warrants.

2.7 Important factors impacting the evolution of monetary and credit conditions during
FY24 were the withdrawal of 2,000 banknotes (May 2023)?, the merger of HDFC, a non-bank
with HDFC Bank (July 2023), and the temporary imposition of the incremental CRR (I-CRR)
(August 2023). The expansion in reserve money and currency in circulation (CiC) moderated
due to the return of a predominant part of ¥2,000 banknotes to the banking system as deposits.
As per the Reserve Bank of India (RBI), the total value of 2,000 banknotes in circulation has
declined from ¥3.56 lakh crore as of 19 May 2023 (when the withdrawal of 2,000 banknotes
was announced) to 7,581 crore as of 28 June 2024, indicating that 97.87 per cent of the 2,000
denomination banknotes have returned to the banking system.? This and an increase in term
deposit rates contributed to an acceleration in aggregate deposits and broad money (M3). The
growth in CiC moderated to 4.1 per cent from 7.8 per cent YoY in the last year, reflecting the
impact of the withdrawal of ¥2,000 banknotes.

2.8 Reserve Money (Mo) recorded a year-on-year (YoY) growth of 6.7 per cent as of 29 March
2024, compared to 9.7 per cent in the previous year. Mo, adjusted for the first-round impact of

2 Vide circular dated 19 May 2023 https://www.rbi.org.in/Scripts/BS_ PressReleaseDisplay.aspx?prid=55707, RBI announced
the withdrawal of Y2000 banknotes from circulation since (i) about 89% of the Y2000 denomination banknotes were issued
before March 2017 and are at the end of their estimated life-span of 4-5 years; (ii) the total value of these banknotes in circulation
has declined from X 6.7 lakh crore at its peak as of 31 March 2018 (37.3% of Notes in Circulation) to ¥3.62 lakh crore, constituting
only 10.8% of notes in Circulation as of 31 March 2023; (iii) this denomination is not commonly used for transactions, and (iv)
the stock of banknotes in other denominations continues to be adequate to meet the currency requirement of the public.

3 RBI press release dated 1 July 2024, ‘Withdrawal of Y2000 Denomination Banknotes — Status’, https://www.rbi.org.in/

Scripts/BS_ PressReleaseDisplay.aspx?prid=58199
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changes in the CRR, recorded a 6.7 per cent growth compared with 7.4 per cent a year ago. The
increase in Mo was mainly driven by net foreign assets (NFA) during FY24.

Chart I1.1: Moderation in growth in Reserve Money (Mo0)
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2.9 The growth in Broad Money (M3), excluding the impact of the merger of HDFC with
HDFC Bank (with effect from 1 July 2023), was 11.2 per cent (YoY) as of 22 March 2024,
compared to 9 per cent a year ago. On the components side*, aggregate deposits (AD), the most
significant component, contributed most to the expansion of M3. Amongst sources, bank credit
to the commerecial sector significantly contributed to the increase in M3, with a share of 67.1 per

cent as of 22 March 2024, supplemented by net bank credit to the Government. (share of 29.4
per cent)>

Chart I1.2: Growth in Broad Money (M3)
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4 Components of Broad Money=Currency with the Public + Aggregate Deposits (Demand Deposits with Banks + Time Deposits
with banks + ‘Other’ deposits with Reserve Bank)

5 Sources of Broad Money=Net Bank Credit to Government + Bank Credit to Commercial Sector + Net Foreign Exchange Assets of
Banking Sector + Government's Currency Liabilities to the Public- Banking Sector's Net Non-Monetary Liabilities)
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Chart I1.3: Higher Money Multiplier in FY24, indicating
higher liquidity in the market
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2.10 As of 22 March 2024, the Money Multiplier (MM) was 5.4 against 5.2 a year ago.
Adjusted for reverse repo amounts, analytically akin to banks’ deposits with the Central Bank,
the adjusted MM was marginally lower at 5.3 as of March 2024.°

Liquidity conditions and trends in policy rates

2.11 The RBI’s liquidity management involved two-way operations in response to shifts in
liquidity conditions. During FY24, 17 fortnightly Variable Rate Reverse Repo (VRRR) auctions
and seven Variable Rate Repo (VRR) auctions were undertaken as the primary operation. In
addition, 49 fine-tuning operations (25 VRRR and 24 VRR) were conducted intermittently,
modulating liquidity conditions in alignment with the monetary policy stance. Amidst tightened
liquidity conditions, banks also took recourse to the marginal standing facility (MSF). Given
the extensive deployment of surplus funds under the standing deposit facility (SDF) and
simultaneous recourse to the MSF, reversal of liquidity facilities under both the SDF and the
MSF was allowed even during weekends and holidays, effective 30 December 2023.7

2.12 Taking cognisance of risks that excess liquidity can pose to price and financial stability
and the increase in the surplus liquidity, inter-alia, due to the return of 2,000 banknotes to
the banking system, the RBI announced a temporary I-CRR of 10 per cent on 10 August 20238.
The I-CRR, which impounded about 1.1 lakh crore from the banking system, was reviewed
on 8 September 2023 and discontinued in a phased manner, ending 7 October 2023. The
impounded amount was thus released to the banking system ahead of the festival season in line
with the announcement on the Developmental and Regulatory Policies of 10 August 2023. As
a result of these actions, the banking system's liquidity moderated, becoming a deficit in mid-
September, which persisted during FY24.

6 Money Multiplier (MM) refers to the amount of M3 a bank generates with each rupee of Mo available to them. It depicts the
relationship between the monetary base and the economy’s money supply, indicating how fast the money supply will grow from
the bank’s lending activity. Higher the value of the MM, the higher the liquidity in the market and vice versa.

7 This measure will be reviewed after six months or earlier if needed.

8 RBI Governor’s Statement: 10 August 2023, para 18, https://www.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=56175
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Moderation in liquidity conditions

Chart II.4a: Liquidity conditions Chart I1.4b: Policy corridor and
overnight call money rate
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Monetary policy transmission

2.13 Lending and deposit rates of scheduled commercial banks (SCBs) increased further
during FY24, reflecting the lagged impact of the policy rate hikes during May 2022-February
2023, the external benchmark-based lending rate system of loan pricing and the moderation
of surplus liquidity. During the current tightening cycle, i.e., from May 2022 to May 2024,
the external benchmark-based lending rate and the one-year median marginal-cost-of-funds-
based lending rate increased by 250 bps and 175 bps, respectively. The transmission of hike in
policy rates to lending and deposit rates is given in Table II.1.

Table II.1: Pick-up in transmission to domestic lending and deposit rates

May-22 to May -24 Apr-23 to Mar-24
WALR-Outstanding Rupee Loans 1.14 0.11
WALR-Fresh Rupee Loans 1.88 0.05
WADTDR-Outstanding Rupee Deposits 1.90 0.73
WADTDR-Fresh Rupee Deposits 2.44 0.14

Source: Lending and Deposit Rates of SCBs, RBI Press Release (various issues)
Note: WALR: Weighted average lending rate
WADTDR: Weighted average domestic term deposit rate

FINANCIAL INTERMEDIATION

2.14 Financial development and economic growth are inextricably linked, and financial
intermediation is the pathway through which the former translates into the latter. Financial
intermediation helpsin the efficient allocation of limited resources. Renowned economist Joseph
Schumpeter believed that the services provided by financial intermediaries, viz. mobilising
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savings, extending credit, storing assets, growing them, managing risk, and facilitating
transactions, were essential for technological innovation and economic development.® Financial
intermediation also facilitates and encourages the inflows of foreign capital. Empirical studies*®
show that efficient and developed financial markets can lead to increased and inclusive economic
growth by improving the allocation and utilisation of savings and ensuring access to finance to
all sections of society, including vulnerable groups and small and medium-sized firms.

2.15 Financial development parameters should not only be sound, but they also ensure
the system's financial stability as a whole. This requires indicators such as Capital to Risk
(Weighted) Assets Ratio (CRAR) , liquid assets to deposits, and short-term credit to be within
manageable limits. Further, an essential part of financial sector development is implementing
robust policies for regulation and supervision of all the financial market entities, market players,
and financial instruments. Coordinating amongst Regulators is paramount in this regard.

Performance of the banking sector and credit availability

2.16 The soundness and resilience of India’s banking sector have been underpinned by
ongoing improvements in asset quality, enhanced provisioning for bad loans, sustained capital
adequacy, and a rise in profitability. Credit growth remains robust, mainly driven by lending
to services and personal loans. As mentioned in para 2.9-2.10, deposit growth has also gained
momentum due to the transmission of previous rate increases, resulting in the repricing of
deposits and higher accretion to term deposits. Lending by non-banking financial companies

(NBFCs) accelerated, led by personal loans and loans to the industry, and their asset quality has
improved.

Chart I1.5: Double-digit growth in credit disbursal by SCBs
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9 Schumpeter, Joseph A. The Theory of Economic Development, (Cambridge, MA: Harvard University Press, 1911).

10 Arestis, P., & Demetriades, P. (1997). Financial development and economic growth: Assessing the evidence. The Economic
Journal, 107(142), 783—799; Aziakpono, M. J. (2011). Financial development and economic growth: Theory and a survey of
evidence. Studies in Economics and Econometrics, 35(1), 15—43.; Calderdn, C., & Liu, L. (2003). The direction of causality
between financial development and economic growth. Journal of Development Economics, 72(1), 321-334.
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2.17 Bank credit growth has sustained momentum during FY24, with broad-based growth
across sectors. Credit disbursal by SCBs stood at ¥164.3 lakh crore, growing by 20.2 per cent at
the end of March 2024, compared to 15 per cent growth at the end of March 2023. The trend is
continuing in FY25, as reflected in a 19 per cent and 19.8 per cent YoY growth in bank credit in
April and May 2024.

Sectoral credit growth

2.18 Growth in credit to agriculture and allied activities was in double digits during FY24.
Agricultural credit had increased nearly 1.5 times from %13.3 lakh crore in FY21 to ¥20.7 lakh
crore in FY24. The Kisan Credit Card (KCC) scheme has played a pivotal role in providing
timely and hassle-free credit to farmers, with over 7.4 crore operative KCC accounts at the end
of 2023." Increased credit disbursal to the agricultural sector continued in April and May 2024
with bank credit to agriculture and allied sectors growing by 19.7 per cent and 21.6 per cent
YoY, respectively

2.19 Industrial credit growth picked up in H2 of FY24, registering 8.5 per cent growth in
March 2024, compared to 5.2 per cent a year ago, driven by an increase in bank credit to small
and large industries. The boost in credit disbursal to Micro, Small and Medium Enterprises
(MSMEs) has been supported by the availability of collateral-free loans with a 100 per cent
credit guarantee under the Emergency Credit Linked Guarantee Scheme (ECLGS). Further,
the availability of enriched and timely credit data and rapid implementation of digital lending
infrastructure have significantly contributed towards enhancing lender confidence Box II.1
discusses the measures undertaken by the Government to ensure credit availability to MSMEs
and their success. In the future, the development of new technologies, such as the Open Credit
Enablement Network (OCEN)*, are expected to boost credit flow to the MSME sector.

Box I1.1: Enhancing the flow of bank credit to MSMEs through formalisation

Improving credit flow to the MSME sector at low cost has been a policy priority of the
Government and RBI. Various initiatives have been undertaken in this regard. These are
elaborated belows:-

e Introduction of Trade Receivables Discounting System (TReDS): TReDS
is a digital platform that facilitates the discounting of MSMEs' trade receivables
through multiple financiers- Banks and NBFCs- to meet liquidity and working capital
requirements. Cumulatively, 98.9 lakh invoices amounting to 2.9 lakh crore have been
discounted on TReDS platforms, as of 31 March, 2024 supporting MSMEs for better
liquidity and working capital management.

11 PIB Press Release of Ministry of Finance dated 27 December 2023, https://shorturl.at/ EqWwK

12 OCEN is a decentralised open credit network that codifies the flow of credit between borrowers, lenders, and credit distributors
under a common set of standards. It is expected further to strengthen the digital public infrastructure of the country

13 This box write up is based on information/data from the Ministry of MSME and UDYAM Portal, https://www.msme.gov.in/,
https://udyamregistration.gov.in/



To ensure credit availability to IMEs, w.e.f 14 February 2024, the Ministry of MSME made
a special provision under the existing CGS for MSEs providing that IMEs registered on UAP
can avail of credit up to ¥20 lakh without primary security and with 85 per cent guarantee
coverage and a reduced annual guarantee fee. Additionally, initiating legal action is not
required for financial institutions to invoke the guarantee.
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Change in definition of MSMEs: From 1 July 2020, MSME:s are defined as per a
composite criterion of turnover and investment in plant and machinery/equipment.
This is envisaged to bring a large number of entrepreneurs under the ambit of the formal
banking sector, which will facilitate the flow of credit to the industry at subsidised rates.

Registration of MSMEs on Udyam Portal: The Ministry of MSMEs launched the
Udyam Registration Portal (URP) on 1 July 2020 and since then has established itself
as an essential enabler for ease of doing business, as it is free of cost, simple and online.
This was done to bring entrepreneurs under the ambit of the formal banking sector,
which will facilitate the flow of credit to MSMEs at subsidised rates. However, one
challenge with URP is the registration of Informal Micro Enterprises (IMEs) which are
sizeable in number. As per the 73rd National Sample Survey, 6.3 crore unincorporated
non-agricultural entities existed in FY16, primarily micro-enterprises. Since IMEs do
not have a PAN/GST, they cannot register on URP and avail themselves of the benefits
of Government programmes. To formalise such enterprises, the Ministry of MSME,
in collaboration with the Small Industries and Development Bank of India (SIDBI),
launched the Udyam Assist Platform (UAP) on 11 January 2023. Through formalisation,
informal micro enterprises will be linked to various facilities such as access to markets and
credit etc. As of June 2024, 1.86 crore IMEs have been onboarded on UAP. More than
4.5 crore enterprises have been registered on URP and UAP as of 3 June 2024.

Revamp of Credit Guarantee Scheme (CGS) for MSEs: In the Union Budget FY23,
the revamp of the CGS for Micro and Small Enterprises (MSEs) was announced with a
required infusion of funds to facilitate an additional credit of X2 lakh crore for MSEs.
Accordingly, the CGS was revamped with an infusion of 39,000 crore in the corpus of
Credit Guarantee Fund Trust for MSEs. Subsequently, the credit limit under the said
scheme was enhanced from X2 crore to X 5 crore, with a minimum annual guarantee
fee of as low as 0.37 per cent per annum. Consequently, credit guarantees worth 3 lakh
crore were approved during FY23 and FY24 against the target of 32 lakh crore in four
years. During FY23, out of the guarantees of 31.04 lakh crore, ¥16,373 crore and 32,750
crore were extended to women and SC/ST-owned enterprises, respectively. Guarantees
worth ¥2.02 lakh crore were extended in FY24, out of which 332,223 crore and 5,393
crore were extended to women & SC/ST-owned enterprises, respectively.
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2.20 Bank credit disbursal to the services sector remained resilient despite a slowdown in
credit growth to NBFCs. Within the services sector, credit disbursal to the ‘commercial real
estate’ and ‘trade’ sub-sectors improved in H2 of FY24. Personal loans and NBFCs have the
largest share of credit disbursed by banks. Within personal loans, housing loan growth remained
range-bound during FY24, with signs of improvement in April and May 2024.

Chart I1.6: Broad-based growth in bank credit across sectors
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2.21 Credit disbursal for housing loans increased from 19.9 lakh crore in March 2023 to
X27.2 lakh crore in March 2024. Credit growth in personal loans can be attributed to the
significant digitalisation of the ecosystem with increased use of credit bureaus for faster
decisions, data collation and validation and e-commerce transactions. However, personal loan
growth moderated after December 2023 due to increased capital requirements for unsecured
personal loans, credit cards and lending to NBFCs by the RBI from 100 per cent to 125 per cent.'+ 15

Improvement in asset quality of banks

2.22 There has been a significant enhancement in the asset quality of banks, led by improved
borrower selection, more effective debt recovery and heightened debt awareness among large
borrowers.!® In addition to regulatory capital and liquidity requirements, qualitative metrics
such as enhanced disclosures, robust code of conduct, and transparent governance structures
have also improved banking performance.

2.23 The gross non-performing assets (GNPA) ratio of SCBs continued its downward trend,
reaching a 12-year low of 2.8 per cent at the end of March 2024 from its peak of 11.2 per cent in
FY18. Lower slippages and a reduction in outstanding GNPAs through recoveries, upgradations

14 RBI notification, ‘Regulatory measures towards consumer credit and bank credit to NBFCs’, dated 16 November 2023, https://
rbi.org.in/Scripts/NotificationUser.aspx?1d=12567&Mode=0

15 As per the RBI Annual Report 2023-24

16 Ibid 15
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and write-offs led to this decrease. The improvement in SCBs’ asset quality has been broad-
based. The GNPA ratio of the agriculture sector remains high at 6.5 per cent at the end of
March 2024, but it has recorded persistent improvement during H2 of FY24. The GNPA ratio
in the personal loans segment improved across all categories. Asset quality improved across all
significant sub-sectors within the industrial sector, barring vehicles and transport equipment.
Lower GNPAs and high provisions accumulated in recent years contributed to a decline in net
NPAs.

Chart II.7a: Decline in GNPAs of SCBs Chart I1.7b: CRAR well above the
required norms
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2.24 As SCBs bolstered their capital base by capitalising reserves from higher profits and
raising fresh capital, their CRAR increased to 16.8 per cent at the end of March 2024. As of the
end of March 2024, all banks met this as well as the CET-1 ratio” requirement of 13.9 per cent,
well above the regulatory minimum.

2.25 The net interest margin (NIM) of SCBs remained robust at 3.6 per cent in March 2024.
With growing net interest income and other operating income and as the need for additional
provisions fell, their profit after tax rose by 32.5 per cent (YoY) in March 2024, in spite of a
large increase in operating expenses. Profitability indicators remained strong, with return on
equity (RoE) and return on assets (RoA) ratios touching decadal highs in March 2024. Lagged
effects of transmission of monetary policy rate increases and shifts in liquidity conditions led to
a 100 basis points increase in the cost of funds as against the 75 basis points rise in the yield on
assets in FY24. The yield on assets further improved due to the rise in interest rates.

2.26 It is important to note that in its annual report on ‘Trend and Progress of in Banking in
India 2021-22°, RBI observed that a high NIM is negatively correlated with financial stability.
Still, the threshold above which a high NIM is antithetical to financial stability is 5 per cent. The

17 Common Equity Tier 1 refers to the sum of common shares (equivalent for non-joint stock companies) and stock surplus,
retained earnings, other comprehensive income, qualifying minority interest and regulatory adjustments
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NIM of SCBs is well below that. It peaked at 3.9 per cent in Q1 of FY24, after which it moderated
to 3.6 per cent as of March 2024.

Consistent improvement in performance indicators

Chart I1.8a: Return on assets Chart I1.8b: Return on equity
(Annualised) (Annualised)
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Chart I1.9: High net interest margin of SCBs
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2.27 India’s banking sector has shown remarkable resilience. The macro-and micro-prudential
measures by RBI and the Government have enhanced risk absorption capacity in recent years,
improving the banking system's stability. The RBI’s Basic Statistical Returns 2 (Deposits with
SCBs) reveal that as of March 2024, 56.9 per cent of India’s deposits are with Public Sector
Banks (PSBs). 61.1 per cent of total deposits are owned by households considered sticky retail
customers; therefore, deposit withdrawals in this category, in case of an adverse event, are
likely to remain limited. Second, for the top 10 Indian banks in asset size, loans constitute more
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than 50 per cent of their total assets, making banks immune to the rising interest rate cycle.
Third, after a phase of recapitalisation and cleaning up of bank balance sheets during the past
years, there is a visible improvement in various banking indicators. The CRAR for the top 10
SCB (based on asset size) has been well above Basel ITII Norms. Fourth, interest rate cycles have
been quite prominent in India, aligning with RBI's financial conditions and goal to maintain
economic stability and manage inflationary pressures. The exposure to regular interest rate
cycles has made Indian banks well-equipped to handle the cycles.

2.28 Based on the analysis mentioned above, it is seen that the Indian banking system remains
sound and resilient, backed by high capital adequacy ratio, improved asset quality and robust
earnings growth. The trend of improvement in the profitability of SCBs, which began in FY20,
continued for the fifth consecutive year in FY24. This has been aided by higher income and
lower provisions and contingencies.

Dealing with distressed assets

2.29 The ability to resolve stress in the market is a measure of an economy’s soundness,
and the ability to do so in the face of an economic slowdown is an essential indicator of the
economy’s resilience. The last decade saw Indian commercial banks face a crisis due to the
significant burden of NPA. As of March 2016, the GNPA ratio of the public sector banks was
14.5 per cent. The other side of this was the plateauing of the bank debt, which fuelled an
increase in corporate leverage, leading to the twin-balance sheet problem. Maximum stress was
in the industry and infrastructure sectors.

2.30 The Government has paid close attention to resolving stress in banks and corporations
over the past decade. Measures such as strengthening the banking regulatory framework,
amending the recovery laws, enacting comprehensive insolvency and bankruptcy legislation,
and establishing a public sector asset reconstruction company were implemented. These
measures have nursed the credit sector back to sound health, and the GNPA ratio shrunk to 2.8
per cent in March 2024.

2.31 The emergence of stress in the market due to the operation of market forces and the
subsequent business/venture failures is a sign of an active and dynamic economy. Since banks
form the most significant and predominant source of finance for businesses in India, banks
need to be equipped to deal with the flow of distressed assets, and the markets need to be
equipped to channel investments into the reconstruction and revival of such assets.

2.32 Banking regulations provide for monitoring and timely identification of stressed assets,
and RBI has taken several measures to strengthen 