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Preface

For second year running, the Economic Survey was written under the cloud of the Covid-19 pandemic. These
have been difficult times for the world economy. It is not just about the immediate disruptions and uncertainty
caused by repeated waves of the pandemic, but also the longer-term uncertainty about the post-Covid world due
to accelerated shifts in technology, consumer behaviour, supply-chains, geo-politics, climate change and a host
of other factors. Not only are these individual factors difficult to forecast, the impact of their interactions are
fundamentally unpredictable. The theme of this Economic Survey, therefore, relates to the art and science of policy-
making under conditions of extreme uncertainty.

The default mode of policy-making in India and most of the world has traditionally been to rely on a pre-determined
“Waterfall” approach — an upfront analysis of the issue, detailed planning and finally meticulous implementation.
This is the framework that underpins five-year plans and rigid urban master-plans. The problem is that the real
world is a complex and unpredictable place buffeted by all kinds of random shocks and unintended consequences.
The response of traditional economics was to create ever more detailed plans/regulations, and elaborate forecasting
models despite more than adequate evidence that this did not improve outcomes. In his Nobel Prize acceptance
speech, economist Friedrich Hayek dubbed this “The Pretence of Knowledge”.

This Economic Survey sets out to explain the alternative “Agile” approach that informed India’s economic response
to the Covid-19 shock. This framework is based on feed-back loops, real-time monitoring of actual outcomes,
flexible responses, safety-net buffers and so on. Planning matters in this framework but mostly for scenario-
analysis, identifying vulnerable sections, and understanding policy options rather than as a deterministic prediction
of the flow of events. The last Economic Survey did briefly discuss this approach, but this time it is a central theme.

Some form of feedback loop based policy-making was arguably always possible, but the Agile framework is
particularly relevant today because of the explosion of real-time data that allows for constant monitoring. Such
information includes GST collections, digital payments, satellite photographs, electricity production, cargo
movements, internal/external trade, infrastructure roll-out, delivery of various schemes, mobility indicators, to
name just a few. Some of them are available from public platforms but many innovative forms of data are now
being generated by the private sector. Short-term policy responses, therefore, can be tailored to an evolving situation
rather than what a model may have predicted.

The same recognition of uncertainty informs the longer-term supply-side strategy: the combination of policies
that encourage economic flexibility through innovation, entrepreneurship and risk-taking on one hand, and
simultaneously invests in resilient infrastructure, social safety-nets and macro-economic buffers on the other. Thus,
it is hoped that readers will be able to see the links between seemingly disparate policies ranging from deregulation,
process simplification, privatization, foreign exchange reserves accumulation, inflation-targeting, housing-for-
all, green technology, the Insolvency and Bankruptcy Code, health insurance for the poor, financial inclusion,
infrastructure spending, direct benefit transfers and so on. They are all about protection from or taking advantage
of an uncertain future.

As readers would have noticed, this Economic Survey has shifted from the two-volume format of recent years
to a single volume plus a separate volume for statistical tables. In this context it is worthwhile looking at a brief
history of the document. The Survey was first published in 1950-51 and was initially part of the Budget documents.
The document was less than 50 pages in the 1950s and contained a brief outline of economic developments of the
previous year. For example, the Survey of 1957-58 had just 38 pages. It was primarily descriptive and contained
little in the way of analysis and policy prescriptions.

From 1958-59, the length of the survey started increasing with the introduction of more charts and tables. A Hindi
translation also seems to have been initiated around this time. The ambition of the document increased significantly
in the sixties. The Survey of 1962-63 was divided into two parts where the first part focused on broader economic
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developments while the second part gave a basic analysis of different sectors. The following year, the Economic
Survey was separated from the budget and was presented a day earlier as a stand-alone document. This was the first
Survey that saw the introduction of a statistical appendix. The sixties also saw several experiments with the format.
In some years, the sections were done by themes such Recession and Measures of Revival, Control of inflation, and
Food Shortage. In other years, it was done by sectoral sections such as Industry, Agriculture and Prices.

By 1970, the length of the Economic Survey had already crossed 150 pages with a detailed list of tables. The format
was further refined in the seventies and eighties with sections being transformed into chapters. This is the phase
that developed the format that is broadly recognizable today. The 1980s saw a consistent rise in the length of the
document with the introduction of new chapters. By 1990, the length of the Economic Survey had reached close to
250 pages including the statistical appendix.

The Indian economy went through a major crisis and subsequent reforms in 1991, and the Economic Survey of
1991-92 was eagerly awaited. This was the first survey that was brought out in two volumes although the first
volume was a short booklet of 27 pages that highlighted the macroeconomic problems facing the country while the
second volume reviewed the various sectors in detail. In subsequent years, the survey reverted to one volume with
a few modifications in the number of chapters. The beginning of the 21st century saw another transformation of the
Economic Survey with introduction of better graphics and brighter colors. The length of the survey, meanwhile,
crossed 380 pages by the early 2000s.

In 2007-08 and 2008-09, in the middle of a global financial crisis, an analytical chapter was added about the
country’s medium-term challenges and macro-economic prospects. From here onwards, more thematic chapters
were included each year. In 2011-12, document was 485 pages spread over thirteen chapters and the statistical
appendix. In 2013-14, the statistical appendix was separated out and published as a separate volume. In the
following year, the Survey was presented as two volumes: Volume 1 had a number of chapters addressing topical
policy concerns, while Volume 2 carried the traditional Economic Survey along with the statistical appendix. This
format was continued till last year with the length of document steadily going up. Moreover, an attempt was made
in the last three Surveys to ensure that the Volume 1 chapters adhered to a broad theme rather than appeared as
stand-alone papers. The Economic Survey 2020-21 consisted of 335 pages in Volume 1, 368 pages in Volume 2 and
a statistical appendix of 174 pages - a total of 877 pages!

As one can see, the Economic Survey has gone through a great deal of evolution over the decades. The two volume
format did allow space for bringing in new ideas and themes but, at almost 900 pages, it was also becoming
unwieldy. It was also felt that the thematic chapters of Volume 1 were not adequately linked to the sectoral chapters
of Volume 2. Therefore, this year’s Survey reverts to a single volume plus a separate volume for the Statistical
Appendix. Along with the sectoral chapters, a new chapter has been added that demonstrates the use of satellite and
geo-spatial images to gauge various economic phenomenon — urbanization, infrastructure, environmental impact,
farming practices and so on. The idea of having a separate volume for the statistical appendix is to give it a distinct
identity as the one-stop source of authentic data. It is hoped that it will evolve in the next few years to include new
kinds of socio-economic data in line with the emphasis on a feedback loop approach.

The publication of the Economic Survey is a team effort. It is only possible because of inputs from Ministries and

institutions across the Government of India, industry bodies, think-tanks and individual experts. The officers and

consultants of the Economic Division, Department of Economic Affairs, put in months of effort to write, compile,

and edit the document. Doing it in the middle of a pandemic added special constraints. Nonetheless, we hope

that the readers will find this year’s document to be a lucid and insightful assessment of the country’s economic
trajectory.

Sanjeev Sanyal

Principal Economic Adviser

Ministry of Finance

Government of India
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CHAPTER

State of the Economy

The last two years have been difficult for the world economy on account of the COVID-19
pandemic. Repeated waves of infection, supply-chain disruptions and, more recently,
inflation have created particularly challenging times for policy-making. Faced with these
challenges, the Government of India’s immediate response was a bouquet of safety-nets
to cushion the impact on vulnerable sections of society and the business sector. It next
pushed through a significant increase in capital expenditure on infrastructure to build
back medium-term demand as well as aggressively implemented supply-side measures to
prepare the economy for a sustained long-term expansion. This chapter explains how this
flexible and multi-layered approach is partly based on an “Agile”” framework that uses
feedback-loops, and the monitoring of real-time data.

Advance estimates suggest that the Indian economy is expected to witness real GDP
expansion of 9.2 per cent in 2021-22 after contracting in 2020-21. This implies that overall
economic activity has recovered past the pre-pandemic levels. Almost all indicators
show that the economic impact of the “second wave” in Q1 was much smaller than that
experienced during the full lockdown phase in 2020-21 even though the health impact
was more severe.

Agriculture and allied sectors have been the least impacted by the pandemic and the
sector is expected to grow by 3.9 per cent in 2021-22 after growing 3.6 per cent in the
previous year. Advance estimates suggest that the GVA of Industry (including mining and
construction) will rise by 11.8 per cent in 2021-22 after contracting by 7 per cent in 2020-
21. The Services sector has been the hardest hit by the pandemic, especially segments that
involve human contact. This sector is estimated to grow by 8.2 per cent this financial year
following last year’s 8.4 per cent contraction.

Total Consumption is estimated to have grown by 7.0 per cent in 2021-22 with significant
contributions from government spending. Similarly, Gross Fixed Capital Formation
exceeded pre-pandemic levels on the back of ramped up public expenditure on
infrastructure. Exports of both goods and services have been exceptionally strong so far
in 2021-22, but imports also recovered strongly with recovery in domestic demand as well
as higher international commodity prices.
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With the vaccination programme having covered the bulk of the population, economic
momentum building back and the likely long-term benefits of supply-side reforms in the
pipeline, the Indian economy is in a good position to witness GDP growth of 8.0-8.5 per
cent in 2022-23.

Nonetheless, the global environment still remains uncertain. At the time of writing, a new
wave in the form of the Omicron variant was sweeping across the world, inflation had
jumped up in most countries, and the cycle of liquidity withdrawal was being initiated
by major central banks. This is why it is especially important to look at India’s macro-
economic stability indicators and their ability to provide a buffer against the above
stresses.

Despite all the disruptions caused by the global pandemic, India’s balance of payments
remained in surplus throughout the last two years. This allowed the Reserve Bank of India
to keep accumulating foreign exchange reserves (they stood at US$ 634 billion on 31
December 2021). This is equivalent to 13.2 months of merchandise imports and is higher
than the country’s external debt. The combination of high foreign exchange reserves,
sustained foreign direct investment, and rising export earnings will provide an adequate
buffer against possible global liquidity tapering in 2022-23.

The fiscal support given to the economy as well as to the health response caused the fiscal
deficit and government debt to rise in 2020-21. However, a strong rebound in government
revenues in 2021-22 has meant that the Government will comfortably meet its targets for
the year while maintaining the support, and ramping up capital expenditure. The strong
revival in revenues (revenue receipts were up over 67 per cent YoY in April-November
2021) means that the Government has fiscal space to provide additional support if
necessary.

The financial system is always a possible area of stress during turbulent times. However,
India’s capital markets, like many global markets, have done exceptionally well and have
allowed record mobilization of risk capital for Indian companies. More significantly, the
banking system is well capitalized and the overhang of Non-Performing Assets seem to
have structurally declined even allowing for some lagged impact of the pandemic.

Vaccination is not merely a health response but is critical for opening up the economy,
particularly contact-intensive services. Therefore, it should be treated for now as a
macro-economic indicator. Over the course of a year, India delivered 157 crore doses
that covered 91 crore people with at least one dose and 66 crore with both doses. The
vaccination process for boosters and for the 15-18 year age group was also gathering
pace at the time of writing.

Inflation has reappeared as a global issue in both advanced and emerging economies.
India’s Consumer Price Index inflation stood at 5.6 per cent YoY in December 2021
which is within the targeted tolerance band. Wholesale price inflation, however, has been
running in double-digits. Although this is partly due to base effects that will even out,
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India does need to be wary of imported inflation, especially from elevated global energy
prices.

Overall, macro-economic stability indicators suggest that the Indian economy is well
placed to take on the challenges of 2022-23. One of the reasons that the Indian economy
IS in a good position is its unique response strategy. Rather than pre-commit to a rigid
response, Government of India opted to use safety-nets for vulnerable sections on one
hand while responding iteratively based on Bayesian-updating of information. This
“barbell strategy” was discussed in last year’s Economic Survey. A key enabler of this
flexible, iterative “Agile” approach is the use of eighty High Frequency Indicators (HFIs)
in an environment of extreme uncertainty.

Another distinguishing feature of India’s response has been an emphasis on supply-side
reforms rather than a total reliance on demand management. These supply-side reforms
include deregulation of numerous sectors, simplification of processes, removal of legacy
issues like ‘retrospective tax’, privatisation, production-linked incentives and so on. These
have been discussed in detail in the respective chapters. Even the sharp increase in capital
spending by the Government can be seen both as demand and supply enhancing response
as it creates infrastructure capacity for future growth. This year’s Survey particularly
highlights the importance of process reforms in a number of sectors while Chapter 11
provides a brief demonstration of the use of satellite images and geo-spatial data, both
recently deregulated sectors, for gauging economic development.

INTRODUCTION

1.1 Two years into the COVID-19 pandemic, the global economy continues to be plagued
by uncertainty, with resurgent waves of mutant variants, supply-chain disruptions, and a return
of inflation in both advanced and emerging economies. Moreover, the likely withdrawal of
liquidity by major central banks over the next year may also make global capital flows more
volatile. In this context, it is important to evaluate both the pace of growth revival in India as
well as the strength of macro-economic stability indicators. It is also essential to look at progress
in vaccination as this is not just a health response but also a buffer against economic disruptions
caused by repeated waves of the pandemic.

Economy recovers past Pre-Pandemic levels

1.2 The Indian economy, as seen in quarterly estimates of GDP, has been staging a sustained
recovery since the second half of 2020-21. Although the second wave of the pandemic in April-
June 2021 was more severe from a health perspective, the economic impact was muted compared
to the national lockdown of the previous year (see Figures 1 & 2). Advance estimates suggest
that GDP will record an expansion of 9.2 per cent in 2021-22. This implies that the level of real
economic output will surpass the pre-COVID level of 2019-20.
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Figure 1: Gross Domestic Output (Constant Prices, Base Year:2011-12)
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Figure 2: Waves of COVID-19
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SECTORAL TRENDS

1.3 Not surprisingly, the agricultural sector was the least impacted by the pandemic-related
disruptions (Figure 3). It is estimated to grow 3.9 per cent in 2021-22 on top of 3.6 per cent and
4.3 per cent respectively in the previous two years (Table 1). This sector now accounts for 18.8
per cent of GVA.

Table 1: Annual Growth of GVA at constant (2011-12) prices (per cent)
Sectors 2019-20 2020-21 2021-22 Recovery
(1st RE) (PE) (1st AE) over 2019-20
Agriculture & Allied Sectors 107.7

Industry -1.2 -7.0 11.8 104.1
Mining & quarrying -2.5 -8.5 14.3 104.6
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Manufacturing -2.4 -7.2 125 104.4
Electricity, gas, water supply & 2.1 19 8.5 110.5
other utility services

Construction 1.0 -8.6 10.7 101.2
Services 7.2 -8.4 8.2 99.2
Trade, hotels, transport, 6.4 -18.2 11.9 915

communication and services
related to broadcasting

Financial, real estate & 7.3 -15 4.0 102.5

professional services

Public administration, defence 8.3 -4.6 10.7 105.6

and Other Services

GVA at basic price 4.1 -6.2 8.6 101.9
Source: NSO

Note: RE - Revised Estimates, PE - Provisional Estimates, AE - Advance Estimates

1.4 As shown in Figures 5 and 6 below, the area sown under Kharif and Rabi crops, and
the production of wheat and rice has been steadily increasing over the years. In line with the
longer term trend, the area sown in the Kharif cycle of 2021-22 was again higher than in the
previous year (the Rabi cycle data was incomplete at the time of writing). In the current year,
food grains production for the Kharif season is estimated to post a record level of 150.5 million
tonnes. Procurement of food grains under the central pool accordingly maintained its rising
trend in 2021-22 along with minimum support prices, which augur well for national food
security and farmers’ incomes. Importantly, the strong performance of the sector was supported
by Government policies that ensured timely supplies of seed and fertilizers despite pandemic
related disruptions. It was also helped by good monsoon rains as reflected in reservoir levels
being higher than the 10-year average (Figure 4).

Figure 3: Real GVA of Agriculture Figure 4: Reservoir Levels
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Figure 5: Area Sown under Foodgrains Figure 6: Production of Wheat and Rice
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1.5 In contrast to the steady performance of the primary sector, the industrial sector went
through a big swing by first contracting by 7 per cent in 2020-21 and then expanding by 11.8
per cent in this financial year. The manufacturing, construction and mining sub-sectors went
through the same swing although the utilities segment experienced a more muted cycle as basic
services such as electricity and water supply were maintained even at the height of the national
lockdown. The share of industry in GVA is now estimated at 28.2 per cent (Table 2).

Table 2: Share of Sectors in Nominal GVA (per cent)

Sectors 2019-20 2020-21 2021-22
(1st RE) (3) (1st AE)

Agriculture & Allied Sectors 18.4 20.2 18.8
Industry 26.7 25.9 28.2
Mining & quarrying 1.9 1.6 2.3
Manufacturing 14.7 144 154
Electricity, gas, water supply & other 2.6 2.7 2.5
utility services
Construction 7.4 7.2 8.0
Services 55.0 53.9 53.0
Trade, hotels, transport, communication 18.9 16.4 16.9
and services related to broadcasting
Financial, real estate & professional 21.2 22.1 20.9
services
Public administration, defence and 14.9 15.4 15.2
Other Services
GVA at basic price 100.0 100.0 100.0
Source: NSO

Note: RE: Revised Estimates, PE: Provisional Estimates, AE: Advance Estimates



State of the Economy | 7

1.6 Since January 2021, the widely used Purchasing Managers’ Index-Manufacturing has
remained in the expansionary zone (i.e. over 50) except for one month when the second wave
had slowed down economic activity (Figure 8). The Index of Industrial Production (I1P) and
Core Industry indices have both followed a similar pattern and, in November 2021, went past
their pre-pandemic level for the corresponding month in 2019 (Figure 7).

Figure 7: Industrial Qutput Figure 8: PMI Manufacturing
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1.7 Rising capital expenditure by the government on infrastructure and an uptick in the
housing cycle have been responsible for reviving the construction sector. This has allowed the
consumption and production of steel and cement consumption to revert to pre-COVID levels
(Figure 9). Statistics provided by RBI and leading real estate companies’ show significant
revival in the Indian residential real market in 2021 in terms of growth in sales, prices and new
launches (Figure 10 and 11).

Figure 9: Construction Sector Indicators
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Figure 10: Housing Sales and New Figure 11: RBI Housing Price
Launches in Top 8 Cities Index: All India
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1.8 Services account for more than half of the Indian economy and was the most impacted by
the COVID-19 related restrictions, especially for activities that need human contact. Although
the overall sector first contracted by 8.4 per cent in 2020-21 and then is estimated to grow by
8.2 per cent in 2021-22, it should be noted that there is a wide dispersion of performance by
different sub-sectors. Both the Finance/Real Estate and the Public Administration segments are
now well above pre-COVID levels. However, segments like Travel, Trade and Hotels are yet to
fully recover. It should be added that the stop-start nature of repeated pandemic waves makes it
especially difficult for these sub-sectors to gather momentum.

1.9 Despite contact-sensitive services still being impacted by COVID, there has been a strong
recovery of the Purchasing Managers’ Index-Services since August 2021 (Figure 13). In this
context, it is important to note the role of new forms of High Frequency Indicators to gauge
real-time trends. For example, the Google mobility indicators for retail and recreation (i.e.,
restaurants, cafes, shopping centres, etc.) and transit stations (public transport hubs such as
subway, bus, and train stations), measuring percentage deviation from pre-pandemic levels of
mobility, has exceeded pre-pandemic levels in December 2021 before the Omicron wave again
led to restrictions (Figure 12). Similarly, the hotel occupancy rate has recovered substantially,
reaching 56-58 per cent in October 2021, from 30-32 per cent in April 2021 (Figure 14).

Figure 12: Trends in Mobility
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Figure 13: PMI Services Figure 14: Hotel Occupancy Rate
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1.10 In contrast to contact-based services, distance-enabled services have increased their share
with the growing preference for remote interfaces for office work, education and even medical
services. Indeed, there has been a boom in software and IT-enabled services exports even as
earnings from tourism have declined sharply (see Figures 15 & 16).

Figure 15: Quarterly Trend in Figure 16: Real GVA of Distance
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DEMAND TRENDS

1.11 Latest advance estimates suggest full recovery of all components on the demand side
in 2021-22 except for private consumption. When compared to pre-pandemic levels, recovery
is most significant in exports followed by government consumption and gross fixed capital
formation. However, an equally strong recovery was seen in imports (Table 3 and Table 4).
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Table 3: Annual Real growth in demand side of GDP and its components (per cent)

Components 2019-20 2020-21 2021-22 Recovery
(1st RE) (PE) (1st AE) over 2019-20

Total Consumption -7.3 99.2
Government Consumption 7.9 2.9 7.6 110.7
Private Consumption 5.5 -9.1 6.9 97.1

Gross Fixed Capital Formation 5.4 -10.8 15.0 102.6

Exports -3.3 -4.7 16.5 1111

Imports -0.8 -13.6 29.4 111.8

GDP 4.0 -7.3 9.2 101.3

Source: NSO

Note: RE - Revised Estimates, PE - Provisional Estimates, AE - Advance Estimates

Table 4: Share of Sectors in Nominal GDP (per cent)

Sectors 2019-20 2020-21 2021-22
(1st RE) (J3) (1st AE)

Total Consumption 71.7 71.1 69.7
Government Consumption 11.2 12.5 12.2
Private Consumption 60.5 58.6 57.5

Gross Fixed Capital Formation 28.8 27.1 29.6

Net Export -2.5 -0.5 -3.0

Exports 18.4 18.7 20.1

Imports 21.0 19.2 23.1

GDP 100.0 100.0 100.0

Source: NSO

Note: RE: Revised Estimates, PE: Provisional Estimates, AE: Advance Estimates

Consumption

1.12 Total consumption is estimated to have grown by 7.0 per cent in 2021-22 with government
consumption remaining the biggest contributor as in the previous year (Table 3). Government
consumption is estimated to grow by a strong 7.6 per cent surpassing pre-pandemic levels.
Private consumption is also estimated to have improved significantly to recover 97 per cent of
corresponding pre-pandemic output level. This is supported by a sharp rebound in HFIs like
IIP Consumer Durables (Figure 17). However, the recent dip in vehicle registrations reflects
persistent supply-side constraints owing to the shortage of semi-conductor chips rather than
lack of consumption demand. This is illustrated in Box 2 on global supply-side disruptions.
Further, RBI’s consumer confidence survey results on both the present situation and future
expectations suggest sustained uptick in consumer sentiments (Figure 18). Also indicative of
uptick in consumer sentiments is the steep rise in digital transactions, notably in UPI payments
owing to the pandemic induced shift to contactless payments. Private consumption is poised to
see stronger recovery with rapid coverage in vaccination and faster normalisation of economic
activity.
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Figure 17: 11P Consumer Durables Index Figure 18: RBI’s Consumer Confidence Index
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Investment

1.13 Investment, as measured by Gross Fixed Capital Formation (GFCF) is expected to see
strong growth of 15 per cent in 2021-22 and achieve full recovery of pre-pandemic level.
Government’s policy thrust on quickening virtuous cycle of growth via capex and infrastructure
spending has increased capital formation in the economy lifting the investment to GDP ratio to
about 29.6 per cent in 2021-22, the highest in seven years (Figure 19).

Figure 19: Gross Fixed Capital Formation (GFCF)
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1.14 While private investment recovery is still at a nascent stage, there are many signals which
indicate that India is poised for stronger investment. The number of private investment projects
under implementation in manufacturing sector has been rising over the years (Figure 20).
Companies hitting record profits in recent quarters and mobilization of risk capital bode well for
acceleration in private investment (Figure 21). A sturdy and cleaned-up banking sector stands
ready to support private investment adequately. Expected increase in private consumption levels
will propel capacity utilisation, thereby fuelling private investment activity. RBI’s latest Industrial
Outlook Survey results indicate rising optimism of investors and expansion in production in the
upcoming quarters.
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Figure 20: Investor Sentiment in Figure 21: Non-Financial Sector
Manufacturing Profitability Ratios
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Exports and Imports

1.15 India’s exports of both goods and services have been exceptionally strong so far in
2021-22. Merchandise exports have been above US$ 30 billion for eight consecutive months
in 2021-22, despite a rise in trade costs arising from global supply constraints such as fewer
operational shipping vessels, exogenous events such as blockage of Suez Canal and COVID-19
outbreak in port city of China etc. (Figure 22). Concurrently, net services exports have also
risen sharply, driven by professional and management consulting services, audio visual and
related services, freight transport services, telecommunications, computer and information
services (Figure 23). From a demand perspective, India’s total exports are expected to grow by
16.5 per cent in 2021-22 surpassing pre-pandemic levels. Imports also recovered strongly with
revival of domestic demand and continuous rise in price of imported crude and metals. Imports

are expected to grow by 29.4 per cent in 2021-22 surpassing corresponding pre-pandemic
levels.

1.16 Resultantly, India’s net exports have turned negative in the first half of 2021-22, compared
to a surplus in the corresponding period of 2020-21 with current account recording a modest
deficit of 0.2 per cent of GDP in the first half (Figure 24). However, robust capital flows in the
form of continued inflow of foreign investment were sufficient to finance the modest current
account deficit. Elevated global commodity prices, revival in real economic activity driving
higher domestic demand and growing uncertainty surrounding capital inflows may widen
current account deficit further during the second half of the year. However, it is expected to be
within manageable limits.



Figure 22: Merchandise Trade
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BARBELL STRATEGY, SAFTEY NETS & AGILE RESPONSE

1.17 The last two years have been particularly challenging for policy-making around the world
with repeated waves from a mutating virus, travel restrictions, supply-chain disruptions and,
more recently, global inflation. Faced with all this uncertainty, the Government of India opted for
a “Barbell Strategy” that combined a bouquet of safety-nets to cushion the impact on vulnerable
sections of society/business, with a flexible policy response based on a Bayesian updating of
information. As explained in last year’s Economic Survey, this is a common strategy used in
financial markets to deal with extreme uncertainty by combining two seemingly disparate legs.
As some readers will have guessed, the iterative leg of this strategy is the same as the “Agile”
approach that uses feedback-loops, and real-time adjustment.

1.18 The Agile approach is a well-established intellectual framework that is increasingly used
in fields like project management and technology development. In an uncertain environment,
the Agile framework responds by assessing outcomes in short iterations and constantly adjusting
incrementally. It is important here to distinguish Agile from the “Waterfall” framework which
has been the conventional method for framing policy in India and most of the world. The
Waterfall approach entails a detailed, initial assessment of the problem followed by a rigid up-
front plan for implementation. This methodology works on the premise that all requirements
can be understood at the beginning and therefore pre-commits to a certain path of action. This is
the thinking reflected in five-year economic plans, and rigid urban master-plans.

1.19 While some form of feedback-loop based policy-making was always possible, it is
particularly effective at a time when we have wealth of real-time data. Over the last two years,
Government leveraged a host of High Frequency Indicators (HFIs) both from government
departments/agencies as well as private institutions that enabled constant monitoring and
iterative adaptations. Such information includes GST collections, power consumption, mobility
indicators, digital payments, satellite photographs, cargo movements, highway toll collections,
and so on. These HFIs helped policy makers tailor their responses to an evolving situation rather
than rely on pre-defined responses of a Waterfall framework.

1.20 Notice that the flexibility of Agile improves responsiveness and aids evolution, but it does
not attempt to predict future outcomes. This is why the other leg of the Barbell strategy is also
needed. It cushions for unpredictable negative outcomes by providing safety nets. This explains
why the Government’s initial measures in 2020-21 were mostly about making food available
to the poor, providing emergency liquidity support for MSMEs and holding the Insolvency
and Bankruptcy Code in abeyance. Once these were in place, the Government made its way
forward by regularly announcing packages targeted at specific challenges. Contrast this with
the approach adopted by many other countries pre-committing to a particular response path.
The following discussion provides an overview of the safety-net measures used to cushion the
economy, while Chapter 2 provides a detailed analysis of how the fiscal mix changed over time
towards supporting demand through capital expenditure and the supply-side through measures
like production linked incentives. In line with Agile approach, this mix can be changed again as
per the requirements of an evolving situation.

Safety Nets used to Cushion Vulnerable Sections

1.21 The recognition of extreme uncertainty associated with a ‘once-in-a-century’ pandemic
meant that the Government opted for a careful mix of emergency support and economic policy
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actions to provide a cushion against pandemic induced shocks while flexibly adapting to an
evolving situation.

1.22 In early 2020, when the first wave of the pandemic was making its way around the world,
the Government focused on saving lives through emergency policy actions. The firstamong these
actions was the imposition of a stringent lockdown in March 2020 when cases were still few.
This provided the necessary time to ramp up testing infrastructure, create quarantine facilities
and so on. Most importantly, it gave time to understand the COVID-19 virus, its symptoms and
how it spread.

1.23 The government recognised that lockdowns and quarantines disrupt economic activity.
Therefore, it quickly put in place economic safety nets comprised of world’s largest free food
program, direct cash transfers and relief measures for small businesses (details in Table 5). The
Reserve Bank of India simultaneously provided monetary support to the economy. Many of
these safety net provisions continued during the second wave and have been extended further
as appropriate. This was combined with a rapid ramp-up of the vaccination programme as
discussed later in the chapter.

Table 5: Key Safety Net Measures to Prevent Distress during COVID-19

Z500/month for 3 monthstowomen | ® 30,944 crore released to 20.64 crore

Cash Jan Dhan Account holders women beneficiaries
Transfers 1000 to wvulnerable sections | ® 2814 crore released covering 2.82
/\ (widows, Divyangs, elderly) crore beneficiaries
g | . .
Pradhan Mantri Kisan Samman | ® ¥ 1.8 lakh crore transferred to more
m Nidhi (PM-KISAN)- %¥6000/- per than 10 crore farmer families as on
year in three instalments 1.1.2022, since Feb 2019, ie., 6

instalments since COVID-19
Pradhan Mantri Garib Kalyan | ® Launched in March 2020, extended till

Anna Yojana - Additional free- March 2022 under Phase-V

of-cost food grains to 80 Crore P From Mar-2020 to NOV-2021, 600
National Food Security Act (NFSA) LMT foodgrains allocated to States/
beneficiaries @ 5 Kg per person per UTs equivalent to ¥ 2.07 Lakh Crore
month, over and above the regular in food subsidy

monthly NFSA foodgrains

Food Security | One Nation One Ration Card to | ® Enabled in 34 States/UTs by August
ensure PDS benefit for people in 2021 covering 94.3 per cent National

?@" transit, especially migrant workers. Food Security Act population
® 2432 crore portability transactions
carried out between 1.4.2020 and

30.9.2021
Cooking gas cylinders wunder | ® 3 free cylinders to 8 crore beneficiaries
Ujjawala for April to June 2020.

® First refill and hotplate free under
Ujjwala 2.0 (launched 10.8.2021) with
simpler procedures
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Employment
0000

Pradhan Mantri Garib Kalyan
Rojgar Abhiyaan (PM-GKRA)
for immediate employment &
livelihood opportunities to returnee
migrant workers across 6 States of
Bihar, Jharkhand, Madhya Pradesh,
Odisha, Rajasthan and Uttar Pradesh

Generated 50.8 crore man-days
employment as on 27.07.21 with
expenditure of ¥ 39,293 crore

Mahatma Gandhi National Rural
Employment Guarantee Scheme
(MGNREGYS)

2020-21 employment provided to 11.2
crore persons generating 389.2 crore
person days. Funds of ¥1,11,171 crore
released

2021-22 (as on  25.11.2021):
employment provided to 8.85 crore
persons generating 240.4 crore person
days. Funds of ¥ 68,233 crore released.

MGNREGS wage increased by
%20 over the wage rate of 2019-20

Wage rate revised w.e.f. 1.4.2020 to
benefit nearly 13.62 crore families

Contribution of 12 per cent
employer and 12 per cent
employee’s share under Employees
Provident Fund (EPF) for 6
months for establishments with
upto 100 employees with 90 per
cent earning less than ¥ 15000/-

Protected employment in EPFO
registered establishments post-COVID

Aatmanirbhar Bharat Rojgar
Yojana (ABRY) to reduce the
financial burden of the employers
and encourages them to hire more
workers, implemented by EPFO

As on 20.11.2021, benefit provided to
39.43 lakh beneficiaries through 1.15
lakh establishments

Housing

()

Pradhan Mantri Awas Yojana —
Gramin (PMAY-G)

2020- 21: 33.99 lakh houses completed

2021-22 (as on 25.11.21): 26.20 lakh
houses completed

Pradhan Mantri Awas Yojana —
Urban (PMAY-U)

2020-21: 14.56 lakh houses completed

2021-22: 4.49 lakh houses completed
(upto Dec-21)

Skill
Development

e

Deen Dayal Upadhyaya Grameen
Kaushalya Yojana (DDU-GKY)
and Rural Self Employment
Training Institutes (RSETISs) - skill
development programmes for rural
poor youth

DDU-GKY

2020-21: 38,289 candidates trained
and 49,563 candidates placed in jobs

2021-22  (till  Oct’21): 14,568
candidates trained and 21,369
candidates placed in jobs

RSETI

2020-21: 207712 candidates trained
and 138537 candidates settled
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2021-22 (as on 30.10.2021): 114640
candidates trained and 61546
candidates settled

Fresh skilling and upskilling of
the returnee migrant workers under
Pradhan Mantri Kaushal Vikas
Yojana (PMKVY) covering 6 states

1.24 lakh migrant workers trained as
on 21.11.2021

MSMEs

l%:"\

6-month moratorium and deferment
of interest for 1.3.2020 to 31.8.2020
for all term loans by RBI

Availed by 77.2 per cent of MSME
borrowers and 43.7 per cent of
individual borrowers of SCBs, as on
31.08.2020

Restructuring of MSME default
loans — Aug 2020 and May 2021
Schemes of RBI

Aggregate restructured portfolio of
78,591 crore ason 12.11.2021 by SCBs
Resolution/restructuring by PSBs in
9.8 lakh MSME accounts amounting
to 58,524 crore

Emergency Credit Line
Guarantee Scheme — 100 per cent
guarantee for additional funding of
up to X 4.5 lakh crore to businesses
(esp. MSMEs) for COVID affected
sectors

< 2.28 lakh crore disbursed to 95.2
lakh borrowers, impacting 5.45 crore
employees as on 19.11.2021

66 per cent of guarantee amount
disbursed to MSMEs

Extended till 31.03.2022

Credit Guarantee Scheme (CGS)
for MSMEs

Credit / Margin Money provided
2020-21: X 36,899 crore

2021-22: 22,959 crore (as on
30.11.2021)

Credit

Suspension  of initiation  of
corporate insolvency process under
Insolvency and Bankruptcy Code
for 1 year, and increasing minimum
threshold from X 1 lakh to 1 crore

Defaults during 25.3.2020 to 24.3.2021
remained as non-est

Term Liquidity Facility of 50,000
crore for Emergency Health
Services by RBI up to 31.3.2022

Announced on 31.04.2021

Credit Guarantee Scheme to Micro
Finance Institutions (MFIs) for on-
lending

Fully utilized in 75 days of launch
(28.6.2021), % 7500 crore sanctioned

I 45,000 crore Partial Credit
Guarantee Scheme 2.0 for NBFCs,
HFCs and MFIs for fresh lending to
MSMEs & individuals

As on 25.9.2020, portfolio of ¥ 25,505
crore approved by banks.

PSBs: portfolio of 27,794 crore
purchased as on 4.12.2020
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Special Long Term Repo Operations
for Small Finance Banks available
till 31.10.2021

Announced on 31.04.2021

Credit

Lending by Small Finance Banks
(SFBs) to MFIs for on-lending
to be classified as priority sector
lending up to 31.3.2022

Announced on 31.04.2021

%30,000 crore Additional
Emergency  Working  Capital
Funding for farmers through
NABARD

325,000 crore disbursed as on
25.9.2020

Balance 35,000 crore allocated to
NABARD by RBI for smaller NBFCs
and NBFC-MFls.

Nationwide  Credit  Outreach
Programme launchedon 16.10.2021

% 96,063 crore loans sanctioned as on
26.11.2021

Kisan Credit Cards Special
Drive- 2 lakh crore Concessional
credit boost to 2.5 crore farmers

More than 1.5 crore KCCs issued with
credit limit of 1.35 lakh crore

PM SVANidhi Scheme to provide
working capital loan to urban street
vendors to resume their businesses

Credit worth 3,054 crore to 30.2 lakh
street vendors as on 30.11.2021

Self-Help groups (SHGs)

Collateral free lending limit increased
from 10 lakhs to %20 lakhs for 63
lakh women SHGs, who supported
6.85 crore households.

Deendayal Antyodaya Yojana
- National Rural Livelihoods
Mission (DAY-NRLM) to reduce
poverty by organizing the rural
poor women into Self Help Groups
(SHGs)

2020-21: loans worth ¥ 84,143 crores
disbursed to SHGs.

2021-22 (till September 2021): 21.6
lakh SHGs credit linked with ¥ 43093
crores.

< 30,000 crore Special Liquidity
Scheme for NBFCs/HFCs/MFIs

As on 30.9.2020, 39 proposals
approved involving 11,120 crore -
37,227 crore disbursed. Scheme closed.

1.1 lakh crore loan guarantee
scheme for COVID affected sectors
— health infrastructure, tourism, etc.

Cabinet approval on 30.06.2021

Applicable till 31.03.2022, or till
50,000 crore is sanctioned, whichever
is earlier

Source: Various PIB releases and Parliament questions
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Monetary and Financial Support

1.24 Monetary policy since the outbreak of the pandemic was calibrated to provide a cushion
and support growth, but carefully controlled in order to avoid the medium term dislocations of
excess liquidity. The Monetary Policy Committee (MPC) cut the policy repo rate by 115 basis
points (bps) during February to May 2020, on top of a reduction of 135 bps in the preceding
twelve months. Since then, the MPC has maintained status quo on the policy repo rate keeping
it unchanged at 4 per cent. The Marginal Standing Facility rate and the bank rate have also
remained unchanged at 4.25 per cent and so has the reverse repo rate at 3.35 per cent. RBI in
its latest MPC statement has further decided to continue with this accommodative stance as
long as necessary to revive growth on a durable basis. A number of additional steps were taken
throughout the period to ensure that there was adequate liquidity in the system to allow the
central and state governments to finance themselves at lower rates.

1.25 An important aspect of the safety-net was the use of Government guarantees to provide
access to financial support to the economy in general and MSMEs in particular (see Table 5).
Combined with a moratorium on insolvency proceedings, the Government was able to avoid
a payments logjam that could have caused a cascade of defaults. Much of the support was
extended into 2021-22 where needed, but RBI and the Government have allowed some of
liquidity support to roll-off and the insolvency process to resume as the economy has recovered.
It is important to do this as excess liquidity and a stalled insolvency process bring longer-term
risks. This is discussed in detail in Chapter 4.

High Frequency Indicators

1.26 As mentioned above, in the last two years, Government leveraged an array of eighty
HFIs representing industry, services, global trends, macro-stability indicators and several other
activities, from both public and private sources to gauge the underlying state of the economy on
a real-time basis. These include electricity generation, scheduled domestic flights, volume/value
of financial transactions, capital flows, mobility indices, and so on. It also covers employment
demanded under MGNREGA to gauge rural employment conditions, especially in the context
of migrant workers. These indicators are regularly published in the Monthly Economic Report
of Ministry of Finance and a full list is given in the Annex at the end of this chapter.

1.27 While HFIs have the advantage of being real-time and frequent, they need to be used with
care. Each indicator provides, at best, a partial view of developments. Moreover, the noise-to-
signal ratio can be higher than for national accounts and other slower moving data. In a rapidly
evolving situation, policy-makers can pick up useful signals that allow for faster response and
better targeting. Thus, using HFIs for gauging trends in the economy is as much an art as a
science. The following charts provide a flavour of the HFIs being used (Figure 25). The specific
interpretations and policy response are discussed in the relevant chapters.
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Figure 25: Performance of High Frequency Indicators
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f. UPI and ATM Transactions
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g. Freight and Cargo Traffic
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k. Fuel Consumption
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r. Bond Yields

g. Equity Markets
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t. Retail Prices

s. Mandi Arrivals
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w. Foreign Trade

x. Baltic Dry Index
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VACCINATION

1.28 Vaccination has played a critical role (Box 1) in minimizing loss of lives, boosting
confidence in the economy towards resumption of activity and containing the sequential decline
in output due to second wave. As India completed one year of its COVID-19 vaccination drive
on 16" January, 2022, it crossed the historic milestone of administrating more than 156 crore
doses of vaccine (Figure 26). More than 88 crore people (93 per cent of the adult population)
have received at least one dose of which around 66 crore people (70 per cent of the adult
population) stands fully vaccinated. With vaccination drive further extended to the age group
of 15-18 years starting 3™ January, 2022, more than 50 per cent of India’s population in this age
group have received their first dose of the vaccine as on 19" January. These measures have been

discussed in detail in chapter 10.
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Figure 26: Vaccination Coverage
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1.29  With Indiawitnessing a resurgence in daily new cases since end-December 2021, marking
the onset of Omicron variant induced third wave, rapid progress in vaccination coverage and
further strengthening of testing and health infrastructure assume critical importance in protecting
lives and containing the spread of the infection.

Box 1: India’s vaccination drive

Vaccination has been an integral pillar of the comprehensive strategy of Government of India for
containment and management of the pandemic. On 16" January 2021, India commenced the world’s
largest vaccination program with an ambitious target to inoculate its entire eligible population by 31*
December 2021, with at least the first dose. In the first phase, the vaccination drive was sequentially
expanded to cover Health Care Workers and Front Line Workers. The second phase started on 1%
March (for above 60 years) and 1t April 2021 (from 45-59 years) making all persons aged 45 years
and above eligible for vaccination. This cohort had accounted for more than 80 per cent of the
COVID-19 mortality in the country. The third phase began on 1% May 2021 to vaccinate people in
the age group of 18-45 years. From 3™ January 2022, the vaccination drive has been further extended
to include those in the age group of 15-18 years. Taking cognisance of the recent global surge of the
Omicron variant, the Variant of Concern declared by WHO on 26 November 2021, booster doses to
healthcare and frontline workers as well as senior citizens above 60 years of age with co-morbidities
have been allowed by Government from 10" January 2022. Vaccination access and pricing have been
deregulated to quicken the pace of vaccination across states and all age groups.

The latest available data at the time of writing shows that 99 per cent of the registered Health Care
Workers and 100 per cent of the Front-Line Workers, 87 per cent of the population aged between 18-
44 years, 95 per cent of the population aged between 45-60 years and 89 per cent of the population
above 60 years have been covered under the first dose. Vaccination drive continues to gather speed and
breadth with the number of days taken to achieve an additional 10 crore doses reducing significantly
from 86 days during the initial phase to 15 days now (Figure 1A). The average daily vaccination rate
has increased four-fold from 19.3 lakh in May 2021 to 75.4 lakh as of 16" January 2021. As on 16"
January 2022, eligible population (18 year and above) vaccinated in India with first dose was 93 per
cent and with second dose 69.8 per cent (Figure 1C).
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Figure 1A: Days to Reach Next 10 Crore Figure 1B: Total Doses Administered
Doses in India across Countries
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Figure 1C: Cumulative Percent of Adult Population with COVID-19 Vaccine (in per cent)
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MACROECONOMIC STABILITY

1.30 At the time of writing, a new wave in the form of the Omicron variant was sweeping across
the world, inflation had jumped up in most countries, and the cycle of liquidity withdrawal was
being initiated by major central banks. This is why it is especially important to look at India’s
macro-economic stability indicators and their ability to provide a buffer against the above
stresses. Table 6 provides a quick comparison of various macroeconomic stability indicators
in 2008-09 (Global Financial Crisis), 2012-13 (pre Taper Tantrum) and 2021-22 (second year
of Covid-19 pandemic). This section analyses macroeconomic stability indicators on all fronts-
external sector, fiscal indicators, financial sector and inflation.
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Table 6: Comparison of Macroeconomic Indicators during Global
Financial Crisis, Taper Tantrum and COVID-19

Global Taper COVID-19 Pandemic
Financial Crisis Tantrum

tors

CPI inflation Apr-Dec 2021
India’s Gross Fiscal Deficit 8.3 6.9 10.2 2021-22 (BE)
as % of GDP

Fiscal Deficit of EMDEs 1.6 1.7 7.8 2021
(Asia) as % of GDP

Current Account Balance as -2.3 -4.8 -0.2 Apr-Sept 2021
% of GDP

External Debt as % of GDP 20.7 22.4 20.2 June 2021
Forex Reserves 252 292 634 31% Dec 2021
(USS$ billion)

Govt Bond Yields 10-year 7.3 8.0 6.4 11t Jan 2022
Total FDI inflows 8.3 34.0 48.4 Apr-Oct 2021
(USS$ billion)

SCBs Capital to Risk 13.2 13.9 16.5 Sept 2021
Weighted Assets Ratio

(CRAR)

SCBs Provision Coverage - 47.6 68.1 Sept 2021
Ratio

Source: NSO, MoSPI, RBI, CGA, CDSL, Ministry of Finance, IMF.
Note: The taper tantrum happened in 2013. In the table above, 2012-13 is used to show the position just prior to
taper tantrum as this is analogous to the present situation prior to withdrawal of liquidity in financial markets.

External sector

1.31 Despite all the disruptions caused by the global pandemic, India’s balance of payments
remained in surplus throughout the last two years (Figure 27). This allowed the Reserve
Bank of India to keep accumulating foreign exchange reserves, which stands at US$634
billion on 31 December 2021). This is equivalent to 13.2 months of imports (Figure 28)
and higher than the country’s external debt. As of end-November 2021, India was the fourth
largest foreign exchange reserves holder in the world after China, Japan, and Switzerland. A
sizeable accretion in reserves led to an improvement in external vulnerability indicators such as
foreign exchange reserves to total external debt, short-term debt to foreign exchange reserves,
etc.
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Figure 27: Surplus in BoP Figure 28: Forex reserves and Import Cover
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1.32 India’s salient external sector sustainability indicators are strong and much improved as
compared to what they were during the global financial crisis or taper episode of 2013 (Table).
For instance, the import cover and foreign exchange reserves are more than double now. The
combination of high foreign exchange reserves, sustained foreign direct investment, and rising
export earnings will provide a good buffer against any liquidity tapering/monetary policy
normalisation in 2022-23 (details in Chapter 3).

Fiscal Balance

1.33 The fiscal support given to the economy as well as the health response caused the fiscal
deficit and government debt to rise in 2020-21. However, there has been a strong rebound in
government revenues in 2021-22 so far. The revenue receipts of the central government during
April- November 2021 have gone up by 67.2 per cent (YoY), as against an estimated growth of
9.6 per cent in the 2021-22 Budget Estimates. The tax collections have been buoyant for both
direct and indirect taxes (Figure 29. The gross monthly GST collections have crossed ¥ 1 lakh
crore consistently since July 2021 (details in Chapter 2).

Figure 29: Direct and indirect tax revenue Figure 30: Fiscal and Primary deficit
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1.34 On account of a sustained revenue collection and a targeted expenditure policy by the
Government of India, the fiscal deficit for April-November 2021 has been contained at 46.2 per
cent of Budget Estimates (BE) which is nearly one third of the proportion reached during the
same period of the previous two years (135.1% of BE in April-November 2020 and 114.8% of
BE in April-November 2019). The primary deficit during the period April to November 2021
turned up at nearly half of the level it had reached during April to November 2019 (Figure 30)
This implies that the Government has the fiscal capacity to maintain the support, and ramp up
capital expenditure when required. The strong revival in revenues also provides Government
with fiscal space to provide additional support as well, if necessary.

Financial Sector

1.35 The financial system is always a possible area of stress during turbulent times. However,
India’s capital markets, have done exceptionally well and have allowed record mobilization
of risk capital for Indian companies. The Sensex and Nifty scaled up to touch its peak at
61,766 and 18,477 on October 18, 2021. Among major emerging market economies, Indian
markets outperformed its peers in April-December 2021. The year 2021-22 so far has been an
exceptional year for the primary markets with a boom in fundraising through IPOs by many new
age companies/tech start-ups/unicorns. ¥ 89,066 crore was raised via 75 IPO issues in April-
November 2021, much higher than in any year in the last decade (details in Chapter 4).

1.36 More significantly, the banking system is well capitalized and the overhang of Non-
Performing Assets seems to have structurally declined even allowing for some lagged impact of
the pandemic. The Gross Non-Performing Advances (GNPA) ratio (i.e. GNPAs as a percentage
of Gross Advances) and Net Non-Preforming (NNPA) ratio of Scheduled Commercial Banks
(SCBs) continued to decline since 2018-19. GNPA ratio of SCBs decreased from 7.5 per cent
at end-September 2020 to 6.9 per cent at end-September 2021. NNPA ratio of SCBs also
declined from 6 per cent at end of 2017-18 to 2.2 per cent at end-September 2021 (Figure
31). Simultaneously, the Capital Adequacy Ratio has continued to improve since 2015-16. The
Capital to risk-weighted asset ratio (CRAR) of SCBs increased from 15.84 per cent at end-
September 2020 to 16.54 per cent at end-September 2021 on account of improvement for both
public and private sector banks (Figure 32).

Figure 31: GNPA and NNPA ratio of SCBs Figure 32: Capital Adequacy Ratio (per cent)
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Inflation

1.37 Inflation has reappeared as a global issue in both advanced and emerging economies (Figure
33). The surge in energy prices, non-food commodities, input prices, disruption of global supply
chains, and rising freight costs stoked global inflation during the year. In India, Consumer Price
Index (CPI) inflation moderated to 5.2 per cent in 2021-22 (April-December) from 6.6 per cent
in the corresponding period of 2020-21. It was 5.6 per cent (YoY) in December 2021, which is
within the targeted tolerance band (Figure 34). The decline in retail inflation in 2021-22 was
led by easing of food inflation (details in Chapter 5). Wholesale Price Inflation (WPI), however,
has been running in double-digits. The inflation in “fuel and power’ group of WPI was above
20 per cent reflecting higher international petroleum prices. Although the high WPI inflation is
partly due to base effects that will even out, India does need to be wary of imported inflation,

especially from elevated global energy prices.

Figure 33: Consumer Price Inflation Rates

Figure 34: CPI and WPI Inflation
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1.38 Overall, macro-economic stability indicators suggest that the Indian economy is well-

placed to take on the challenges of 2022-23.

Source: MoSPI, DPIT

Box 2: Global Supply-Side Disruption

'UNCTAD, Review of Maritime Transport 2021. Pg 57.

Zhttps://m.rbi.org.in//Scripts/BS_ViewBulletin.aspx?1d=20628

As the world economy recovered in 2021, it is faced with serious supply-side constraints ranging
from delivery delays, container shortages and semiconductor chip shortages. According to the United
Nations Conference on Trade and Development, *...The COVID-19 pandemic led to a sudden dip in
international seaborne trade. But by late 2020 there had been a swift rebound mainly in a container
and dry bulk shipping. The recovery in container trade flows, which was mainly on East-West
containerized trade lanes, created a series of logistical challenges and hurdles, pushed up rates and
prices, increased delays and dwell times, and undermined service reliability.”* As shown by the IHS
Markit suppliers’ delivery times index (Figure 2A), delivery times in the US and the European Union
(EU) have hit their worst ever performance since 2010
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Figure 2A: Purchasing Manager’s Sub-Index for Delivery Time Index
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Shipping Container Shortage and Rising Trade Costs

The stress in the container shortages can be captured in the Drewry’s® Composite World
Container Index*. The Index stands at US$ 9,698.33 per 40ft container as of 20" January
2022 (Figure 2B). This is US$ 6,656 higher than the five-year average and remains 82 per
cent higher than a year earlier. Such a significant rise in price for a prolonged period indicates
that the disruptions in the global container market are not yet over and will continue to

the global sea trade.

Figure 2B: World Container Index ( US$ per 40ft container)
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Also, the freight prices on major global sea routes have observed an upward trend during the
same period. Table 2A below shows the prices and percentage change (YoY) from last year
for major routes.

Table 2A: Spot freight rates by major route

Route As on 20" January YoY change
2022 (US$) (per cent)

Composite Index 9,698 82
Shanghai - Rotterdam 14,053 55
Rotterdam - Shanghai 1,452 3

Shanghai - Genoa 12,794 46
Shanghai - Los Angeles 11,197 168
Los Angeles - Shanghai 1,262 138
Shanghai - New York 13,987 115
New York - Rotterdam 1,245 93
Rotterdam - New York 6,292 176

Source: Drewry, 2022

The shortage of containers has also impacted the Indian sea trade. According to the Federation
of Indian Export Organisation set up under the Ministry of Commerce and Industry, the lack
of containers has resulted in rising sea freight rates in the range of 300 per cent to 350 per
cent®.

Further, the production of the new containers has slowed since 2019 (Figure 2C).
Simultaneously, a rise in the disposal of containers has also been observed for the same
period. Thus, the overall growth in the containers has fallen from 11 per cent in 2019 to 5
per cent in 2021. Unless the production is ramped up significantly across the globe, this will
remain a persistent problem.

Figure 2C: Manufacturing and Disposal of Containers
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°A Speech of FIEO President, Sept 2021. https://www.fieo.org/view_detail.php?lang=0&id=0,21&dcd=7452&did
=16321181898hbfjpobpvshgpudf2sibOv776
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Semiconductors industry spillover in the automobile industry

A report by investment bank Goldman Sachs 2021 states that the supply chain disruptions in the
semiconductor industry have spillovers in over 169 industries. The manufacturing of semiconductors
requires large amount of capital and has an average gestation period of 6-9 months. Moreover, it
has a fairly long production cycle of about 18-20 weeks. Hence, any recovery from the supply chain
disruptions will be a slow and costly affair.

The report further stated that microchips and semiconductors account for about 4.7 per cent of value
added by the automotive industry®. With the delay in supply, the average lead time in the automobile
industry for 2021 has been around 14 weeks globally®. India has also experienced similar trends in
the automobile sector. As per data from the Society of Indian Automobile Manufacturers (SIAM),
carmakers sold 219,421 passenger vehicles in the domestic market in December 2021, down 13 per
cent (YoY). This is not a demand problem but a supply-side issue. The information from various car
manufacturer’s websites reveals a cumulative pendency of over 7 lakh orders® , as of December 2021.

SUPPLY SIDE REFORMS

1.39 Another distinguishing feature of India’s economic response has been an emphasis on
supply-side reforms rather than a total reliance on demand management. These supply-side
reforms include deregulation of numerous sectors, simplification of processes, removal of legacy
issues like ‘retrospective tax’, privatisation, production-linked incentives and so on. Some of
these have been listed in Table 7, and have been discussed in detail in the respective chapters.
Even the sharp increase in capital spending by the Government can be seen as both demand and
supply response as it creates infrastructure capacity for future growth.

1.40 An important theme that has been discussed through the course of the Economic Survey
is that of ‘process reforms’. It is important to distinguish between deregulation and process
reforms. The former relates to reducing or removing the role of government from a particular
activity. In contrast, the latter broadly relates to simplification and smoothening of the process
for activities where the government’s presence as a facilitator or regulator is necessary. Chapter
2 discusses the reforms undertaken in the public procurement policy- launch of Government e-
Marketplace (GeM) in 2016 for standard routine use items and the new procurement guidelines
issued in October 2021 for non-standard items and projects. Chapter 4 discusses for the need for
simplification of voluntary liquidation process for corporates and for institutionalising a standard
process for Cross Border Insolvency Process. Similarly, chapter 9 discusses the simplification
of Drone rules and reforms in telecom sector, and the need for reforms in the patent application
regime.

1.41 The emphasis given to the supply-side in India’s COVID-19 response is driven by two
important considerations. First, Indian policy-makers saw the disruptions caused by travel-

®https://www.msn.com/en-us/news/crime/global-chip-shortage-hit-these-169-industries-gs/vi-BB-
1g4hv8

"Lead time: The difference between the date of order and actually receiving
8https://www.goldmansachs.com/insights/pages/the-daily-check-in/the-semiconductor-short-
age-of-2021/transcript.pdf

\/arious company websites.
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restrictions, lockdowns and supply-chain breakdowns as an interruption of the economy’s
supply-side. Although this also squeezed demand, it is not correct to see the pandemic related
economic slowdown as just a demand problem as happens with most economic cycles. Second,
the post-Covid world will be impacted by a wide variety of factors — changes in technology,
consumer behaviour, geo-politics, supply-chains, climate change and so on. All of these factors
will also interact in unpredictable ways with each other. Therefore, the post-Covid economy will
not be merely a re-inflation of the pre-Covid economy. Simply building it back with demand
measures is not a solution.

1.42 There are two common themes in India’s supply-side strategy: (i) Reforms that improve
flexibility and innovation in order to deal with the long-term unpredictability of the post-Covid
world. This includes factor market reforms; deregulation of sectors like space, drones, geo-
spatial mapping, trade finance factoring; process reforms like those in government procurement
and in telecommunications sector; removal of legacy issues like retrospective tax; privatization
and monetization, creation of physical infrastructure, and so on. (ii) Reforms aimed at improving
the resilience of the Indian economy. These range from climate/environment related policies;
social infrastructure such as public provision of tap water, toilets, basic housing, insurance for
the poor, and so on; support for key industries under Atmanirbhar Bharat; a strong emphasis
on reciprocity in foreign trade agreements, and so on. Some commentators have likened the
Atmanirbhar Bharat approach to a return to old school protectionism. Far from it, the focus on
economic resilience is a pragmatic recognition of the vagaries of international supply-chains
(see discussion in Box 2).

1.43 Asthe reader may have guessed, the two pronged approach of “flexibility” and “resilience”
is analogous to the Barbell strategy used for the short-term response to the pandemic. This
should not be surprising as they are both attempting to deal with the same issue — uncertainty
about the future flow of events.

Table 7: Key supply side measures/reforms

Sectors Measures/Reforms

Industry ® Production Linked Incentive Scheme approved for 13 sectors including
(i) Automobiles and auto components, (ii) Pharmaceuticals drugs, (iii)
Specialty steel, (iv) Telecom & Networking Products, (v) Electronic/
Technology Products, (vi) White Goods (ACs and LEDs), (vii) Food
products, (viii) Textile products: MMF segment and technical textiles, (ix)
High efficiency solar PV modules, (x) Advanced Chemistry Cell battery,
(xi) Manufacturing of medical devices, (xii) Mobile manufacturing &
specified electronic components and (xiii) Critical key starting materials/
Drug intermediaries & Active Pharmaceutical Ingredients

e Retrospective tax repealed to promote tax certainty and foreign
investment.
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Business Process
Outsourcing (BPO)
sector

Liberalized guidelines for Other Service Providers (OSPS)
» Clear definition of OSP: The applicability of new guidelines is limited to

entities that provide “Voice based BPO services’ to its customers. Voice
based BPO services are defined to mean call centre services.

Removal of registration requirement for OSP centres in India.

No bank guarantee required for any facility or dispensation under these
guidelines.

Distinction between Domestic and International OSPs removed.

Work from home and remote locations allowed: The agents at home/
anywhere shall be treated as remote agents of the OSP centre. The
interconnection between remote agents is permitted using any technology
including broadband over wireline/wireless. The remote agent can now
directly connect to customer Electronic Private Automatic Branch
Exchange (EPABX) /centralised EPABX without the need to connect
with the OSP centre.

Interconnection between two or more OSP centres of the same or unrelated
company is now permitted.

Infrastructure sharing among OSPs is now allowed. The guidelines allow
the use of EPABX at foreign locations.

Telecom

Structural reforms

» Rationalization of Adjusted Gross Revenue: Non-telecom revenue
will be excluded from the definition of Adjusted Gross Revenue.

» Bank Guarantees rationalized: Huge reduction in Bank Guarantee
requirements against License Fee and other similar levies. For
auctions held henceforth, no Bank Guarantees will be required to
secure instalment payments.

> Interest rates rationalized and penalties from delayed payments of
License Fee or Spectrum Usage Charge (SUC) removed.

» 100 per cent FDI under automatic route permitted in telecom sector.

» No Spectrum Usage Charge (SUC) for spectrum acquired in future
spectrum auctions.

» Spectrum sharing encouraged: The additional SUC of 0.5 per cent for
spectrum sharing removed.

Process Reforms

® > Requirement of customs clearance for import of wireless equipment

removed and replaced with self-declaration to improve the ease of
doing business.

» Standing Advisory Committee on Radio Frequency Allocation
clearance process for installing towers shall be through self-
declaration/ automated time-bound approvals on SaralSanchar portal
of Department of Telecom.

» Self-KYC permitted now through an app/web- based process.

» Paper Customer Acquisition Forms will be replaced by digital storage
of data.
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» Auction calendar fixed: Spectrum auctions to be normally held in the
last quarter of every financial year.

Along with this, various measures were undertaken to address liquidity
requirement of telecom service providers including moratorium/
deferment on payments of dues arising out of the adjusted gross revenue
judgement or due payments of spectrum purchased in past auctions
(excluding the auction of 2021).

Public procurement
policy

New guidelines for procurement and project management were announced

in
>

>

>

October 2021
Quality-cum-Cost Based Selection for the selection of bidders for works
and non-consultancy services allowed as well.
Stringent deadlines for making payments: The new guidelines stipulate
timely release of payments of 75 per cent or more of bills raised within 10
working days of the submission of the bill. The remaining bill payment is
to be made after final checking within 28 working days.
Arbitration and dispute resolution: Procuring authorities to set a special
board/committee to review the case before filing an appeal against any
order. Government has allowed for the release of 75 per cent of the amount
to contractors against a bank guarantee in cases where a procuring agency
has challenged an arbitral award.

Aviation

Drone Rules (announced in August 2021)

>

>

Extended applicability of rules: Drones up to 500 kg are now subject to
regulations, compared to the earlier limit of 300 kg.

Several approvals abolished with the total forms to be filled reduced
from 25 to 5.

Types of fees reduced from 72 to 4.

Quantum of fees to be paid considerably reduced and delinked with the
size of drone.

Removal of requirement of prior security clearance.

Earlier restrictions on all foreign entities owning, manufacturing or
dealing with drones in India has been done away with.

No remote pilot licence required for micro drones (for non-commercial
use) and nano drones.

Expanded area of drone operations: An interactive map on the Digital
Sky platform specifies colour-coded zones on the map i.e. green, yellow
and red, indicating free zones, those which require prior permission,
and no-fly zones, respectively. The perimeters of these zones have also
been liberalised to increase freely accessible airspace under the green
category.

Financial sector

Banking: Reforms in Deposit Insurance

» Increase in deposit insurance from X 1 lakh to ¥ 5 lakh per depositor
per bank. This led to 98.1 per cent of the total number of accounts
being fully protected and 50.9 per cent of total deposits being insured
at end-March 2021.
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» Introduced interim payments: Interim payment will be made by
Deposit Insurance and Credit Guarantee Corporation (DICGC) to
depositors of those banks for whom any restrictions/ moratorium have
been imposed by RBI under the Banking Regulation Act resulting in
restrictions on depositors from accessing their own savings.

» Timeline of maximum of 90 days has been fixed for providing interim
payment to depositors.

e Expansion in the factoring ecosystem: The earlier condition of NBFCs
whose principal business was factoring has been removed and now all
NBFCs are permitted to undertake factoring business.

Micro Small & ® Revised definition of MSMEs:
Medium Enterprises > Removal of distinction between manufacturing and service MSMESs.
(MSMEs) » Upward revised definition of MSMEs in industry and service sector.
The upper limit as per new definition is as follows:
Investment in Plant and Annual Turnover
Machinery or Equipment
Micro < X1 crore <% 5 crore
Small << 10 crore <X 50 crore
Medium <X 50 crore <% 250 crore

e Simplified registration process for MSMEs.

e Increasing market access to micro and small industries (MSEs) under
public procurement policy: All Central Ministries, Government
Departments and CPSEs are required to procure 25 per cent of their
annual requirements of goods and services from MSEs. Further, no
global tenders for procurement up to ¥ 200 crores.

Space & Geospatial | ® Liberalizing the traditional Satellite Communication and Remote Sensing
sector sectors for increased private sector participation.

® Guidelines for the creation, acquisition and use of geospatial data,
including maps: Geospatial data was previously heavily regulated
and required licenses to be obtained for the use of such data. Now the
guidelines have been liberalised:

» Introduction of self-certification regime: All entities are now required
to follow a self-certification process to show adherence to the
guidelines, as opposed to obtaining prior approval or licenses for the
use of geospatial data and maps.

» Relaxation of restricted areas: Mapping activities are prohibited only
for specific attributes of highly sensitive locations, as opposed to
restricted areas under the previous regime.

» Relaxation on export restrictions: The guidelines permit the export of
maps with resolutions up to a 1:100 resolution thereby relaxing the
previous threshold of 1:250000.

» Open access to publicly funded data: The guidelines require all
geospatial data produced using public funds, including data produced
by the Survey of India, to be freely accessible to all Indian entities.
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Disinvestment ® New Public Sector Enterprise Policy and Asset Monetisation Strategy
New policy is for strategic disinvestment of public sector enterprises
Public sector commercial enterprises are classified as Strategic and Non-
Strategic sectors, with the policy of privatisation in non-strategic sectors
and bare minimum presence even in strategic sectors.

The identified strategic sectors are: (i) Atomic Energy, Space & Defense;
(if) Transport & Telecommunication; (iii) Power, Petroleum, Coal &
other minerals; and (iv) Banking, Insurance & Financial Services
Privatization of Air India.

® National Monetisation Pipeline
Aggregate monetisation potential of ¥ 6 lakh crore through core assets
of the Central Government over a four year period from 2021-22 to
2024-25.

Top 5 sectors including roads, railways, power, oil & gas pipelines and
telecom account for around 83 per cent of the aggregate value.

So far, CPSEs have referred ~3400 acres of land and other non-core
assets for monetization.

Labour Reforms ® Central Government notified four labour codes.

Defence ® Corporatisation of Ordnance Factory Board (OFB) approved and 7 new
Defence Public Sector Undertakings created.

FDI enhanced in Defence sector up to 74 per cent through the automatic
route and up to 100 per cent by government route

GROWTH OUTLOOK

1.44 The Indian economy is estimated to grow by 9.2 per cent in real terms in 2021-22 (as per
the First Advance Estimates), after a contraction of 7.3 per cent in 2020-21. Growth in 2022-23
will be supported by widespread vaccine coverage, gains from supply-side reforms and easing
of regulations, robust export growth, and availability of fiscal space to ramp up capital spending.
The year ahead is also well poised for a pick-up in private sector investment with the financial
system in a good position to provide support to the revival of the economy. Thus, India’s GDP
is projected to grow in real terms by 8.0-8.5 per cent in 2022-23. This projection is based on
the assumption that there will be no further debilitating pandemic related economic disruption,
monsoon will be normal, withdrawal of global liquidity by major central banks will be broadly
orderly, oil prices will be in the range of US$70-$75/bbl, and global supply chain disruptions
will steadily ease over the course of the year.

1.45 The above projection is comparable with the World Bank’s and Asian Development Bank’s
latest forecasts of real GDP growth of 8.7 per cent and 7.5 per cent respectively for 2022-23.
As per the IMF’s latest World Economic Outlook (WEO) growth projections released on 25th
January, 2022, India’s real GDP is projected to grow at 9 per cent in both 2021-22 and 2022-23
and at 7.1 per cent in 2023-24. This projects India as the fastest growing major economy in the
world in all these three years (Table 8).
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Table 8: Overview of the World Economic Outlook Projections

Year over Year
(Percent change, unless noted otherwise)

2020 2021 2022 2023
World Output -3.1 59 4.4 3.8
Advanced Economies -4.5 5.0 3.9 2.6
United States -3.4 5.6 4.0 2.6
Euro Area -6.4 52 3.9 2.5
Germany 4.6 2.7 3.8 2.5
France -8.0 6.7 3.5 1.8
Italy -8.9 6.2 3.8 2.2
Spain -10.8 4.9 5.8 3.8
Japan -4.5 1.6 28] 18
United Kingdom -9.4 7.2 4.7 2.3
Canada -5.2 4.7 4.1 2.8
Other Advanced Economies* -1.9 4.7 3.6 2.9
Emerging Market and -2.0 6.5 4.8 4.7
Developing Economies
Emerging and Developing Asia -0.9 7.2 5.9 5.8
China 2.3 8.1 4.8 5.2
India** -7.3 9.0 9.0 7.1
ASEAN*** -3.4 3.1 5.6 6.0
Emerging and Developing -1.8 6.5 35 2.9
Europe
Russia 2.7 4.5 2.8 2.1
Latin America and the Caribbean -6.9 6.8 2.4 2.6
Brazil -3.9 4.7 0.3 1.6
Mexico -8.2 5.3 2.8 2.7
Middle East and Central Asia -2.8 4.2 4.3 3.6
Saudi Arabia 4.1 2.9 4.8 2.8
Sub-Saharan Africa -1.7 4.0 3.7 4.0
Nigeria -1.8 3.0 2.7 2.7
South Africa -6.4 4.6 1.9 14

Source: IMF WEO, January 2022 Update

* Excludes the Group of Seven (Canada, France, Germany, Italy, Japan, United Kingdom, United States) and euro
area countries.

** For India, data and forecasts are presented on a fiscal year basis, with FY 2021/2022 starting in April 2021. For
the January 2022 WEO Update, India's growth projections are 8.7 per cent in 2022 and 6.6 percent in 2023 based
on calendar year. The impact of the Omicron variant is captured in the column for 2021 in the table.

*** Indonesia, Malaysia, Philippines, Thailand, Vietnam.
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ANNEX

List of 80 High Frequency Indicators (HFIs)

10 year AAA Corporate Bond yield
10 year G-Sec yield

8-Core Industries Index

Aadhar-enabled payment system (AePS) transactions
ATM withdrawals

Average Daily Electronic Toll Collection (ETC)

Average Retail price (Wheat, Rice, Tur, Sugar, Potato, Onions, Tomato, Groundnuts,
Palm Qil, Eggs, Milk)

Baltic Dry Index
Bank credit
10 Capacity Utilisation

~N OO O B W DN B

11  Capital Expenditure

12 Cement production

13 Commercial Papers (CP)

14  Corporate sector profits

15 Consumer Price Index

16  Consumer Price Index Core

17  Consumer Price Index Food

18 Crude oil Indian basket

19 Crudeprice Brent, Dubai, West Texas Intermediate
20  Currency in circulation

21 Demat accounts

22 Domestic Auto sales

23 Domestic Passenger vehicles sales
24 Domestic Tractor sales

25 Domestic air passenger traffic

26 Employees' Provident Fund Organisation Net Subscribers outstanding
27 E-way bills generated

28 Exchange Rate

29 External Commercial Borrowings
30 Fertilisers sales

31 Forex reserves



32
33
34
35
36
37
38
39
40

41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
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Fuel consumption

Government Market Borrowings
Global PMI Composite

Gross Foreign Direct Investment
Gross tax revenue (Central Govt)
Goods and Services Tax collections
Housing Launches

Housing sales

Index of Industrial Production General Index, Consumer Durables, Consumer Non-
Durables

Merchandise Exports/Imports
MGNREGA work created
MGNREGA work demanded

Money supply

Natural gas production

Net FDI

Net Foreign Portfolio Investment

Net Liquidity injections

Net purchase (+)/sale (-) of US dollar
Nifty/Sensex

Nominal Effective Exchange Rate (NEER)
Non food credit

Non oil exports

Non oil non gold imports

Number of Telecom subscribers
Purchasing Managers' Index Manufacturing
Purchasing Managers' Index Services
Port Cargo Traffic

Power Consumption

Primary Issuances

Private placement of Corporate Bonds
Rail Freight Traffic

Rail Passenger Earnings
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64 RBI's: Current Situation Index

65 RBI's: Future Expectation Index

66 Real Effective Exchange Rate (REER)
67 Real Estate Price Index-RBI

68 Total Retail financial transactions (NPCI)
69 Sales of Two/Three wheelers

70  Sector wise Nifty Index: Consumption, Fast Moving Consumer Goods, Infrastructure,
Real Estate, Metal

71  Sectoral Bank credit
72  Steel consumption
73  Steel production

74  Total Mandi Arrivals (Wheat, Rice, Tur, Sugar, Potato, Onions, Tomato, Groundnuts,
Palm Oil)

75 Unified Payments Interface transactions

76  US-Dow Jones Index

77  \ehicle registrations

78 Weighted Average Interest Rate on fresh bank lending
79  Wholesale Price Index

80 Yield spread across different maturities
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Fiscal Developments
CHAPTER

In the backdrop of an evolving pandemic situation, Government of India’s agile policy
response differed from the waterfall strategy of introducing front-loaded stimulus
packages, adopted by most other countries in 2020. Immediately after the COVID-19
outbreak, Government of India chose to first create safety-nets for the vulnerable sections
of the society/ small businesses before going on to introduce stimulus packages to boost
economic recovery in the second half of 2020-21. On the fiscal front, capital expenditure
was restrained during Q1 and Q2 of 2020-21 owing to movement restrictions in
containment zones, and unavailability of contractors/workers to carry out capital works.
However, with the easing of movement and health-related restrictions, capital spending
was pushed up in Q3 of 2020-21. Thus, the change in the mix of stimulus effected in
2020-21 towards a larger share of capital spending, has continued in the current year as
well. The stimulus measures announced so far during the year 2021-22 include liquidity
enhancing and investment boosting measures such as the Production Linked Incentives
scheme, credit guarantee schemes and export boosting initiatives.

With the bouncing back of the economy in the current financial year, the revenue receipts
of the central government during April to November 2021 have gone up by 67.2 per cent
(YoY), as against an expected growth of 9.6 per cent in the 2021-22 Budget Estimates (over
2020-21 Provisional Actuals). The buoyant tax collections of both direct and indirect taxes,
along with the non-tax revenue boosted by RBI’s surplus transfer to the Government, have
contributed to the increase in the revenue pool. The gross tax revenue during this period
has registered a growth of over 50 per cent in YoY terms. This performance is strong not
only over the corresponding period of the previous year but also when compared to the
pre-pandemic levels of 2019-20. The gross monthly GST collections have crossed the
< 1 lakh crore mark consistently since July 2021, after quickly recovering from a dip
in June 2021 following the second wave of COVID-19. The impact of the second wave
of COVID-19 on GST collections was much more muted as compared to the first wave.
The ongoing improvement in revenue performance during the current year can also be
attributed to increased tax compliance enabled by various tax administration and policy
reforms implemented by the Government in the past few years.

The New Public Sector Enterprise Policy and Asset Monetisation Strategy introduced by
the Government reaffirm its commitment towards privatization and strategic disinvestment
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of Public Sector Enterprises. The privatisation of Air India has been particularly
important, not only in terms of garnering disinvestment proceeds but also for boosting
the privatisation drive.

The expenditure policy of the central government during 2021-22 has a strong emphasis
on capital expenditure. The Budget 2021-22 had not only enhanced the expenditure
estimates but also directed them towards more productive capital expenditure. The capital
expenditure shows an increasing trend over the first three quarters of 2021-22. During
April- November 2021, the capital expenditure has grown by 13.5 per cent (YoY), with
focus in infrastructure-intensive sectors like roads and highways, railways, and housing
and urban affairs. This increase is particularly substantial given the high YoY growth in
capital expenditure registered during the corresponding period of the previous year as
well. In addition, the Centre has also put in place several incentives to boost the capital
expenditure by the States.

On account of a sustained revenue collection and a targeted expenditure policy by the
Government of India, the fiscal deficit for April to November 2021 has been contained
at 46.2 per cent of BE which is nearly one third of the proportion reached during the
same period of the previous two years (135.1 per cent of BE in April-November 2020 and
114.8 per centof BE in April-November 2019). The fiscal deficit budgeted in the currentyear
was more realistic as it brought in several off-budget items to within the budget allocation
such as the food subsidy requirements of FCI. With the enhanced borrowings on account
of COVID-19, the Central Government debt has gone up from 49.1 per cent of GDP in
2019-201059.3 per cent of GDP in 2020-21, but is expected to follow a declining trajectory
with the recovery of the economy. The General Government finances are also expected
to witness a consolidation during 2021-22, after the uptick in deficit and debt indicators
during the pandemic year 2020-21.

INTRODUCTION

2.1 Over the last two years, fiscal policy has remained a significant tool for addressing the
economic fallout of the pandemic. Government of India has adopted a calibrated fiscal policy
approach to the pandemic, which had the flexibility of adapting to an evolving situation in order
to support the vulnerable sections of society/firms and enable a resilient recovery. India’s unique
agile policy response differed from the waterfall strategy® of introducing front-loaded stimulus
packages, adopted by most other countries in 2020. Such an adaptive approach has now been
widely accepted in the policy circles (IMF Fiscal Monitor October 2021).

2.2 This chapter reviews the fiscal developments in India in the aftermath of the pandemic
outbreak. It begins with fiscal policy strategy and performance of the fiscal parameters in the
current year 2021-22, followed by a detailed analysis of the medium to long-term trends in
Central, State and General Government finances. The chapter concludes with a discussion on
policy measures to enhance efficiency of Government spending.

Waterfall strategy as explained in chapter 1 of the Survey
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FISCAL POLICY STRATEGY IN THE AFTERMATH OF THE
PANDEMIC OUTBREAK

2.3 The agile fiscal policy response adopted by Government of India encompassed a change
in mix of the stimulus measures amidst an uncertain evolution of the pandemic situation. In the
initial phase of the pandemic, the fiscal policy focused on building safety-nets for the poor and
vulnerable sections of society to hedge against the worst-case outcomes. Stimulus measures such
as direct benefit transfers to the vulnerable sections, emergency credit to the small businesses,
and the world’s largest food subsidy programme targeting 80.96 crore beneficiaries enabled
the creation of safety-nets, by ensuring that the essentials are taken care of. This was followed
by a series of stimulus packages spread throughout the year 2020-21, driven by a Bayesian
updating of information as the situation evolved. With the restoration of economic activities, the
fiscal response focused on stimulating demand in the economy. During this phase of economic
recovery, the stimulus mix included investment boosting measures like Production Linked
Incentives (PLI), steps to encourage investment in infrastructure sector and enhancing capital
expenditure by the Central and state Governments (Figure 2 A to 2 D).

2.4 This enhanced focus on capital expenditure in the second half of the year 2020-21 is reflective
of the responsive fiscal policy which Government of India has adopted against COVID-19. Due
to movement restrictions in containment zones, and unwillingness or inability of contractors and
workers to carry out works, the quarterly capital expenditure was restrained during the first two
quarters of 2020-21. With the easing of movement and health-related restrictions in Q3 of 2020-21,
the capital spending was pushed for encouraging expenditure in sectors with the most positive effect
on the economy. The focus on capital spending has been sustained during the current fiscal, as the
capital expenditure shows an increasing trend during the first three quarters of 2021-22 (Figure 1).

Figure 1: Trends in quarterly capital expenditure
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Source: CGA Monthly Accounts
Note: The estimate for Q3 FY2021-22 uses flash figures for Dec 2021.
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2.5 Building on the same approach, the Union Budget 2021-22 had enhanced the budget
outlays for the more productive capital expenditure. The Government budgeted for a
34.5 per cent growth in capital expenditure over 2020-21 BE — with emphasis on railways, roads,
urban transport, power, telecom, textiles and affordable housing amid continued focus on the
National Infrastructure Pipeline. The National Infrastructure Pipeline covering 6835 projects was
expanded to 7400 projects in Budget 2021-22. In order to unlock the domestic manufacturing
potential across sectors, such as renewable energy, heavy industry, agriculture, automotive and
textiles, Budget 2021-22 launched PLI schemes for 13 sectors, with an outlay 0f ¥1.97 lakh crore,
for a period of 5 years starting from 2021-22. All these initiatives are expected to collectively
generate employment and boost output in the medium to long term through multiplier-effects. The
stimulus measures announced during the year 2021-22 have continued the emphasis on liquidity
enhancing and investment boosting measures such as the PLI Scheme, credit guarantee schemes
and export boosting initiatives to support the reviving economy, apart from providing free food
grains to the poor (Figure 2E). The details may be seen at Box 1. In line with the agile approach,
this mix can be changed again as per the requirement of the evolving situation.

Figure 2: Changing mix of stimulus announcements in 2020-21 and 2021-22

2A. March 2020 (31,92,800 crore) 2B. May - June 2020 (311,85,561 crore)
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6%

el
Revenue
forgone
4%

Health

8% Agriculture

30%

Liquidity support to
firms
37%

Food/ livelihood

88%

Other Liquidity
measures

15% Food/livelihood

12%

2C. October 2020 (73,000 crore) 2D. November 2020 (%2,65,080 crore)

Liquidity ~Livelihood
measures 6%
3%

Agriculture
25%

Health

Investment Consumption °
boosting boosting 0.3%
i 2% - Housing
Investment sector

boosting 7%
59%




Fiscal Developments | 47

2E. June to December 2021 (36,97,338 crore)

Agriculture
2%

Liquidity
enhancing

Health
39%

4%

Investment
boosting
17%

Export boosting
17%

Source: PIB

Note: Details of stimulus announcements from June to December 2021 may be seen at Box 1.

Box 1: STIMULUS ANNOUNCEMENTS DURING 2021-22

growth and employment.

June 2021 (36.29 lakh crore)
Stimulus package for COVID-19 relief

Loan Guarantee Scheme for COVID-19 affected sectors
Emergency Credit Line Guarantee Scheme (ECLGS)
Credit Guarantee Scheme for Micro Finance institutions
Scheme for tourist guides/stakeholders

Free one month tourist visa to 5 lakh tourists

Extension of Atma Nirbhar Bharat Rozgar Yojana
Additional subsidy for DAP & P&K fertilizers

Free food grains under PMGKY (May to November, 2021)
New scheme for public health

Release of climate resilient special traits varieties

In order to reduce the impact of the shock caused by the COVID-19 second wave and support the
recovering economy, Government of India announced additional relief measures in 2021-22 which
have been listed in the table below. These measures were targeted towards providing economic relief
to the vulnerable people and sectors, strengthening the health system, and providing impetus to

Details of the measures Amount X Crore)

6,28,993
1,10,000
1,50,000

7,500

100
14,775
93,869
15,000
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Revival of North Eastern Regional Agricultural Marketing

Corporation (NERAMAC) 7
Boost for project exports through NEIA 33,000
Boost to export insurance cover 88,000
Broadband to each village through BharatNet PPP Model 19,041
Extension of tenure of PLI scheme for large scale electronic man-
ufacturing
Reform based result linked power distribution scheme

97,631
(Budget announcement)

July 2021 (23,123 crore)
23,123

India COVID-19 Emergency Response & Health System

preparedness package: Phase-I1 EEtE SEAds [0 6

State Share-%8,123 cr)

December 2021(353,344 crore)

Extension of PM Garib Kalyan Ann Yojana 533445
(December 2021- March 2022) '

Source: PIB

PERFORMANCE OF FISCAL INDICATORS DURING 2021-22

2.6 This section analyses the performance of fiscal indicators and their components for the period
April to November 2021. The data on Government accounts for April to November 2021, released
by the Controller General of Accounts, show that the fiscal deficit of the Central Government at
end November 2021 stood at 46.2 per cent of the BE compared to 135.1 per cent during the same
period in 2020-21 and 114.8 per cent during the same period in 2019-20 (Figure 4). During this
period both fiscal deficit and primary deficit stood at levels much below the corresponding levels
in the previous two years. The primary deficit during the period April to November 2021 turned up
at nearly half of the level it had reached during April to November 2019 (Figure 3).

Figure 3: Trends in Fiscal deficit and Figure 4: Fiscal deficit as a per cent of
primary deficit Budget estimate
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Table 1: Provisional Outcome for 2021-22 (April to November 2021)

In¥ lakh Percentage of

2021-22

BE 2020- | 2021- | 2020- | 2021-
21 22 21 22

1 Revenue Receipts 17.88 813 13.59 40.2 76.0 -17.3 67.2 38.2
2 Gross tax revenue 22.17 10.26 1542 423 69.5 -12.6 50.3 31.3
3 Assignment to States 6.66 334 403 42.6 60.5 -20.7 20.4 -4.5

4 Tax Revenue (net to Centre) 15.45 6.88 1135 421 73.5 -8.3 64.9 51.2
5 Non Tax Revenue 2.43 1.24 2.23 32.3 91.8 -46.6 79.5 -4.1

6 Non Debt Capital Receipts 1.88 0.18 0.21 8.1 11.0  -37.5 14.1 -28.6

7 Non Debt receipts 19.76 831 13.79 37.0 69.8 -17.9 66.0 36.2
8 Total Expenditure 34.83 19.06 20.75  62.7 59.6 4.7 8.8 14.0
9 Revenue Expenditure 29.29 16.65 18.01 63.3 61.5 3.7 8.2 121
10  Capital Expenditure 5.54 241 274 58.5 49.4 12.8 13.5 28.0
11 Revenue Deficit 11.41 852 443 1399 388 36.8 -48.1 -28.9
12  Fiscal Deficit 15.07 10.76 696 1351 462  33.1 -35.3 -13.9
13 Primary Deficit 6.97 692 235 7853 338 485 -66.0 -49.5

Source: CGA Monthly Accounts; BE: Budget Estimates
Revenue collection

2.7 The period April to November 2021 witnessed a strengthening of fiscal position by the
Central Government, which was led by buoyant revenue collection and expenditure allocations
targeted towards capital expenditure. Revenue receipts have grown at a much higher pace during
the current financial year (April to November 2021) compared to the corresponding periods
during the last two years (Table 1). This performance is attributable to considerable growth in
both tax and non-tax revenue.

2.8 Net tax revenue to the Centre, which was envisaged to grow at 8.5 per cent in 2021-22
BE relative to 2020-21 PA, grew at 64.9 per cent during April to November 2021 over April to
November 2020 and at 51.2 per cent over April to November 2019 (Table 1). This improved
performance in tax revenues is due to high growth shown by all major direct and indirect taxes
with respect to the same period of the last two years. Within direct taxes, personal income tax has
grown at 47.2 per cent over April-November 2020 and at 29.2 per cent over the April-November
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2019. The corporate income tax registered a growth of 90.4 per cent over April-November 2020
and 22.5 per cent over April-November 2019 (Figure 5 and 6).

2.9 Among the various factors which may have led to such an increase in corporate tax
collection, improved profitability of the corporates, formalization of the economy and improved
compliance due to tax reforms are noteworthy. As per RBI, the gross profits of Listed Non-
Government Non-Financial Companies(sample) had grown by 132.5 per cent for manufacturing
sector and 21.5 per cent for IT sector during Q1 of 2021-22. In the following quarter Q2 of
2021-22, gross profits grew by 39.7 per cent for manufacturing sector and 18.4 per cent for IT
sector. In addition, various tax administration and policy reforms introduced by the Government
of India over the past few years (details may be seen at Annex) have also led to the improved
compliance. Data available at the time of writing this chapter was not adequate to meaningfully
separate out the net impact of these factors.

Figure 5: Growth in major direct and indirect taxes during April-November 2021
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Figure 6: Trends in major direct and indirect taxes during April-November period
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2.10 The indirect tax receipts have registered a YoY growth of 38.6 per cent in the first eight
months of this fiscal year. The rise in imports of goods and services ensued due to the recovery
in both manufacturing sector and consumption demand, have led to a rise in customs collection.
The revenue collection from customs during April to November 2021 has registered a growth
of almost 100 per cent over April to November 2020 and over 65 per cent compared to April to
November 2019.

2.11 The revenue from excise duties has registered a YoY growth of 23.2 per cent during April-
November 2021. The Government had raised the excise duty on petrol and diesel to garner
revenues during the year 2020-21, when the collection of other direct and indirect taxes was
adversely impacted by COVID-19 and low global petroleum prices created some elbow-room
for raising taxes on petroleum. The revenue from excise duty registered an YoY growth of more
than 60 per centin 2020-21 PA. However by the end of November 2021, when the global oil prices
had increased, other tax revenue sources had recovered and inflationary pressures were building
up in the economy, the government changed its’ policy as per the requirement of the situation,
and the Central excise duty on petrol and diesel was reduced. Such a responsive feedback-based
policy making by the Government is imperative for ensuring efficient management of limited
fiscal resources in the economy. The Revised Estimates would give more clarity on the impact
of excise duty cut on the tax revenue during the current year.

2.12 With the revival of the economy, the Goods and Services Tax has emerged as a buoyant
source of revenue for both the Centre and the States. The GST collections for the Centre were
61.4 per cent of BE during April to November 2021. Gross GST collections, Centre and States
taken together, were 310.74 lakh crore during April to December 2021, which is an increase
of 61.5 per cent over April to December 2020 and 33.7 per cent over April to December 2019.
Notably, the average monthly gross GST collection for the third quarter of the current year was
% 1.30 lakh crore, higher than the average monthly collection of ¥ 1.10 lakh crore and
< 1.15 lakh crore in the first and second quarters respectively.

2.13 After falling during the phase of nationwide lockdown in 2020-21 and during the second
COVID-19 wave in India, there was a quick recovery in monthly GST collections. Figure 7
shows that the impact of the second wave of COVID-19 on GST collections was much more
muted than the impact of nationwide lockdown during the first wave. Over the last 4 years, GST
revenues have steadily grown and the year-average of monthly GST collection has increased
from 0.9 lakh crore in 2017-18 to 1.19 lakh crore in 2021-22 (upto December) (Figure 8). The
improvement in GST collections has been due to the combined effect of the rapid economic
recovery post pandemic, the nation-wide drive against GST evaders and fake bills along with
many systemic changes introduced recently, and various rate rationalization measures undertaken
by the GST Council to correct inverted duty structure.
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Figure 7: Buoyant GST collections Figure 8: Rising year-average of monthly
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2.14 The non-tax revenue collections up to November 2021 registered an YoY increase of
79.5 per cent. This increase was driven by dividends and profits, which stood at ¥1.28 lakh crore
against BE of %1.04 lakh crore. The key component of dividends and profits during this period
was % 0.99 lakh crore surplus transfer from RBI to the Central Government.

2.15 The non-debt capital receipts include recovery of loans and disinvestment receipts. The
Budget 2021-22 had envisaged to mobilise ¥ 1.75 lakh crore from disinvestment proceeds
this year. So far, the government has been able to raise ¥ 9330 crore (as on 24 January 2022)
from disinvestment. The recently introduced New Public Sector Enterprise Policy and Asset
Monetisation Strategy by the Government reaffirm its commitment towards privatization and
strategic disinvestment of Public Sector Enterprises. The privatisation of Air India has been
particularly important, not only in terms of garnering disinvestment proceeds but also for
boosting the privatisation drive. The details of disinvestment during 2021-22 and new initiatives
being undertaken by Department of Investment and Public Asset Management (DIPAM) are
given in Box 2.

Expenditure

2.16 The expenditure policy of the government during 2021-22 has been characterized by
restructuring and prioritization of spending in sectors which have a long-term impact on output.
The total expenditure of the Government increased by 8.8 per cent during April to November
2021 and stood at 59.6 per cent of Budget Estimate. While the revenue expenditure has grown
by 8.2 per cent during the first eight months of 2021-22 over the same period in 2020-21, the
non- interest revenue expenditure grew by 4.6 per cent over April to November 2020 (Figure 9).
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Figure 9: Growth in expenditure components during April to November 2021
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2.17 During April to November 2021, the expenditure on major subsidies stood at
% 2.31 lakh crore. The components of expenditure on major subsidies may be seen in
Figure 10. Food subsidy being the major component of total subsidies was at two third of its BE
i.e. T 1.64 lakh crore during the first eight months of 2021-22. The implementation of Pradhan
Mantri Garib Kalyan Ann Yojana — Phase III (May to June 2021), Phase IV (July to November
2021) and Phase V (December to March 2022), announced during 2021-22, would entail an
estimated food subsidy requirement of I 1.47 lakh crore. This scheme provides free food grains
to beneficiaries over and above the regular monthly NFSA food-grains.

Figure 10: Expenditure on Subsidies during April to November 2021
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2.18 Emphasis on capital expenditure has been the highlight of expenditure policy during the
current fiscal. During April to November 2021, capital expenditure registered a growth of
13.5 per cent over April to November 2020 and 28 per cent over April to November 2019
(Figure 9). As depicted in Figure 11, this growth is higher than the YoY capital expenditure
growth recorded in the last few years during the same period. It is noteworthy to mention that
there is a strong seasonality in capital expenditure by the Government. A large proportion of
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capital spending takes place in the second half of the year, which is not being captured with the
available data. The focus of capital expenditure from April to November 2021 has been directed
towards infrastructure-intensive sectors like roads and highways, railways, and housing and
urban affairs (Figure 12). In addition, the Centre has also put in place several incentives to boost
the capital expenditure by the States (discussed in Box 3).

Figure 11: YoY growth in Capital Expenditure Figure 12: Emphasis sectors for
during April to November over the years Capital expenditure (April to
November 2021) (In X crore)
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2.19 Based on the above analysis, it may be seen that the agile fiscal policy approach adopted
by the Government, coupled with the buoyant revenue collection received so far this year, has
created headroom for taking up additional fiscal policy interventions based on the need of the
evolving situation. The targeted focus on capital expenditure, with its resulting multiplier effects,
will be vital in sustaining the economic growth. As the economy grows further, the revenue
collection from all the sources is expected to be more robust, which will help to strengthen the
fiscal position on one hand, and create fiscal space on the other. Thus, it is expected that reaching
the budget estimate for fiscal deficit during 2021-22 will not be a concern for the Central
Government. A robust economic growth path and various tax policy and administration reforms
undertaken over the last few years will be fundamental in sustaining the buoyant revenues in
the medium term, and thus, be on track with the fiscal path outlined by the Medium-Term Fiscal
Policy Statement.

LONG-TERM TRENDS IN GOVERNMENT FINANCES: CENTRE,
STATES AND GENERAL GOVERNMENT

Central Government Finances

2.20 During the year 2020-21, the shortfall in revenue collection owing to the interruption in
economic activity and the additional expenditure requirements to mitigate the fallout of the
pandemic on vulnerable people, small businesses, and the economy in general, created immense
pressure on the available limited fiscal resources. As a result, the budgeted fiscal deficit for
2020-21 was revised from 3.5 per cent in BE to 9.5 per cent in RE. The fiscal deficit for 2020-21
Provisional Actuals stood at 9.2 per cent of GDP i.e. lower than RE (Figure 13). The Medium-
Term Fiscal Policy (MTFP) Statement presented with Budget 2021-22 envisaged a fiscal deficit
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target of 6.8 per cent of GDP for 2021-22. This reduction in deficit during the current year was
budgeted on account of reduction in expenditure from 17.7 per cent of GDP in 2020-21 RE to
15.6 per cent in 2021-22 BE; and a budgeted marginal increase in gross tax revenues to the tune
of 0.1 per cent of GDP. The data on Government accounts for April to November 2021, released
by the Controller General of Accounts, shows that the Government is well on track for achieving
the budget estimate for fiscal deficit in 2021-22.

Figure 13: Trends in Deficits
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2.21 The long-term trends in major fiscal indicators of the Central Government and their growth
rates are presented in Table 2 and Table 3, respectively. This section analyses these trends in
detail.

Table 2: Central Government’s Fiscal Indicators

2020-21 | 2021-
2015—16 2016-17 | 2017-18 | 2018-19 2019—20 29 BE

(in ¥ lakh crore; Figures in parenthesis are as a per cent of GDP)
11.95 13.74 14.35 15.53 16.84 16.32 17.88
(8.7) (8.9) (8.4) (8.2) (8.3) (8.3) (8.0)
14.56 17.16 19.19 20.8 20.1 20.25 22.17

Revenue receipts

Gross tax revenue
(10.6) (11.2) (11.2) (11.0) 9.9 (10.3) 9.9)

9.44 11.01 1242  13.17 1357 1424 1545
69  (72)  (13) (69 (67 (12 (69
251 2.73 1.93 2.36 327 2.08 2.43

(1.8  (1.8) (L) (12 (L6 (L) (L1

Net tax revenue

Non-tax revenue
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0.63 0.65 1.16 1.13 0.69 0.58 1.88
(05 (04  (0.7) (0.6  (03)  (0.3) (0.8)
1258 1440 1551 1666  17.53 1690  19.76
©.1) (94  ©O1) (88 (86 (8.6 (8.9)
1791 1975 2142 2315 2686 3511  34.83
(13.0) (129 (125 (122) (132) (178)  (15.6)
1538 1691 1879 2007 2351  30.86  29.29
(11.2)  (11.0)  (11.0)  (10.6)  (11.6)  (15.6)  (13.1)
2.53 2.85 2.63 3.08 3.35 4.25 5.54
(1.8 (1.9 (15 (1.6  (1.6) (22 2.5)
5.33 536 5.91 6.49 9.34 1821  15.07
B9 35 35 G4 @6 (92 (6.8)
3.43 3.16 4.44 4.54 6.67 1454 1141

25 @) (26 (24 (33 (74 (51D
0.91 0.55 0.62 0.67 3.22 1139 697

Non-debtcapitalreceipts*

Non-debt receipts

Total expenditure

Revenue expenditure

Capital expenditure

Fiscal deficit

Revenue deficit

Primary deficit

(0.7) (0.4) (0.4) (0.4) (1.6) (5.8) 3.1
Memo Item
GDP at Market Price 137.72  153.62 17095 189.71  203.51 197.46  222.87

Source: Union Budget Documents & CGA
BE: Budget Estimate, PA: Provisional Actuals
*includes disinvestment proceeds

Table 3: Growth rate of Central Government’s Fiscal Indicators ( in per cent)

ITEMS 2016-17 | 2017-18 | 2018-19 | 2019-20 2020 21 2021-22 BE#

Revenue receipts 15.0 -3.1

Gross tax revenue 17.9 11.8 8.4 -3.4 0.7 9.5
Net tax revenue 16.7 12.8 6.0 3.0 4.9 8.5
Non-tax revenue 8.6 -29.4 22.3 38.8 -36.4 16.8
Non-debt capital receipts 3.8 77.0 -2.5 -39.2 -16.0 226.2
Total non-debt receipt 14.4 7.7 7.4 5.2 -3.6 17.0
Total expenditure 10.3 8.4 8.1 16.0 30.7 -0.8
Revenue expenditure 9.9 111 6.8 17.1 31.3 -5.1
Capital expenditure 125 -7.5 16.9 9.1 26.5 30.5

Source: Union Budget Documents & CGA
BE: Budget Estimate, PA: Provisional Actuals
* Rate of growth vis-a-vis 2019-20 actual;

~ Rate of growth vis-a-vis 2020-21 PA
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Trends in Receipts

2.22 Central Government receipts can broadly be divided into non-debt and debt receipts. The
non-debt receipts comprise of tax revenue, non-tax revenue, recovery of loans, and disinvestment
receipts. Debt receipts mostly consist of market borrowings and other liabilities, which the
government is obliged to repay in the future. The Budget 2021-22 targeted significantly high
growth in non-debt receipts of the Central Government, which was driven by robust growth in
all its’ components (refer to Table 3).

Tax Revenue

2.23 The Provisional Actual figures released by the Controller General of Accounts for
2020-21 show that the gross tax revenue grew by 0.7 per cent (YoY) during 2020-21. The
muted tax collections were driven by 11.7 per cent (YoY) decline in direct taxes, which was
offset by 12.6 per cent (YoY) growth in indirect taxes. However, Budget 2021-22 envisaged a
growth of 16.7 per cent in gross tax revenue (GTR) over the revised estimates (RE) of 2020-
21. GTR was estimated at T 22.17 lakh crore for 2021-22 BE, which was 9.9 per cent of the
GDP. The budgeted growth in GTR was estimated to be led by 22.4 per cent growth in direct
taxes and 11.4 per cent growth in indirect taxes over the revised estimates of 2020-21. Broadly,
50 per cent of GTR was estimated to accrue from direct taxes and the remaining 50 per cent from
indirect taxes. The contribution of different taxes in GTR for 2021-22 BE is shown in Figure 14.

Figure 14: Composition of taxes in Gross Tax Revenue in 2021 -22 BE
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2.24 The trend in major taxes in relation to GDP, depicted in Figure 15, clearly show the muted
collections from direct tax receipts, particularly the corporate tax since 2019-20. This is due to
the moderation in growth of the economy during this period and implementation of structural
reforms like corporate tax rate cut. During the current fiscal year, the corporate tax collections
have been buoyant, registering an above 90 per cent growth during April to November 2021
over April to November 2020.
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Figure 15: Taxes as a per cent of GDP
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Non-Tax Revenue

2.25 Non-tax revenue consists mainly of interest receipts on loans to States and Union Territories,
dividends and profits from Public Sector Enterprises including surplus of Reserve Bank of India
transferred to Government of India, and external grants and receipts for services provided by
the Central Government. These services include fiscal services like currency, coinage and mint,
general services such as Public Service Commission and police, social services like education
and health, and economic services like irrigation, transportation and communication. The Budget
for 2021-22 envisaged generation of ¥ 2.43 lakh crore of non-tax revenue, 16.8 per cent higher
than 2020-21 PA. (refer Table 4).

Table 4- Trends in Non-tax Revenue of Central Government

Interest receipts 0.25 0.16 0.14 0.12 0.12 0.17 0.12
Dividends & Profits 1.12 1.23 0.91 1.13 1.86 0.97 1.04
External Grants 0.02 0.01 0.04 0.01 0.00 0.02 0.01
Others 1.12 1.32 0.84 1.07 1.27 0.92 1.25
Non-tax Revenue 2.51 2.73 1.93 2.36 3.27 2.08 2.43

Source: Union Budget Documents & CGA
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Non-Debt Capital Receipts

2.26 Non-debtcapitalreceiptsmainly consistofrecovery ofloansandadvances, and disinvestment
receipts. The share of recovery of loans has declined over the years following disintermediation
of loan portion of Central assistance to States consequent to the recommendation of the Twelfth
Finance Commission, and States allowed to borrow directly from the market. The Budget for
2021-22 has envisaged generation of ¥ 1.88 lakh crore of non-debt capital receipts, comprising
% 1.75 lakh crore of disinvestment receipts. In order to minimize the presence of the Government
in the PSEs across all sectors of the economy, the Government has adopted a new disinvestment
policy for Atmanirbhar Bharat in February 2021. The evolution of the disinvestment policy of
the Government may be seen at Box 2.

Box 2: Evolution of the Disinvestment Policy of the Government of India

With the passing of the Constitution (First Amendment) Act, 1951, nationalisation of private firms
became a standard policy tool by the Government. The Act stated that ‘the citizen’s right to practise
any profession or to carry on any occupation, trade or business conferred by article 19(1)(g) is subject

to reasonable restrictions which the laws of the State may impose “in the interests of general public™’.
The Act allowed for nationalisation or trading by the state in any business.

Soon under the Air Corporations Act, 1953, the Government nationalised nine airlines—Air India,
Air Services of India, Airways (India), Bharat Airways, Deccan Airways, Himalayan Aviation, Indian
National Airways, Kalinga Airlines, and Air India International-—and brought them under two PSEs,
Indian Airlines, and Air India International. This was followed by nationalisation of life insurance in
1956 through the Life Insurance Corporation Act 1956, whereby 154 Indian insurers, 16 non-Indian
insurers, and 75 provident societies were nationalised into Life Insurance Corporation of India (LIC).
Through the General Insurance Business (Nationalisation) Act, 1972, the general insurance business
of 55 Indian companies and the 52 foreign insurers was nationalised. Further in the banking system,
the government nationalised 14 banks in 1969 through the Banking Companies (Acquisition and
Transfer of Undertakings) Act, 1970, followed up by a second round of bank nationalisation in 1980,
through which another six banks were nationalised. Coal mines were also nationalised during the
period 1971-1975. Nevertheless, the issue of nationalisation has always been a highly debated issue,
to the extent that in the year 1958, the then Finance Minister, Mr. TT Krishnamachari, had to resign
owing to controversies around nationalisation of LIC (Mundhra Scandal, 1958).

After the 1991 reforms, there was a transition in thinking about public and private sector. The term
‘disinvestment’ was used first time in Interim Budget 1991. However, the policy on disinvestment
gathered steam under the Government of PM Vajpayee, when a new Department of Disinvestment
was created in 1999, which became a full Ministry in 2001. It was during this period that the concept
of strategic sales of state-owned companies became a part of policy debate. This government stakes
were sold in as many as 12 public sector companies during this tenure, including Maruti Udyog,
Hindustan Zinc, Bharat Aluminum and Videsh Sanchar Nigam Limited. The process of disinvestment
continued intermittently over the next decade 2004-2014, until the recent emphasis in this direction
over the last five years.
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After 2014, the disinvestment policy was renewed with stake sales in PSEs such as Hindustan
Petroleum Corporation Limited (HPCL), Rural Electrification Corporation Limited (REC),
Dredging Corporation of India Limited (DCIL), Hospital Services Consultancy Corporation
Limited (HSCC), National Projects Construction Corporation Limited (NPCC), THDC India
Limited and North Eastern Electric Power Corporation Limited; and successful listing of
PSEs like IRCTC, HUDCO, Cochin Shipyard Ltd., General Insurance Corporation, New India
Assurance Company Ltd., Mazagon Dock Shipbuilders Ltd. (MDL) and RailTel on the stock
market. In order to realize the mission of New, Self-reliant India, there was a need to redefine
public sector participation in business enterprises and to encourage private sector participation
in all sectors.

Against this backdrop, New Public Sector Enterprise (“PSE”) Policy for Atmanirbhar Bharat was
notified on 4th February 2021. The policy intends to minimize the presence of the Government in
the PSEs across all sectors of the economy. Under the New PSE Policy, public sector commercial
enterprises have been classified as Strategic and Non-Strategic sectors. Following four broad
strategic sectors have been delineated based on the criteria of national security, energy security,
critical infrastructure, provision of financial services and availability of important minerals-
(1) Atomic Energy, Space and Defense; (ii) Transport and Telecommunication; (iii) Power,
Petroleum, Coal and other minerals; and (iv) Banking, Insurance and Financial Services.

The B.E for disinvestment proceeds for the year 2021-22 was fixed at I1,75,000 crore. So far,
Government has received I 9,330 crores (as on 24 January 2022) from disinvestment of CPSEs
through Offer for Sale (OFS) route and sale of shares through the stock exchange. CPSE stocks
have gained traction among the investors, as reflected in the BSE CPSE index, which has risen by
40.02 per cent since January 2021 to date (24 January 2022), in comparison to the benchmark index,
which rose by 23.33 per cent. Total dividend receipts from CPSEs in 2020-21 stood at ¥ 39,607
crore, which exceeds the Revised Estimate (RE) of 34,717 crore, and is more than actual dividend
receipts (T 35,543 crore) during the previous financial year. Total dividend receipts in the current
financial year (as of 24.01.2022) stand at I 40,201.47 crore.

Since 2016, the government has given ‘in-principle’ approval for strategic disinvestment of
35 CPSEs and/or Subsidiaries/ Units/ Joint Ventures of CPSEs and IDBI Bank. During the present
year, with progress on privatization of Air India, the government has crossed a significant milestone
with M/s Talace Pvt Ltd, a wholly-owned subsidiary of M/s Tata Sons Pvt Ltd emerging as the
successful bidder for sale of 100 per cent equity shareholding of Gol in Air India along with equity
shareholding of Air India in AIXL and AISATS. Share Purchase Agreement was signed among
M/s Talace Private Ltd, Air India and Ministry of Civil Aviation on 25.10.2021. This progress on
privatization of Air India is particularly important, not only in terms of garnering disinvestment
proceeds but also for boosting the privatisation drive.
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Asset Monetization

The National Infrastructure Pipeline (NIP) envisaged a projectd infrastructure investment of
% 111 lakh crores during FY 2020 to FY 2025. The NIP task force report has estimated that about
15-17 per cent of this outlay is to be met through innovative and alternative initiatives such as
asset monetisation, funding through a new Development Finance Institution (DFI) etc?. The Union
Budget 2021-22 also emphasized monetization of assets as one of the three pillars for enhanced and
sustainable infrastructure financing in the country.

Based on the mandate for Asset Monetisation under Union Budget 2021-22, the National
Monetisation Pipeline (NMP) has been developed by NITI Aayog in consultation with infrastructure
line ministries. It is envisaged to serve as an essential roadmap for the asset monetisation of various
brownfield infrastructure assets across roads, railways, shipping, aviation, power, telecom, oil & gas,
and warehousing sectors. The NMP will also form a baseline for the asset owning ministries for
monitoring and tracking performance of the potential assets.

The NMP estimates aggregate monetisation potential of % 6.0 lakh crores through core assets of the
Central Government, over a four-year period, from FY 2022 to FY 2025. The top 5 sectors which
capture around 83 per cent of the aggregate pipeline value include: Roads (27 per cent) followed by
Railways (25 per cent), Power (15 per cent), oil & gas pipelines (8 per cent) and Telecom (6 per cent).
Around 15 per cent of assets with an indicative value of I 0.88 lakh crore are envisaged to be rolled
out in the current financial year (FY 2021-22).

The assets and transactions identified under the NMP are expected to be rolled out through a range
of instruments. These include direct contractual instruments such as public private partnership
concessions and capital market instruments such as Infrastructure Investment Trusts (InvIT)
among others. The choice of instrument will be determined by the sector, nature of asset, timing of
transactions (including market considerations), target investor profile and the level of operational/
investment control envisaged to be retained by the asset owner etc.

While the monetization of core assets is steered by NITI Aayog, the initiative for monetization of non-
core assets has been hitherto steered by the Department of Investment and Public Asset Management
(DIPAM). Monetization of non-core assets envisages unlocking of value of these thus far unutilized
or underutilized assets and generate returns on the equity that the Government has invested in them.
So far, CPSEs have referred ~3400 acres of land and other non-core assets to DIPAM/MoF for
monetization. Monetization of non-core assets of different CPSEs i.e., MTNL, BSNL, BPCL, B&R,
BEML, HMT Ltd, Instrumentation Ltd etc. is at present under various stages of the transaction.

Since, at present, the desired skill set to take on the responsibility of management and monetization
of non-core assets in Government is limited. Hon’ble Finance Minister in her Budget speech 2021-22
announced setting up of a Special Purpose Vehicle (SPV), with capacity and expertise, to carry out
the monetization of the land and other non-core assets in an efficient and prudent manner, in line with
international best practices. In pursuance of the Budget announcement, ‘National Land Monetisation
Corporation’ (NLMC) is being incorporated as a 100 per cent Govt of India owned entity with an

initial authorized share capital of ¥ 5000 crores and subscribed share capital of ¥ 150 crores.

“Monetisation Guidebook Volume 1, National Monetisation Pipeline, NITI Aayog.
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Trends in Expenditure

2.27 The expenditure policy during the pandemic year 2020-21 was focused on prioritisation of
expenditure according to evolving situation. In the initial phase of the pandemic, the Government
ensured that funds were made available for essential activities and that scarce resources were
conserved for re-prioritisation. With the easing of movement and health-related restrictions later
in the year, expenditure was focused in sectors with the most positive effect on the economy,
either in terms of re-kindling growth or meeting welfare needs. Second to pandemic relief, the
Government placed maximum priority on productive domestic capital expenditure which has a
high multiplier effect on the economy.

2.28 In the wake of the pandemic, the additional expenditure requirements led to a YoY growth
of more than 30 per cent in the revenue expenditure of the Government in 2020-21 PA (Table 5).
Expenditures on salaries, pensions and interest payments are, by and large, committed in nature and
have limited headroom for creation of additional fiscal space. The decline in salaries during 2020-21
PA was largely due to freezing of the additional installment of Dearness Allowance to Government
employees and disruptions in hiring. Nearly 60 per cent of the increase in revenue expenditure during
2020-21 PA was due to increase in major subsidies. The major subsidies registered a growth of over
200 per cent in 2020-21 PA over 2019-20. This increase was driven by almost 400 per cent growth
in food subsidies from ¥ 1.09 lakh crore in 2019-20 to X 5.25 lakh crore in 2020-21 PA. The steep
rise in food subsidy bill was on account of Pradhan Mantri Garib Kalyan Ann Yojana introduced as
part of the Economic Response to COVID-19, and the pre-payment of around X 1.5 lakh crore of
outstanding food subsidy related loans of the Food Corporation of India.

Table 5: Major Items of Revenue Expenditure

“ 2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020*1

(in% lakh crore)

. i 16.91 18.79 20.07 2351 30.86 29.29
Revenue Expenditure of which
9.9) (11.1) (6.8) (17.1) (31.3) (-5.1)
; 1.77 1.94 2.11 2.28 2.05 2.52
a. Salaries (pay & allowances)
(22.6) 9.3) (9.0) (7.8) (-10.0) (22.9)
i 131 1.46 1.60 1.84 2.09 1.90
b. Pensions
(35.8) (10.9) (9.9) (14.8) (13.7) (-9.0)
4.81 5.29 5.83 6.12 6.82 8.10
c. Interest payment
(8.8) (10.0) (10.2) (5.0) (11.4) (18.7)
_ . 2.04 1.91 1.97 2.28 6.90 3.35
d. Major subsidies
(-15.6) (-6.3) 2.9 (16.0) (202.0) (-51.4)
; 1.65 1.86 1.96 2.08 2.06 2.12
e. Defence Services
(13.3) (12.5) 6D (6.1) (-0.9) (3.1)

Source: Union Budget Documents & CGA

BE: Budget Estimate, PA: Provisional Actuals

Numbers in parenthesis are growth rates

*The figure for Salaries (Pay & allowances) for 2020-21 is Revised Estimate (RE).
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2.29 Government has focused on improving the quality of expenditure in both 2020-21 and
2021-22 BE. Capital expenditure registered a YoY growth of 26.5 per cent in 2020-21 PA,
as it increased from 1.6 per cent of GDP in 2019-20 to 2.2 per cent of GDP in 2020-21 PA.
The emphasis on capital expenditure was envisaged to continue in 2021-22 BE to reach a
budget estimate of ¥ 5.54 lakh crore i.e. 2.5 per cent of GDP. This translates into a growth of
34.5 per cent and 30.5 per cent over 2020-21 BE and 2020-21 PA, respectively. As a proportion
of total expenditure, capital expenditure has been estimated to increase from 12.1 per cent in
2020-21 PA to 15.9 per cent in 2021-22 BE (Figure 16). The higher capital expenditure with
a focus on infrastructure spending in 2021-22 BE will have a multiplier effect on the ongoing
economic recovery.

Figure 16: Share of Revenue and Capital Expenditure in Total Expenditure
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2.30 Apart from budgetary spending, Extra Budgetary Resources (EBR) have also been
mobilised to finance infrastructure investment since 2016-17. Government has raised EBRs of
< 6.04 lakh crore from 2016-17 to 2020-21, of which ¥ 1.43 lakh crore have been mobilised from
the issue of Govt. fully serviced bonds and X 4.61 lakh crore have been raised through financial
support extended through loans from NSSF. The Budget 2021-22 focusses on improving fiscal
transparency, as the EBRs for 2021-22 have been estimated at I 30,000 crore. Further, in
2020-21 RE, the Government has estimated to pre-pay around X 1.5 lakh crore of outstanding
food subsidy related loans of the Food Corporation of India. In 2021-22 BE, the food subsidy
requirements of FCI has been provided in the Budget.

Transfer to States

2.31 The Union Government has accepted the recommendations made by the Fifteenth Finance
Commission (XV-FC) in its Report for the award period 2021-22 to 2025-26 relating to the grants-
in-aid amounting to ¥ 2,33,233 crore to the States during 2021-22 for Post Devolution Revenue
Deficit grant, grants to Local Bodies, Health sector grant and Disaster Management grants.



64 | Economic Survey 2021-22

2.32 The Post Devolution Revenue Deficit Grants are provided to the States under Article
275 of the Constitution. The grants are released to the States as per the recommendations of
the Fifteenth Finance Commission to meet the gap in Revenue Accounts of the States post
devolution. The Fifteenth Finance Commission has recommended a total Post Devolution
Revenue Deficit grant of ¥ 1.18 lakh crore to 17 States in the financial year 2021-22, of which
an amount of ¥ 98,710 crore has already been released, as on 6th January 2022.

2.33 With regard to the grants to Local Bodies, the XV-FC had recommended that urban
areas are grouped into two broad categories for recommending grants to urban local
bodies: (a) Category-I cities: urban agglomerations/cities with more than one million
population and (b) Category-II cities: other than million-plus cities. The Commission
has recommended that for cities with million plus population (Million-Plus cities),
100 per cent of the grants are performance-linked through the Million-Plus Cities Challenge
Fund (MCF). The Commission has recommended that 60 per cent of the grants to rural local
bodies and for urban local bodies in non-Million-Plus cities should be tied to supporting and
strengthening the delivery of two categories of basic services: (a) sanitation, maintenance
of 'Open Defecation Free' status (for Rural Local Bodies), solid waste management and
attainment of star ratings as developed by Ministry of Housing and Urban Affairs (for non-
million plus cities / Category-II Cities / Towns; (b) drinking water, rain water harvesting
and water recycling (both for Rural Local Bodies and Urban Local Bodies).

2.34 The XV-FC has recommended grants for Health to be channelised through Local
Governments amounting to ¥ 13,192 crore for the year 2021-22. To strengthen and plug the
critical gaps in the health care system at the primary health care level, XV-FC has also identified
interventions that will directly lead to strengthening the primary health infrastructure and
facilities in both rural and urban areas.

2.35 With regard to the Disaster Management grants, the Commission has recommended that
the total States allocation for State Disaster Risk Management Fund (SDRMF) should be sub-
divided into funding windows that encompass the full disaster management cycle. Thus, the
SDREF (State Disaster Response Fund) should get 80 per cent of the total allocation and the SDMF
(State Disaster Mitigation Fund) 20 per cent. Similarly, the Commission has recommended
that NDRF (National Disaster Response Fund) should get 80 per cent of the total allocation
of the National Disaster Risk Management Fund and balance 20 per cent for National Disaster
Mitigation Fund.

2.36 The component wise grants recommended by XV-FC for the year 2020-21 and for the year
2021-22 are as under:

Allocation for Allocation for

(in% crore)
1. Post Devolution Revenue Deficit grant 74,340 1,18,452
2. Local Bodies grants including grant for health sector 90,000 80,207
< Disaster Management grant (Union Share) 34,574 34,574

Grand Total 1,98,914 2,33,233
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Central Government Debt

2.37 During the year, a major challenge in the aftermath of COVID-19 pandemic was the
management of debt, both for the Central and State Governments. In this milieu, conventional
and unconventional measures were taken in order to maintain the orderly market conditions to
ensure that the increased financial needs of the Governments are met smoothly, while keeping
in mind the major objectives of cost minimization, risk mitigation and market development.
Supported by these measures, the weighted average cost of the Government on dated securities
during 2020-21 was at 17-year low of 5.79 per cent, despite a 141.2 per cent jump in net market
borrowings (Figure 17).

Figure 17: Weighted average interest rate on Central Government Securities (Per cent)
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Source: RBI

2.38 Total liabilities of the Central Government include debt contracted against the
Consolidated Fund of India, technically defined as Public Debt, as well as liabilities in the
Public Account. These liabilities include external debt (end-of-the financial year) at current
exchange rate but exclude part of NSSF liabilities to the extent of States’ borrowings
from the NSSF and investments in public agencies out of the NSSF, which do not finance
Central Government deficit. Central Government’s total outstanding liabilities were at
Z117.04 lakh crore at end-March 2021. Public Debt accounted for 89.9 per cent of total
liabilities, while Public Account Liabilities, which include National Small Savings Fund, State
Provident Funds, Reserve Funds and Deposits and other Accounts, constituted the remaining
10.1 per cent. A brief description of the major components of total liabilities of the Central
Government may be seen at Table 6.
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Table 6: Debt Position of the Central Government (in ¥ lakh crore)

Components 2014-15 | 2015-16 | 2016-17 | 2017-18 | 201819 | 201920 | 12>
L : 3 - 5 6 7

A. Public Debt (A1+A2) 51.05 57.11 61.50 68.45 75.49 85.65 105.24
Al. Internal Debt (a+b) 47.38 53.05 57.42 64.01 70.75 80.20 99.09
a. Marketable Securities 43.08 47.28 50.49 55.10 59.69 65.60 78.60

b. Non-marketable
Securities

A2. External Debt 3.66 4.07 4.08 4.45 4.74 5.44 6.15

B. Public Account -
Other Liabilities

4.29 5.77 6.93 8.91 11.06 14.60 20.50

7.62 8.16 8.57 9.15 9.96 13.70 12.74
C. Extra-Budgetary
Resources (EBRs)

D. Total Liabilities
(A+B+C)

- - 0.09 0.24 0.99 1.12 1.43

58.66 65.27 70.16 77.85 86.35 99.91 117.04
Source: Union Budget and Finance Accounts (Various Issues); Provisional Accounts, CGA.

2.39 Figure 18 shows that total liabilities of the Central Government, as a ratio of GDP,
which were relatively stable over the past decade have risen sharply in 2020-21. This increase
is on account of higher borrowing resorted to due to COVID-19 pandemic as well as sharp
contraction in the GDP. The Debt-GDP is however expected to follow a downward trajectory in
the upcoming years.

Figure 18: Trend in Centre’s Debt-GDP ratio

65 -
o 4 . 59.3
)
(O]
G
ESS-
D
(&]
| —
&50-
49.1
45 A
45.7
40 T T T T T T T T T T T T T T T T T 1
Te) © N~ [e0] D o — N ™ <t Te) © N~ [ee] ()] o —
Q<@ Q@ G S S 4G < 9 < 9 < ] d
< Te) © ~ 0 D o — N ™ <t Te] o N~ o] (2] o
o o o o o o — — — — — — — — — — N
o o o o o o o o o o o o o o o o o
N N N N N N N N N N N N N N N N N

Source: Various issues of Status Paper on Government Debt
Note: The figures for 2020-21 are Provisional



Fiscal Developments | 67

2.40 Public debt portfolio exhibits low currency and interest rate risk owing to low reliance on
external borrowing and issuance of majority of securities at fixed coupon. Further, most of the
external borrowing are from official sources which are of long term and concessional in nature.
The roll over risk is also low owing to low issuance of short-term bonds with a view to elongate
the maturity profile. The proportion of dated securities maturing in less than five years has seen
consistent decline in recent years. The weighted average maturity of outstanding stock of dated
securities of Government has increased from 9.7 years at end March 2010 to 11.31 years at the
end March 2021, thus reducing the rollover risk (Figure 19).

Figure 19: Maturity Profile of Outstanding Dated Central Government Securities
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2.41 Public debt is largely owned by institutional segments like banks, insurance companies,
provident funds etc. The share of commercial banks stood at 37.77 per cent at end-March 2021,
lower than 40.4 per cent at end-March 2020. Share of insurance companies and provident funds
at end-March 2021 stood at 25.3 per cent and 4.44 per cent, respectively. Share of mutual funds
increased from 1.4 per cent at end-March 2020 to 2.94 per cent at end-March 2021. Share
of RBI went up to 16.2 per cent at end March-2021 from 15.1 per cent at end-March 2020.
Issuance of dated securities is planned and conducted, keeping in view the debt management
objective of keeping the cost of debt low, while assuming prudent levels of risk and promoting
market development. All these factors make the public debt portfolio stable and also sustainable.

2.42 A vibrant secondary market provides opportunity to the investors to balance their portfolio
as desired. Availability of government securities upto 40 years provides a wide choice to the
investors. Trading though currently concentrated in few securities, is showing signs of more
even spread. Moreover, the recently launched Retail Direct Scheme by RBI will be instrumental
in channelizing the savings of middle class, small businessmen and senior citizens directly into
risk free government securities. With an objective to facilitate efficient direct access of retail
individual investor to the G-Sec market, which was earlier directly being accessed only by
large institutional investors, this scheme will give a boost to financial inclusion and broaden the
investor base.
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2.43 Under the scheme, retail investors will be able to open a Retail Direct Gilt (RDG) account
using an online portal through which it can directly invest minimum of 10,000 and maximum
of T2 crore per security. The retail investors can not only place a non-competitive bid in primary
issuance of all Central & State Government securities such as Treasury Bills and bonds but also
access Secondary market through Negotiated Dealing System-Order Matching (NDS OM) -
RBI’s trading system, which was previously accessible only to select financial institutions. As of
now, bulk of the G-Sec is held by few institutional investors like commercial banks, insurance
companies and mutual funds. Diversified investor base provides flexibility to the Government
in its borrowing program. Also, it would enable stable demand for G-sec from different investor
categories.

State Finances

2.44 The Gross Fiscal Deficit of States is estimated to cross the Fiscal Responsibility Legislation
(FRL) threshold of 3 per cent of GDP during 2020-21 RE and 2021-22 BE. The Revenue Deficit
of the States also increased from 0.1 per cent of GDP in 2018-19 to 2 per cent of GDP in
2020-21 (RE) (Figure 20). This relaxation in borrowing limits was allowed on account of the
additional expenditure needs and constrained revenues of the States due to COVID-19. The net
borrowing ceilings of the States were enhanced to 5 per cent of GSDP of the States for the year
2020-21 and 4 per cent of GSDP of the States for 2021-22. The details may be seen in Box 3.
Both Gross Fiscal Deficit and Revenue Deficit for the States are budgeted to decline in 2021-22
from the high levels they reached in 2020-21.

Figure 20: Major deficit and debt indicators of States
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Note: States include 29 states and 2 Union Territories with legislatures.

2.45 In addition to the net borrowing ceilings fixed for the States, XV-FC had recommended
performance based additional borrowing space of 0.50 per cent of Gross State Domestic Product
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(GSDP) to States in the power sector. The objective of the additional borrowing space is to
improve the operational and economic efficiency of the sector, and promote a sustained increase
in paid electricity consumption. This special dispensation has been recommended for each year
for a four-year period from 2021-22 to 2024-25.

2.46 As per 2021-22 Budget Estimates of the State Governments, the States’ combined
own Tax revenue and own Non-Tax revenue were anticipated to grow at 28.5 per cent and
36 per cent respectively over 2020-21 RE, as against the low growth displayed in 2020-21 RE.
On the expenditure side, revenue expenditure and capital expenditure in 2021-22 BE were
envisaged to grow at 12.1 per cent and 30.5 per cent respectively over 2020-21 RE (refer to
Table 7).

2.47 The RBI Study on State Finances highlights that the States have budgeted for a higher
capital outlay in 2021-22 BE vis-a-vis 2020-21 RE. The increased Capex outlays by the States
are in sectors such as medical and public health, urban development, water supply and sanitation,
irrigation and transport. In order to emphasize the importance of the States’ fiscal policy towards
capital expenditure, Central Government has continued the Scheme for Special Assistance to
States for Capital Expenditure for 2021-22. The steps taken by the Central Government to
support the State Governments towards a faster economic recovery amidst the COVID-19
pandemic may be seen in Box 3.

Table 7: Fiscal Indicators of States

2016-17 | 2017-18 | 2018-19 | 2019-20 | 2020-21(RE) | 2021-22 BE

(in ¥ lakh crore; Numbers in parenthesis are growth rates)

9.46 11.3 12.15 12.24 12.41 15.95
Own Tax Revenue
(11.3) (19.5) (7.5) (0.7) (1.4) (28.5)
1.7 1.8 2.19 2.61 211 2.87
Own Non-Tax Revenue
(14.0) (5.3) (21.7) (19.2) (-19.2) (36.0)
21.22 23.4 26.38 27.92 31.86 35.72
Revenue Expenditure
(15.3) (10.3) (12.7) (5.8) (14.1) (12.1)
5.17 431 4.87 4.6 5.54 7.23
Capital Expenditure
(23.1) (-16.6) (13.0) (-5.5) (20.4) (30.5)

Source: Source: RBI State Finances: A Study of Budget for 2020-21,
RE: Revised Estimates; BE: Budget Estimates;
Note: States also includes 2 UTs (Delhi and Puducherry) from 2017-18
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Box 3: Measures taken by the Centre to support the States during 2021-22

The Central Government has taken consistent steps to impart unflinching support to the States in the
challenging times of the pandemic. These measures are as follows:

1. Enhanced limit of borrowing for the States

FY 2020-21: Under the Atma Nirbhar Bharat package, additional borrowing limit of up to
2 per cent of Gross State Domestic Product (GSDP) was allowed to the States for FY2020-21,
which was equivalent to ¥ 4.27 lakh crore. Of the additional 2 per cent borrowing allowed to the
States, the first instalment of 0.5 per cent borrowing was untied for all the states. The second part
amounting to 1 per cent of GSDP was subject to implementation of following four specific State
level reforms, where weightage of each reform is 0.25 per cent of GSDP:-

a) Implementation of One Nation One Ration Card System;
b) Ease of doing business reform;

c) Urban Local body/ utility reforms; and

d) Power Sector reforms

Another, 0.5 per cent of GSDP, which was earlier linked to the completion of at least 3 out of 4
above mentioned reforms, was made untied for States choosing Option 1 to meet the shortfall
arising out of GST implementation. 17 States implemented the One Nation One Ration Card
System, 20 States completed the stipulated reforms in the Ease of Doing Business, 11 States had
done local body reforms and 17 States carried out fully/partly Power Sector Reforms. Thus, for
the year 2020-21 total borrowing permission of X3,19, 939 crore was issued to States out of the
additional borrowing ceiling of 2 per cent allowed to States.

FY 2021-22: The net borrowing of the States for the year 2021-22 has been fixed at
< 8,46,922 crore at 4 per cent of GSDP of the States. Out of the net borrowing ceiling (NBC)
of 4 per cent of GSDP for the States for 2021-22, 0.50 per cent of GSDP was earmarked for the
incremental capital expenditure to be incurred by the States during 2021-22. For this, a target
for capital expenditure was fixed for each State. To become eligible for incremental borrowing,
States were required to achieve at least 15 per cent of the target set for 2021-22 by the end of
first quarter of 2021-22, 45 per cent by the end of second quarter, 70 per cent by the end of
third quarter and 100 per cent by 31 March 2022. As on 15 November 2021, a total additional
borrowing permission of I 32,412 crore had been issued to the States for fulfilling quarterly
capital expenditure targets, of which I 15,721 crore is enabled for 11 states for meeting the Q1
target and X 16,691 crore has been given to 7 states for achieving the Q2 target.

2. Loan to States in lieu of GST Compensation shortfall

In order to meet the shortfall in Goods and Services Tax (GST) compensation to be paid to
States, the Government of India had set up a special borrowing window in the year 2020-21.
An amount of ¥ 1,10,208 crore was borrowed through this window by the Government of India
during 2020-21 on behalf of the States and UTs with legislative assembly, and was passed on
to the States/UTs as loan on back to back basis to help the States/UTs to meet the resource gap
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due to non-release of compensation (owing to inadequate balance in GST compensation fund).
The aforesaid borrowing arrangement was extended for the current financial year 2021-22 to
raise their endeavour, Ministry of Finance has frontloaded the release of assistance under the
back-to-back loan facility during FY 2021-22 of ¥ 1.59 lakh crore.

3. Scheme for Special Assistance to States for Capital Expenditure

Considering the fiscal environment faced by the State Governments during 2020-21 due to the
shortfall in tax revenues arising from the COVID-19 pandemic, ‘Scheme for Special Assistance
to States for Capital Expenditure’, was approved wherein special assistance of I 11,830 was
provided to the State Governments in the form of 50-year interest free loan during 2020-21. This
Scheme of Special Assistance to States for Capital Expenditure has been extended for the year
2021-22 with an allocation of ¥ 10,000 crore. The Scheme for the financial year 2021-22 has
three parts:

Part-1 is for the 8 north eastern States i.e. Assam, Arunachal Pradesh, Meghalaya, Manipur,
Mizoram, Nagaland, Sikkim and Tripura, and for the hill States of Uttarakhand and Himachal
Pradesh. The sum allocated for this part is I 2,600 crore. Out of this amount, ¥ 1,400 crore
is divided equally among 7 north eastern States while I 1,200 crore is earmarked for Assam,
Uttarakhand and Himachal Pradesh in equal shares (3400 crore each).

Part-II is for all other States not included in Part-I. An amount of ¥ 7,400 crore is earmarked for
this part. This amount has been allocated amongst these States in proportion to their share of
Central Taxes as per the award of the 15th Finance Commission for the year 2021-22.

Part-III is for providing incentives to States Governments for privatization/disinvestment of
the State Public Sector Enterprises (SPSEs) and monetization/recycling of assets. Under this
part, States will be provided additional funds as 50 years interest free loan over and above their
allocation under Part-I/Part-II of the Scheme. An amount of ¥ 5,000 crore is allocated for this
part of the Scheme.

General Government Finances

2.48 The General Government finances give an overview of fiscal position of the Government
sector as a whole. Figure 21 shows the trends in General Government debt and deficits over the
past few years. The General Government liabilities as a proportion of GDP increased steeply
during 2020-21 on account of the additional borrowings made by Centre and States due to the
shortfall in revenue and higher expenditure requirements arising out of COVID-19 pandemic.
However, in 2021-22 BE, the fiscal indicators are expected to rebound with the recovery in the
economy and the General Government is expected to follow the path of fiscal consolidation.
Detailed discussion on the dynamics of debt sustainability may be seen in Chapter 2 of Volume
1 (Economic Survey 2020-21).
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Figure 21: Trends in General Government Debt and Deficits (as a per cent of GDP)
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POLICY MEASURES TO ENHANCE THE EFFICIENCY OF
GOVERNMENT SPENDING

2.49 While restructuring expenditure is a significant aspect of fiscal policy, enhancing the
efficiency of Government spending is also important. Public procurement, which involves
purchase of goods and services by the Government with an aim to not only carry day-to-day
tasks but to also create social and economic infrastructure, is an important component of the
Government expenditure. Government has undertaken consistent efforts to boost the efficiency
of public procurement policy. Two of such reforms viz. Government e-Marketplace for routine
procurement and new guidelines for reforms in Public Procurement and Project Management
have been discussed in this section.

Government e-Marketplace (GeM)

2.50 The Government in 2016 had set up a dedicated e-market known as Government
e-Marketplace (GeM) for purchase of certain standard day to day use goods. This is a simple,
transparent and completely digital process for procurement. The General Financial Rules 2017
mandates all Ministries and Departments to procure Goods and Services available on GeM from
GeM. The procedural changes in the procurement method after the introduction of GeM are
given below (Table 8).
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Table 8: Procedure for public procurement before and after GeM

Before GeM After GeM

Process of invitation
of bids

Public procurement
policy

Method of
procurement

Method of
negotiation and
deliberation

Process of
registration of
vendors

Eligible articipants to
the bid

Monitoring of
product delivered or
service provided

Manual process for the invitation of
bids, bid evaluation and finalization
of the winning bid.

Multiple agencies with multiple
procurement guidelines and
procedures.

Paper-based procurement procedure
with physical interaction.

Manual negotiation and fixing rates
with the bidder and arriving at one
rate applicable to all bidders.

Registration of vendors was a manual
process involving visit by officials to
the vendor premises and was a time-
consuming process.

Limited bidding & only registered

vendors could participate.

Huge delay in delivery of products
and delay in payment.

Source: Ministry of Commerce, PIB

Completely online, no requirement for
physical documentation.

Single, unified, fully online public
procurement  portal  with  clear
guidelines.

Contactless, paperless and cashless
with time-bound payments and real-
time monitoring.

Automatic, digitization and transparent
processes.

Authentication of users is done through
API integration with respective domain
databases.

Any vendor of the platform can
participate in the bid as long the
product matches the bid.

Real-time monitoring to ensure
on-schedule delivery of products and
services.

2.51 Anecdotal evidence suggests that prior to GeM, government procurement prices were
much higher than the prices prevailing in the market and there were constant complaints
about inefficiency and rent seeking. The use of this e-marketplace has resulted in a substantial
reduction in prices in comparison to the rates used earlier, with average prices falling by at least
15-20 per cent, up to 56 per cent®. Box 5 depicts a comparison of prices on the GeM portal and
other online marketplaces for a selected sample of goods.

Box 5: Prices of various commodities on the GeM portal vis-a-vis

other online platforms

A comparison of prices of various commodities on the GeM portal with those of company websites
or other online platforms such as Amazon, Flipkart, etc. is given in the table below. A similar analysis
was included in Chapter 6 of Economic Survey 2020-21. For a close comparison, sample of same
commodities as selected last year, is used to the extent possible. In cases where the exact commodity
was not available, the newly available models were chosen. While in the last year’s analysis, GeM
prices were on an average 3 per cent lower when compared with other platforms, this time it is around
9.5 per cent lower for the chosen sample. 10 out of 22 commodities in the sample were cheaper on
the GeM portal as compared to other platforms.

3GeM Booklet, Ministry of Commerce, January 2021
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Table: GeM Portal Prices Comparison (as on 6th January 2022)

Name and Description

(Model, features)

Parker Jotter Standard Ball Pen

Rorito Greetz Gel Pen Maxtron
Gold Robotic Fluid Ink System
Pen -Blue

Samsung Basic Television TV 43
Inch LED Backlit LCD
Model: SAMSUNG DC43J

Omron White HEM 7156AP
Blood Pressure Monitor

HP LaserJet Enterprise M507dn

Kores Easy Cut 871 Paper Shred-
der

HERO CYCLES Jet Gold 28T
Unisex Road Cycle (Single Speed,
Black)

Milton 1500ml thermos

Nilkamal Dustbin 60 Litres

Nilkamal Pinnacle High Back
Chair

Bajaj Pulsar 220 F

Godrej Interio Elite Mid Back
Chair

Godrej Interio Steel Almirah 2400
mm (Slide N Store Compact Plus
Wardrobe)

Price on GeM
portal

(in%)

MRP: 250;
Offer Price
(OP): 200

MRP: 99;
OP:51

MRP: 49,069
OP: 40,000;
Warranty- 5
Year

MRP: 3,860;
OP: 3,100;
Warranty - 2
years

MRP: 81,780
OP: 69,005
Warranty - 3
Years

MRP: 25,490,
OP: 22,940

MRP: 8,900;
OP: 5,599

MRP: 1,560,
OP: 1,101

MRP: 2,150,
OP: 840

MRP: 23,500,
OP: 21,150

MRP: 1,18,250
OP: 1,18,250

MRP: 15,020,
OP: 13,150

MRP: 34,374,
OP: 32,239

Price at Amazon/
Flipkart/company

Website etc. (in <)

Amazon; MRP: 250;
OP: 207

Amazon; MRP: Not
Mentioned; OP: 119

Amazon.in- MRP:
69,000
OP: 43,900

Industryowl.com
MRP: 2749; OP: 2,749
Warranty - 3 years

Amazon; MRP:
82,450;

OP: 69,005
Warranty - 1 Year

Amazon; MRP:
23,990,
OP: 20,130

Amazon; MRP: 6,250;
OP: 5,500

Amazon: MRP: 1,875;
OP: 1,499

Amazon- MRP: 1,599;
OP: 1,350

Nilkamalfurniture.com
MRP: 17,000; OP:
16,674

Bikewale.com- MRP:
1,30,827 (Ex-show-
room price in New
Delhi)

Godrej Interio website-
MRP: 15,020

Godrej Interio website-
MRP: 34,374

% Variation in

Offer Price
(GEM prices
over market

prices)

-3.50

-133.33

-9.75

11.32

0.00

12.25

1.77

-36.15

-60.71

21.16

-10.64

-14.22

-6.62
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MRP: 60,226, Amazon; MRP:
OP: 54,203 66,444, OP: 66,444 -22.58
Warranty 1 year Warranty- 1 year

GODREJ INTERIO RHINE
3-SEATER RECLINER

Hp website
MRP: 125,000, MRP: 138,490;
OP: 98,560 OP: 79,069

Dell OptiPlex 5490 AIO Sty 3 Wt 1 Ve 9.12

years Additional 2-year war-

ranty: 10,500

Microtek Twin Guard Pro+ MRP: 6,700, Flipkart MRP: 6,000, 15.42
1000VA UPS OP:6,030 OP: 5,100 '
Sony MHC-V21D High Power
Portable Party System (HDMI, MRP: 27,999, MRP: 27,999, 23.99
DVD, Bluetooth, NFC & USB) -  OP:24,997 OP:18,999 ’
Black
Ambrane 27000mAh Li-Polymer MRP: 3,999, MRP: 3,400, 43 81
Powerbank with Type C OP:1,390 OP:1,999 '
BLUE STAR Floor Mounted Hot, MRP: 9,900, MRP: 11,700, 201
Cold and Normal Water Dispenser OP:8,570 OP: 8,398 ’
BAJAJ Majesty RH11 F Plus Oil MRP: 15,000, MRP: 12,171, 732
Filled Room Heater OP:11,113 OP: 10,299 )
Neelgagan Notepad No. 33, 160  MRP: 480, MRP: 499, 579
Pages/Notepad, Pack of 05 OP:190 OP: 179 ‘
Philips Base B22 7-Watt LED MRP: 160, MRP: 140, 2238
Bulb OP:143 OP: 111 ’

Source: GeM portal, Amazon, Flipkart, product websites
Note:  OP: Offer Price

These results are broadly in line with the assessment of GeM conducted by the World Bank, which
found that GeM enabled an average savings of 9.75 per cent on the median price for the period
between February 2019 and January 2020. The maximum savings in the top five categories ranged
from 23.5 per cent to 60.5 per cent. The study attributed this, in large part, to increased participation
per bid and better price discovery.

New guidelines for reforms in Public Procurement and Project Management

2.52 Apart from the purchases of common goods from GeM, the government also procures
non-routine Goods, Services and Works like construction of highways, buildings, hiring of
consultants etc. This is done using the Central Public Procurement Portal as per the General
Financial Rules (GFR) 2017. The GFR 2017 guidelines provide three methods for selection and
evaluation of bidders viz Least Cost System?, Quality-cum-Cost Based Selection (QCBS)® and
Single Source Selection® (SSS) for different categories of procurement. However, in practice, as

“Leagt Cost System is based on a two-step consecutive evaluation, wherein a contract is granted to the bidder with the lowest
financial bid among those who passed the minimum technical evaluation. There is no weightage for technical score in the final
evaluation.

°In Quality-cum-Cost Based Selection, a bidder is selected on the basis of both the technical and financial proposals. A contract
is granted to that bidder whose bid has received the highest combined score.

®A Single-source selection is one in which two or more vendors can supply the commodity, technology and/or perform the

services required, but the State agency selects one vendor over the others for reasons such as expertise or previous experience
with similar contracts.
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a default, in most cases, the principle of Least Cost System, commonly known as ‘L1’ is the most
prevalent.

2.53 While the L1 system may be good for procurement of routine works and non-consulting
services, this method may not be able to cater to the need for innovation, quality, speed and
functionality for high impact, complex and technology-intensive procurements. Various
organisations including Central Vigilance Commission and NITI Aayog have advocated the
need for reforming the current procurement system over the last many years. They argued that
solely relying on L1 does not work well and there is a need to move from ‘one size fits all’
to ‘fit to purpose’ approach and various alternatives such as Value for Money, Rated Criteria
to consider non-price attributes should be included in the procurement methods. Chapter 6 in
Economic Survey 2020-21 (Volume 1) also argued for the need of going beyond L1 for public
procurement.

2.54 Alternative methods of procurement other than L1, which consider non-price attributes as
well, allow for choosing the contractor based on a certain amount of technical skills, previous
experience etc. This puts an indirect pressure on the contractors to perform well for being
eligible for future contracts, thus ensuring that contractors have ‘Skin in the game’. Evidence
suggests that contractors who have ‘Skin in the Game’ are more likely to make optimal long-
term decisions. Singh (2019)” points out that the national highway projects executed by L1
combined with bundling contracts (commonly called PPPs) have lower project delays and better
quality, compared to the projects executed through traditional unbundling contracts, i.e., with
the standard L1 process, despite same environmental and regulatory conditions being faced by
both kinds of projects.

2.55 Keeping in mind the limitations of the earlier procurement strategy, the Government
issued new guidelines for procurement and project management in October 2021, which have
expanded the ambit of selecting bidders for executing government projects and procuring goods
and services. The key changes in the procurement process are as follows:

» QCBS for Works and Non-consultancy Services: As per the earlier procurement guidelines,
QCBS was allowed for only Consultancy Services. The revised guidelines now allow QCBS
for the selection of bidders for works and non-consultancy services as well (where estimated
value of procurement does not exceed 10 crore). The bidders would be scored both on cost
and technical parameters and one with the highest weighted combined score (quality and cost)
would be selected. The maximum weight for non-financial parameters is 30 per cent.

» Fixing of Evaluation/ Qualification and Scoring Criteria under QCBS for Works and Non-
consultancy Services: In order to ensure quality, the procuring entities now have the freedom to
amend the specifications based on their requirements and make any criteria used in evaluation
as mandatory. Any bid that does not meet the pre-requisite criteria need not be evaluated further.
Moreover, weightage may also be given for timely completion of past projects of similar nature
by the bidder. In the scoring criteria, marks for quality compliance have also been included.

"Singh, Ram, Do Public Private Partnerships Deliver Better Outcomes? Delays and Cost Overruns in Highways Projects in India
(December 5, 2021)
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» Stringent deadlines for making payments: Delay in payments to contractors results in
prolonged project execution, cost overruns and disputes. The new guidelines stipulate
timely release of payments of 75 per cent or more of bills raised within 10 working days
of the submission of the bill. The remaining bill payment is to be made after final checking
within 28 working days. The procuring entity is also liable to pay interest if the payment of
bills is delayed by over 30 working days.

» Single bid rejection: The new rules stipulate public authorities to consider single bid as
valid provided that the procurement was satisfactorily advertised, sufficient time was given
for submission of bids, the qualitative criterion were not unduly restrictive and prices are
reasonable in comparison to market values.

» Fixed Budget based Selection for Consultancy Services: An additional method, fixed
budget-based Selection has been added for consultancy services wherein the type of
consulting service required is simple and/or repetitive and can be precisely defined. Under
this method, the cost of consulting services shall be specified as affixed budget in the tender
document itself. Because of the basic and repetitive nature of the consultancy work, its
budget can be reasonably approximated.

Table 9: Alternative Methods of Public Procurement

Services Services
Alternatives (Consultancy) | (Non-Consultancy)
.

Least Cost System (LCS)

Quahty-cum-Cos“c Based X W N W
Selection

Single Source Selection \ \ \ \
Fixed Budget Based Selection X X W X

Source: General Financial Rules
Note: V - Already available in GFR 2017, VW - Allowed in 2021 notification; X- Not allowed
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ANNEX
Annex 1: Direct Tax measures by CBDT during 2021-22

Improvements in tax administration

» In continuation with the Government’s emphasis on providing a more transparent, efficient
and tax-payer friendly tax administration and improving taxpayer convenience, several
initiatives have been launched by the Government. These will also ensure promotion of
investment and employment generation.

Ease of compliance for taxpayers

» Most of the processes and compliance requirements have been shifted to online platforms
and the need for the taxpayers to physically visit the Income Tax Offices has been eliminated
or minimized. Interaction with taxpayers is characterized by a spirit of trust and respect,
relying more on voluntary compliance.

» Anew e-filing portal was launched in 2021 with improved features such as a new taxpayer-
friendly portal integrated with immediate processing of ITR return, pre-filled returns, free
of cost ITR preparation software, new call centre for taxpayer assistance including chat bot/
live agent and mobile app function.

» To ease burden of senior citizens above the age of 75 years, they have been given exemption
from filing income tax returns if they only have pension income and interest income. In
their case the specified bank will be responsible for computing their income and deduction
of tax.

» The time limit for re-opening of assessment has also been reduced from six years to three
years. Beyond the period of three years, only where there are books of account / documents
/ evidence of concealment of income of Rs 50 lakh or more in a year represented in the form
of an asset, can the assessment be re-opened up to a period of 10 years with the approval of
the Principal Chief Commissioner of Income Tax.

» Certain non-resident persons have also been exempted from the requirement of furnishing of
income tax returns, subject to fulfilment of prescribed conditions. The benefit of exemption
is available from Assessment Year 2021-22 onwards. Relief has also been provided to NRIs
regarding issues being faced on accrued incomes in their foreign retirement accounts.

» To reduce the compliance on small charitable trusts running educational institutions and
hospitals, relief by way of tax exemption to such trusts has been provided by the Finance Act
2021 by increasing the existing threshold of annual receipts from Rs 1 crores to Rs 5 crores.
Certain improvements have also been introduced in the registration process for charitable trusts
with the Department including online process for filing of application, on-line processing of
the applications and passing of the registration orders, online filing of donation statements by
donee etc.

» To reduce litigation, Finance Act 2021 has introduced a special mechanism for dispute
resolution to reduce the disputes particularly for small and medium taxpayers having
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taxable income of upto Rs 50 lakhs and any disputed income of Rs 10 lakhs can approach
this committee. It will prevent new disputes and settle the issue at the initial stage.

Faceless procedures to promote transparency

» The Faceless Assessment Scheme was launched in 2020 which abolishes the earlier
system of tax administration and assessment based on territorial jurisdiction. It provides
for assessment by randomly chosen virtual teams with dynamic jurisdiction. More than
two lakh cases have been allocated out of which 1.99 lacs have been completed without
any interaction with the taxpayer. So far around 11.20 lac notices have been issued in a
faceless manner out of which responses have been received in more than 6.93 lac cases (as
on 16.11.2021).

» Faceless Appeals Scheme has also been launched which allows taxpayers to file their
documents in an electronic mode and saves them the hassle of visiting the Income Tax
Department. About 88 per cent of the appeals are handled under the Faceless Appeals
mechanism. To ease compliance, it has been clarified that e-verification and digital
signature is not needed if documents are filed through e-filing account in faceless assessment
proceedings.

» Faceless Penalty scheme 2021 was also launched to impart greater efficiency, transparency
and accountability to the procedure for imposition of penalty. The Scheme makes it possible
for taxpayers to submit replies and participate in the proceedings at their convenience. It
also provides for peer review of orders which will result in orders that are qualitatively
better, reasonable and fair.

» The Finance Act 2021 has also empowered the Central Government to notify a scheme
for disposal of appeals by the Income Tax Appellate Tribunal (ITAT) to impart greater
efficiency, transparency and accountability by eliminating the interface between the
Appellate Tribunal and parties to the appeal in the course of appellate proceedings to the
extent technologically feasible, optimizing utilization of resources through economies
of scale and functional specialization and introducing an appellate system with dynamic
jurisdiction. All communication between the Tribunal and the appellant shall be electronic.
In case where personal hearing is needed, it shall be done through video-conferencing.

Reduction in compliance requirement

» A comprehensive study of the Income Tax Act and rules had been undertaken to identify
those compliance which can be reduced. Out of total 271 compliances which belong to
Income-tax Act, 74 compliances have already been reduced. However, out of the remaining
197 compliances, 152 are already online and 45 are offline. Out of these 45 offline
compliances, 42 compliances will be made online. 3 compliances will need to be manual
due to non-availability of PAN in certain cases. Further efforts are continuously being made
to provide online facilities to the taxpayers for ease of compliance. In 2021, a utility was
released where taxpayers can check in quick time from PAN of their clients, if the client has
filed return of income and therefore no extra tax to be deducted.
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Measures to boost investment

>

To promote foreign investment and tax certainty, the retrospective part of the amendment
made by Finance Act 2012 regarding taxation of offshore indirect transfer of assets located
in India has been nullified by the Taxation Laws (Amendment) Act 2021 so as to provide
that no tax demand shall be raised in future on the basis of the said retrospective amendment
for any offshore indirect transfer of Indian assets if the transaction was undertaken before
28th May 2012. A framework has been notified specifying conditions under which
existing litigation on this issue can be settled. The amount paid/collected in these cases
shall be refunded, without any interest, on fulfilment of certain conditions. Removal of the
retrospective taxation on offshore indirect transfer of Indian assets signals the Government’s
resolve to ensure a non-adversarial tax environment.

Incentives have been provided by Finance Act 2020 to encourage foreign investments of
Sovereign Wealth Funds and Pension Funds into the infrastructure sector of India. Finance
Act 2021 relaxed some of the conditions. Since January 2021, nine Sovereign Wealth Funds
and 14 Pension Funds have been notified to claim exemption.

In order to incentivize start-ups, the eligibility for claiming tax holiday has been extended
for start-ups incorporated till 31st March 2022 by the Finance Act 2021. The capital gains
exemption for investment in start-ups has also been extended for one more year till 31st
March 2022.

Various tax incentives have been provided for units located in International Financial
Services Centre (IFSC) in order to make it a hub for financial services in the world. IFSCs
provide Indian corporates easier access to global financial markets and promote further
development of financial markets in India. Further incentives have been provided in the
Finance Act 2021 like tax holiday on capital gains for aircraft leasing companies, tax
exemption for aircraft lease rentals paid to foreign lessor, tax incentives for relocating
foreign funds into IFSC and allowing tax exemption for the investment division of foreign
banks located in IFSC.

Promoting digital transactions

>

It is the declared policy of the Government to encourage digital transactions and move
towards cash less economy. In furtherance of this objective, through the Finance Act 2021,
the monetary threshold of getting books of accounts audited has been increased to Rs 10
crores in case of businesses whose total turnover or gross receipts made in cash does not
exceed 5 per cent of the total turnover or gross receipts and the total expenditure including
purchases made in cash does not exceed 5 per cent of the total expenditure during the
previous year.

Measures undertaken to curb Tax Evasion and promote the widening of tax-base

>

For widening the tax net of Tax Deduction at Source (TDS) and Tax Collection at Source
(TCS) several new transactions were brought into its ambit. These transactions include
huge cash withdrawal, foreign remittance, purchase of luxury car, e-commerce participants,
sale of goods, acquisition of immovable property, etc.



>
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In order to promote the furnishing of income-tax returns, a special provision has been
inserted to the Act to deduct/ collect tax at higher rates in case of certain persons who have
not filed their income tax return for both of the preceding two previous years and the tax
deducted/ collected was greater than Rs 50,000 in each of the two years. Further, TDS at
the rate of 0.1 per cent on payment made for purchase of goods by a buyer (having sales/
turnover of Rs 10 crores or more in the financial year preceding the year in which the sale is
made) to a person during the financial year exceeding Rs 50 lakh has also been introduced
in the Finance Act 2021.

CBDT’s response to COVID-19 pandemic during 2021-22

>

>

The Central Government, in continuation of its commitment to address the hardship being
faced by various stakeholders on account of the COVID-19 pandemic instituted many
policies to help cope with the impact of COVID-19.

Unfortunately, certain taxpayers have lost their life due to COVID-19. Employers and well-
wishers of such taxpayers had extended financial assistance to their family members so that
they could cope with the difficulties arisen due to the sudden loss of the earning member
of their family. In order to provide relief to the family members of such taxpayer it has
been announced that income-tax exemption will be given to ex-gratia payment received
by family members of a person from the employer in the event of death on account of
COVID-19 during 2019-20 and subsequent years. The exemption is proposed to be allowed
without any limit for the amount received from the employer and to be limited to ¥ 10 lakh
in aggregate for the amount received from any other persons.

It was recognized that many taxpayers have received financial help from their employers
and well-wishers for meeting their expenses incurred for treatment of COVID-19. In order
to ensure that no income tax liability arises on this account, it has been announced that
income-tax exemption will be provided to the amount received by a taxpayer for medical
treatment for treatment of COVID-19 during 2019-20 and subsequent years.

The Central Government also extended timelines for compliances under the Income-tax
Act, 1961 such as furnishing of statements, filing of income tax returns etc. The time limits
for passing various orders under various sections of Income Tax Act were also extended due
to COVID-19 pandemic.

The last date of linkage of Aadhaar with PAN has been extended to 31st March 2022.

Annex 2: Indirect tax measures by CBIC during 2021-22

A.

Customs

The Customs duty rate structure has been guided by a conscious policy of the government to
incentivize domestic value addition under Make in India and Atma Nirbhar Bharat initiative,
which interalia envisages imposition of lower duty on raw materials and providing reasonable
tariff support to goods being manufactured in India. The customs duty structure has been
calibrated in such way that incentivizes investment in key areas like petroleum exploration,
electronic manufacturing etc. In accordance with this policy, the MFN rates of BCD have
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been increased in recent years on such items which are being manufactured in India or which
domestic industry aspires to manufacture. Accordingly, during the last 6 years, about 4000 tariff
lines (approximately 1/3™ of total tariff lines) have seen upward calibration of BCD. Such items
include, metals, metal products, auto parts, footwear, fabrics, garments, specified chemicals,
toys, certain machinery, medical equipment, a number of MSME items like bells, gongs, ceramic
wares, table ware, utensils, hardware etc, consumer electronics and home appliances including
mobile, TV, refrigerators, washing machine, AC, fans, heaters, hair dryers, shavers, toasters,
ovens etc. At the same time, duties of inputs and raw materials have been rationalized.

Under the Phased Manufacturing Plan (PMP) in respect of significant products like mobile
phones, other electronic goods like TVs, electric vehicles, batteries, solar panel etc, the BCD
rates in respect of different stages of the value chain of these products are calibrated in a manner
that encourages gradual deepening of domestic value addition. For example, in respect of mobile
phones, initially the parts were placed under nil BCD while duty was imposed on mobiles.
Gradually, duty has been raised on parts in phased manner as their production began in India.

Changes in Customs Law and Procedure:

» In order to ensure swift and secure movement of dutiable goods from port of import to
customs warehouse, CBIC has launched the use of ECTS (Electronic Cargo Tracking
System) in Oct 2021. This concept is borrowed from transhipment procedure for cargo
meant for neighbouring countries.

» CBIC has launched version 2 of online application for filing, real time monitoring and
digital certification for on boarding Authorized Economic Operators (AEOs) Tier 2 and
Tier 3.

» In addition, CBIC has taken major decisions which would lead to significant reduction of
dwell time and faster Customs clearances on import. The facilitation percentage has been
increased to 90 per cent w.e.f. 15th July 2021. Linked to this enhanced facilitation, the
scheme of Direct Port Delivery (DPD) has been revamped to a Customs document based
DPD from the previous client based DPD.

» CBIC has introduced Risk Management System (RMS) to facilitate faster drawback
disbursal for genuine exporters and to help in better checking of fraudulent drawback claims
on exports.

» CBIC has launched the Indian Customs Compliance Information Portal (CIP) for providing
free access to information on all Customs procedures and regulatory compliance for nearly
12,000 Customs Tariff Items.

» To address the shortage of containers across the Country, CBIC issued instructions to enable
more availability of containers for exports.

» Remission of Duties and Taxes on Exported Products Scheme enables issue of Export Rebate in
the form of a transferable duty credit/ electronic scrip (e-scrip) which will be maintained in an
electronic ledger by the CBIC. This revamped end-to-end automated scheme aims to provide a
boost to Indian exports by providing a level playing field to domestic industry abroad.
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» Various agreements/MoUs were signed by Indian Customs with countries like Maldives,
USA, BRICS etc on various Customs related matters for mutual co-operation. This will
facilitate movement of goods across the countries

B. Union Excise Duties

Retail Selling Price of petrol and diesel in the country are linked to the prices of crude. The
crude prices have been falling in this year. The crude prices have been increasing in last few
months. Indian basket is moving upwards and reached beyond $ 84 per barrel in October, 2021.
The Dollar exchange rate was also on the upward trend and is hovering around ¥ 75 per USD
which was also impacting the prices of Petrol and Diesel. In this background, Excise Duty on
petrol and diesel was rationalized by Rs 5 per litre on Petrol and ¥ 10 per litre on Diesel. After
this move, many states and Union Territories have also reduced VAT on Petrol and Diesel to give
relief to the consumers.

C. Goods and Services Tax

GST consolidated a myriad and complex rate structure with multitude of rates, varying with
states, local bodies etc., and with huge cascading into one tax and a simplified procedural regime.
The scale of reform was gigantic and the law and regime evolved in an inclusive way. There has
been extensive participation of all stake holders. Continuous improvements are being made in
an extremely responsive way in GST, with the GST Council responding swiftly, glitches being
addressed quickly, and timely necessary changes being made. A massive exercise of calibration
of GST rates has also been done so as to fix the rates and maintain revenue neutrality. Following
are some of the changes made to GST rates on goods and services during 2021:

» In the 45th and 46th GST Council, the recommendation of the Fitment Committee for
calibrating the GST rate structure to correct the inverted duty structure on textiles and
footwear were discussed. Accordingly, it was decided to correct duty inversion in textiles
by prescribing 12 per cent GST for footwear of sale vale exceeding Rs 1000 per pair.

» Brick kilns would be brought under special composition scheme with threshold limit of
T 20 lakhs, with effect from 1.4.2022. Bricks would attract GST at the rate of 6 per cent
without ITC under the scheme. GST rate of 12 per cent with ITC would otherwise apply to
bricks.

» Services supplied to an educational institution including anganwadi (which provide pre-
school education also), by way of serving of food including mid- day meals under any
midday meals scheme, sponsored by Government is exempt from levy of GST irrespective
of funding of such supplies from government grants or corporate donations.

» Services provided by way of examination including entrance examination, where fee is
charged for such examinations, by National Board of Examination (NBE), or similar Central
or State Educational Boards, and input services relating thereto are exempt from GST.

» In order to extend the same dispensation as provided to MRO units of aviation sector to
MRO units of ships/vessels, so as to provide level playing field to domestic shipping MROs
vis a vis foreign MROs, the GST on MRO services in respect of ships/vessels was reduced
to 5 per cent (from 18 per cent). The PoS of B2B supply of MRO Services in respect of
ships/ vessels shall be the location of recipient of service.



84 | Economic Survey 2021-22

Changes in GST Law and Procedure: The following measures were undertaken for trade
facilitation and ease of doing business under GST in 2021-22:

» To provide relief to the taxpayers from high amount of late fee accumulated on pending
GSTR-3B returns, a late fee amnesty scheme has been brought out in respect of pending
returns in FORM GSTR-3B for the tax periods from July, 2017 to April, 2021.

» To reduce burden of late fee on smaller taxpayers, late fee structure (under section 47 of the
CGST Act) has been rationalized for prospective tax periods from June 2021 onwards by
aligning the upper cap of late fee with tax liability/ turnover of the taxpayers.

» Retrospective amendment of section 50 of CGST Act, 2017 was done to provide interest
payment on net cash basis with effect from 01.07.2017 to facilitate the taxpayers and to help
in removing ambiguity and disputes regarding payment of interest on gross tax basis or net
cash basis.

» Instead of quarterly requirement to file FORM GST ITC-04 return, containing details of
all goods sent to job worker and received from job worker, it has been made an annual
requirement for taxpayers having annual aggregate turnover in preceding financial year is
up to ¥ 5 crores and once in six months for taxpayers having annual aggregate turnover in
preceding financial year above ¥ 5 crores.

COVID Related Relief Measures

Several measures were taken by CBIC for facilitating Customs clearances of all materials related
to COVID-19 during 2021-22.

» CBIC had issued notifications to exempt customs duty on import of Remdesivir injection,
Remdesivir API and Beta Cyclodextrin (SBEBCD) used in the manufacture of Remdesivir
(up to 31% October, 2021), and also on import of various items related to Oxygen and
Oxygen related equipment (for a period of three months).

» During the second wave of COVID-19 pandemic, the Customs has facilitated the import
of approx. 7.5 Lakh Oxygen Concentrators into the country. More than 75 IAF landings
were facilitated for import of 97 Cryogenic ISO tanks for carrying of liquid oxygen across
the country. Other products facilitated on high priority includes Oxygen generating plants,
equipments, ventilators, Remdesivir Injection and its raw materials, diagnostics kits markers
etc.

» In view of the challenges faced by taxpayers in meeting the statutory and regulatory
compliances under GST law due to the outbreak of the second wave of COVID-19, the
Government has issued notifications providing various relief measures for taxpayers. Some
of these measures are reduction in rate of interest for delayed tax payments, waiver of
late fee, extension of due date for filing of return, extension of statutory time limits under
section 168A of the CGST Act. A dedicated helpdesk was set up to handhold the trade and
handle grievances of the trade across the country.
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CHAPTER

External Sector

External trade recovered strongly in 2021-22 after the pandemic-induced slump of the
previous year, with strong capital flows into India, leading to a rapid accumulation of
foreign exchange reserves. The resilience of India’s external sector during the current
year augurs well for growth revival in the economy. However, the downside risks of global
liquidity tightening and continued volatility of global commodity prices, high freight costs,
coupled with the fresh resurgence of COVID-19 with new variants may pose a challenge
for India during 2022-23.

Owing to the recovery of global demand coupled with revival in domestic activity,
India’s merchandise exports and imports rebounded strongly and surpassed pre-COVID
levels during the current financial year. The revival in exports was also helped by timely
initiatives taken by Government. USA followed by UAE and China remained the top
export destinations in April-November, 2021, while China, UAE and USA were the largest
import sources for India. Despite weak tourism revenues, there was significant pickup
in net services receipts during April-December, 2021 on account of robust software and
business earnings, with both receipts and payments crossing the pre-pandemic levels.

India’s current account balance turned into deficit of 0.2 percent of GDP in the first half
(H1) of 2021-22, largely led by deficit in trade account. Net capital flows were higher at
US$ 65.6 billion in H1: 2021-22, on account of continued inflow of foreign investment,
revival in net external commercial borrowings (ECBs), higher banking capital and
additional special drawing rights (SDR) allocation. India’s external debt rose to US$
593.1 billion as at end-September 2021, from US$ 556.8 billion a year earlier, reflecting
additional SDR allocation by IMF, coupled with higher commercial borrowings.

The robust capital flows were sufficient to finance the modest current account deficit,
resulting in an overall balance of payments (BoP) surplus of US$ 63.1 billion in H1 of
2021-22, that led to an augmented foreign exchange reserves crossing the milestone of
US$ 600 billion and touched US$ 633.6 billion as of December 31, 2021. As of end-
November 2021, India was the fourth largest forex reserves holder in the world after
China, Japan, and Switzerland.

Asizeable accretion in reserves led to an improvement in external vulnerability indicators
such as foreign exchange reserves to total external debt, short-term debt to foreign
exchange reserves, etc. India’s external sector is resilient to face any unwinding of the
global liquidity arising out of the likelihood of faster normalisation of monetary policy
by systemically important central banks, including the Fed, in response to elevated
inflationary pressures.
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GLOBAL ECONOMIC ENVIRONMENT

3.1 The COVID-19 pandemic continued to impact the global economic environment
during 2021. The first half (H1) of the calendar 2021 witnessed an acceleration in the global
economic activity, that lifted the merchandise trade above its pre-pandemic peak. Reflecting
this, International Monetary Fund (IMF) in its World Economic Outlook (WEQ) October 2021
edition projected higher growth of global trade volume in goods and services of 9.7 percent
in 2021, moderating to 6.7 percent in 2022, in line with the projected global recovery. World
Trade Organization (WTO) in its October 2021 release, also upgraded its forecast for global
merchandise trade volume growth to 10.8 percent in 2021, followed by a 4.7 percent rise in 2022
(Figure 1).

Figure 1: Projection for World Trade Volume Growth
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Note: Projections. The shaded area represents projected growth.

3.2 Apart from revival in global economic activity, the high growth rate for global merchandise
trade volume in H1 of 2021 is also aided by the previous year’s slump, which bottomed out in
the second quarter of 2020. The pick-up in momentum witnessed during the first two quarters
of 2021 weakened again by the third quarter (Q3) due to rapid spread of Delta variant and the
threat of new variants. It led to breakage in critical links of global supply chains resulting in
longer than expected supply disruptions, taking its toll on the global recovery. The world trade
in nominal value terms (US dollar) during 2021 tracked that in terms of volume: deceleration in
Q3, following an acceleration in first quarter (Q1) and second quarter (Q2) (Figure 2).

3.3 Nonetheless, WTO’s prediction of merchandise trade volume growth of 10.8 per cent for
whole of 2021 could still be realized if fourth quarter data could show a pick-up. This is possible
even though the WTQO’s Goods Trade Barometer has signalled a cooling of trade growth in the
closing months of 2021 (index dropped to 99.5 in September 2021- close to the baseline value
of 100), but it still remains on trend.

'WTO's goods trade barometer index is a leading indicator that signals changes in world trade growth two to three months ahead of merchan-
dise trade volume statistics. Its baseline value is 100, a value greater than 100 suggests above -trend growth while a value below 100 indicates
below-trend growth.
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Figure 2: Moderation in World Trade Volume and Value in Q3 of 2021
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Note: The growth rate is calculated on the basis of index with 2019Q1= 100.

3.4 The trade performance of major economies in volume and value terms during 2021 broadly
reflects the generic trajectory of world trade outlined above. These major economies witnessed
deceleration in Q3 on the back of a pick-up in Q1 and Q2, barring Russia in the case of exports
and Indonesia for imports (Figure 3).

Figure 3: Merchandise trade performance of major economies
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3.5 Theimpactontrade invalue terms varied significantly across different types of goods. Trade
of manufacture goods, agricultural products and fuels & mining products witnessed positive and
higher year-over-year (y-0-y) growth during Q2 of 2021 than in Q1, before moderating in Q3.
The trade value of fuels and mining products was boosted by a four-fold rise in natural gas
prices. Among manufactured goods, some sectors showed strong y-0-y increase, including iron
and steel, electronic components and pharmaceuticals while others such as automotive products
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and telecommunications equipment showed stagnation or decline, reflecting the recent shortage
of semiconductors.

3.6 As regards global financial conditions, in 2021, inflation picked up globally as economic
activity revived with opening up of economies. Inflation in US touched 6.8 per cent in November
2021, the highest since 1982, driven largely by energy and food prices. As inflation worries
are mounting, a distinct shift towards the unwinding of pandemic-led stimulus is taking hold.
This may result in tightening of financial conditions, adversely affecting capital flows, putting
pressure on exchange rate and slowing down growth in emerging economies. Therefore, the
revival in inflation across the world now poses risks from both a tighter global liquidity condition
and exchange rate volatility in global currency.

3.7 Overall, the balance of risks for global trade is tilted to the downside. The biggest
downside risk emanates from the pandemic itself, particularly with resurgence of new variants
such as Omicron. Further, in addition to the surge in global inflation, as outlined above, longer
port delays, higher freight rates, shortage of shipping containers, shortage of inputs such as
semiconductors, with supply-side disruptions being exacerbated by recovery in demand, pose
significant risks, inter alia, for global trade.

3.8 Against this backdrop, India’s external sector has shown immense resilience during the
year, which augurs well for growth revival in the economy.

DEVELOPMENTS IN INDIA’S MERCHANDISE TRADE
Merchandise Exports

3.9 Following the global trend, India’s merchandise exports recovered strongly from the
pandemic-induced collapse and registered positive growth in the current financial year. During
2021-22 (April-December), the merchandise exports recorded growth of 49.7 per cent to US$
301.4 billion, compared to corresponding period of last year and 26.5 per cent over 2019-20
(April-December), exceeding the pre-pandemic levels.

3.10 Out of an ambitious export target of US$ 400 billion set for 2021-22, India has already
attained more than 75 per cent of it by exporting goods worth US$ 301.4 billion, which is
actually higher than the export target of US$ 300 billion set for the April-December period of
2021-22. This shows that India is well on track as far as attaining the export target is concerned.
Sharp recovery in key markets; increased consumer spending; pent up savings and disposable
income due to announcement of fiscal stimulus by major economies; global commodity price
rise and an aggressive export push by the government have bolstered exports in 2021-22.

3.11 After bottoming out in Q1: FY 21, there was an impressive rebound in merchandise
exports, with strong y-o-y and sequential growth, crossing a milestone of US$ 100 billion in Q2
and Q3 of 2021-22 (Figure 4a). This is remarkable in view of moderation in global trade growth,
elevated shipping rates and persistent problem of container shortages.
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Figure 4: India’s Merchandise Exports
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3.12 The rise in exports is contributed by high growth in petroleum, oil and lubricants (POL) exports
(constituting about 15 per cent of total exports) as well as non-POL exports, indicating the broad-based
nature of expansion (Figure 4b). This is reflected in the fact that more than 85 per cent of major export
commodity groups recorded positive growth during April-December, 2021 over April-December,
2020. Driven by robust demand for engineering goods, gems & jewellery, and chemicals, the non-POL
exports stood at US$ 257.5 billion during 2021-22 (April-December), registering a growth of 40.1 per
cent over corresponding period of last year and 24.9 percent over 2019-20 (April-December).

3.13 Owing to rise in global crude oil prices, petroleum products continued to be the most
exported commaodity in April-November 2021, whose exports have more than doubled and their
share rose to 14.9 percent from 8.8 per cent in corresponding period a year earlier (Table 1).
Exports of pearls, precious, semi-precious stones and gold & other precious metal jewellery have
shown substantial growth of 88 per cent in April-November, 2021 compared to last year owing
to various measures undertaken by Government such as reduction in import duty of precious
metals, resolution of procedural issues to enhance ease of doing business along with revival in
demand in major export markets. The exports of aluminium and its products is a newly added
commodity in the list of top ten exported commodities during April-November, 2021.

Table 1: Top 10 Export Commodities

(USS$ Billion) Share (in Per cent)
Rank | Commodity 2019_ 2020- 202210- ggzé 2020- | 2020-21 2021 22
2l (Apr—Nov) - (Apr—Nov)
y Petroleum 58 153 305 132 14.9
Products
Pearl,
o Precious, 207 181 98 181 66 6.2 5.6 6.8
Semiprecious
Stones

3 Iron and Steel 9.3 12.1 1.7 15.9 3.0 4.2 4.4 6.0
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Drug
4 Formulations, 15.9 19.0 12.4 12.4 5.1 6.5 7.1 4.7
Biologicals

Gold and

other
5 precious 13.7 6.6 3.8 7.6 4.4 2.3 2.2 2.8
metal
jewellery
Organic
Chemicals
Electric
Machinery
and
equipment
Aluminium,
8 Products of 5.1 5.8 3.6 6.1 1.6 2.0 2.1 2.3

Aluminium

8.3 7.6 4.8 7.4 2.7 2.6 2.8 2.8

9.0 8.1 5.1 6.4 2.9 2.8 2.9 2.4

g Prooucts of 7.0 6.6 3.9 54 22 22 22 2.0
Iron and Steel

10 Marine 67 60 40 54 21 20 2.3 2.0
Products

Totalofabove 10 07, 1958 703 1241 438 397  40.4 46.7
commodities

India’s Total 3134 2918 1742 2657 100 100 100 100
EXxports

Source: Department of Commerce

Note: P: Provisional

3.14 Taking advantage of the increased demand for staples during the COVID-19 pandemic,
India’s agricultural exports continue to do well in 2021-22, backed by an effective agriculture
export policy. The export of agriculture and allied products (including marine and plantation
products) grew by 23.2 per cent to US$ 31.0 billion during April-November, 2021 over the
corresponding period of 2020-21 and by 35.0 per cent over April-November, 2019, surpassing
the pre-pandemic levels (Figure 5). The list of top 10 agricultural export commodities during
2021-22 (April-November) is indicated at Annexure I.

3.15 Pro-active support of export promotion agencies including Export Inspection Council
(EIC), Agricultural & Processed Food Products Export Development Authority (APEDA) and
export facilitating measures like online issuance of certificates required for exports, aided growth
of agricultural exports during the pandemic. Under Transport and Marketing Assistance (TMA)
for specified agriculture products scheme, the rates of assistance were increased for the exports
effected on or after 01.04.2021. Ministry of Civil Aviation launched the Krishi UDAN (Ude
Desh ka Aam Nagarik) scheme in August 2020 to assist farmers in transporting agricultural
products on international and national routes to improve their value realisation.
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Figure 5: Agricultural Exports (US$ Billion)
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3.16 It is observed that even the segments like marine products, buffalo meat, tea, coffee and
dairy products, which had not performed well during 2020-21, have registered substantial
growth during the current year. This augurs well for further diversification and strengthening of
agricultural exports in the coming years.

3.17 United States of America (USA) remained the top export destination in April-November,
2021 followed by United Arab Emirates (UAE) and China (Figure 6). Belgium has replaced
Malaysia and entered into the top ten leading export destinations during April-November 2021,
with more than a billion dollars’ worth of pearls, precious and semi-precious stones, and iron
and steel shipped to the country.

Figure 6: Top ten Export Destinations in 2021-22 (April- November) [By Share in Per cent]
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3.18 India has diversified its export destinations in last 25 years, yet more than 40 per cent of
India’s exports is still accounted by only seven countries. India has been negotiating free trade
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agreements (FTASs) with several partners — both bilateral and regional — over the past many years
with a view to promote India’s exports. A further push in this direction would help provide the
institutional arrangements to, inter alia, diversify both products and destinations.

Progress on Trade Agreements

3.19 During last few years, India has initiated its trade agreement negotiations and reviewed
existing agreements with many countries. This inter alia includes negotiations for (i)
Comprehensive Economic Cooperation Agreement (CECA) between India and Australia
(if) FTA with European Union (EU) (iii) Comprehensive Economic Partnership Agreement
(CEPA) with Canada and (iv) CEPA with UAE. In addition, India is reviewing its existing trade
agreements such as the CECA with Singapore and ASEAN-India Trade in Goods Agreement
(AITIGA) with ASEAN, among others. Negotiations are complete for agreement with UAE and
at advance stage with Australia.

3.20 Further, India launched the FTA negotiations with the UK on 13" January, 2022, which is
expected to facilitate the target of doubling bilateral trade by 2030, set by the Prime Ministers
of both the nations in May 2021. Under India-US Trade Policy Forum (Ministerial), discussions
were held with the US delegation on 6™ October 2021 regarding Social Security Agreement,
Mutual Recognition Agreements (MRAS) in nursing services and accountancy services, and
mobility issues concerning Indian professionals.

Major Schemes & Initiatives to boost exports

3.21 The impressive performance of India’s exports may be attributed to various schemes
and initiatives taken by the Government to boost exports and to reduce the adverse impact of
COVID-19. Some of these schemes are as under:

i. Remission of Duties and Taxes on Exported Products (RoDTEP): In order to boost
Indian exports, a WTO compliant RODTEP scheme is brought into effect from 01.01.2021.
Based on the globally accepted principle that taxes and duties should not be exported,
this scheme is an improvement over Merchandise Exports from India Scheme (MEIS).
This new scheme reimburses currently un-refunded Central, State, and Local taxes and
duties incurred in the process of manufacture and distribution of exported products and
thereby provides a level playing field to domestic industry abroad. Major components of
taxes covered are electricity duty, value-added tax (\VAT) on fuels used in transportation/
distribution, mandi tax, stamp duty, etc.

ii. Developing District as Export Hub: Under this initiative, the focus is to make
districts active stakeholders in the promotion of exports of goods/services produced/
manufactured in the district. District Export Promotion Committees (DEPCs) have
been set up in each district. Products with export potential (including agricultural,
geographical indication (Gl) & toy clusters) have been identified in all 739 districts
across the country. This scheme would help in diversifying the portfolio of export
commodities.

iii. Production-Linked Incentive (PLI) scheme: An outlay of ¥1.97 lakh crore (US$ 26
billion) was announced in Union Budget 2021-22 for Production-Linked Incentive (PLI)
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scheme for 14 key sectors starting from 2021-22. The scheme provides incentives to
companies on incremental sales for products manufactured in domestic units, which is
expected to create minimum production of over US$ 500 billion in 5 years. Automobiles
and auto components, pharmaceutical drugs, telecom & networking products, electronic/
technology products, etc., are some of the sectors covered under PLI scheme. The scheme
is expected to give a push to both domestic manufacturing capabilities and exports. (Refer
to Industry and Infrastructure Chapter for details)

Electronic Platform for Preferential Certificate of Origin (CoO): In view of the
COVID-19 crisis, on-boarding of FTAs/ preferential trade agreements (PTAs) was quickly
done to allow electronic issuance to avoid physical movement. Around 4.6 lakh CoOs have
been issued from the e-platform till date.? Issuance of Non-Preferential CoOs was also
started from 15.04.2021.

Infusion of capital in EXIM Bank: Government of India infused capital of ¥750 crore
in Export-Import Bank of India (EXIM Bank) during the current financial year 2021-22
through subscription to its share capital.

Export Credit Guarantee Corporation of India Ltd. (ECGC) provides insurance cover
to banks against risks in export credit lending to the exporter borrowers. Government
approved capital infusion of ¥4,400 crore to ECGC Ltd. over a period of five years, i.e.
from 2021-2022 to 2025-2026. This will increase the capacity of ECGC to underwrite risks
up to 88,000 crore, that will support additional exports of I5.28 lakh crore over the five-
year period.

Export Promotion Capital Goods (EPCG) Scheme is an ongoing scheme under the
foreign trade policy. In order to increase procurement of capital goods from indigenous
manufacturers under the EPCG scheme, the government has reduced specific export
obligations from 90 per cent to 75 per cent of the normal export obligation.

The export promotion schemes such as Trade Infrastructure for Export Scheme (TIES),
Market Access Initiatives (MAI), Special Economic Zone (SEZ) scheme, Emergency
Credit Line Guarantee Scheme (ECLGS) and Advance Authorization Scheme continue to
provide support to trade infrastructure and marketing.

Box 1: Enabling an efficient Logistics eco-system to boost exports

An efficient, competitive and resilient logistics ecosystem is pivotal to boost exports. Despite multiple
challenges, India has made substantial progress in trade-related logistics, reflected in leading global
indices. India scored 90.3 per cent in 2021 in United Nations Economic and Social Commission for
Asia Pacific’s (UNESCAP) latest Global Survey on Digital and Sustainable Trade Facilitation, a
remarkable jump from its score of 78.5 per cent in 2019, on account of improvement in scores of five
key indicators. The Survey notes that India is the best performing country when compared to South
and South West Asia region (63.1 per cent) and Asia Pacific region (65.9 per cent).

India witnessed consistent and significant increase in its overall trade facilitation score since 2015,
supported by continuous improvement in each of the five indicators (Figure B1.1). Transparency
index got 100 per cent score in 2021, while paperless trade and formalities got 96 per cent.

2A non-preferential COO certifies the origin of the goods but does not grant any preferential tariff rights to the exporter.
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Figure B1.1: Performance of India in Global Survey on Digital and
Sustainable Trade Facilitation

a. Overall Trade facilitation score b. Scores on key indicators
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Source: UNESCAP
Pradhan Mantri Gati Shakti National Master Plan (NMP)

Approved in October 2021, PM Gati Shakti NMP aims to provide multimodal connectivity to various
economic zones and integrate the infrastructure linkages holistically for seamless movement of
people, goods & services to improve logistics efficiency. Gati Shakti will bring 16 Ministries together
for integrated planning and coordinated implementation of infrastructure connectivity projects like
Bharatmala, Sagarmala, inland waterways, UDAN etc. It will also leverage technology extensively
including spatial planning tools with ISRO imagery developed by BiSAG-N (Bhaskaracharya
National Institute for Space Applications and Geoinformatics). Economic zones like textile clusters,
pharmaceutical clusters, electronic parks, etc. will be covered to make Indian businesses more
competitive globally by cutting down the logistics costs and ensure proper linkages for local industry
& consumers. This will boost economic growth, attract foreign investment and create multiple
employment opportunities. (Refer Box 7 in Industry and Infrastructure chapter)

Other Initiatives to improve logistics ecosystem

Government has taken various steps in last few years to improve logistics efficiency through
infrastructure enhancement and process reforms. Some of them include introduction of FASTag,
Turant Customs, mandatory RFID (Radio Frequency Identification) tagging at all EXIM bound
containers, E-San chit, Indian Customs Enquiry for Trade Assistance and Knowledge (ICETRAK),
ICEDASH (Indian Customs EDI Dashboard), Secured Logistics Document Exchange (SLDE),
Import Clearance System, GHG Calculator etc. In order to ease maritime trade, efforts are being
undertaken on development of port-specific master plans and a coordination mechanism for
implementation of the same, upgradation of select Land Customs Stations (LCS) to Integrated
Check Posts (ICPs), promoting Free Trade Warehousing Zones, etc.

Merchandise Imports

3.22 As the pandemic ebbed, India witnessed revival in domestic demand resulting in strong
import growth. The merchandise imports grew at the rate of 68.9 per cent to US$ 443.8 billion in
April-December, 2021 over the corresponding period of last year and 21.9 per cent over April-
December, 2019, crossing the pre-pandemic levels. Like in the case of merchandise exports,
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imports also showed secular rise since Q1: FY 21 and reached about US$ 166 billion in Q3: FY
22, crossing the pre-COVID levels (Figure 7a).

Figure 7: India’s Merchandise Imports
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3.23 The expansion recorded in merchandise imports in April-December, 2021 is accounted by
the positive growth in all the three components i.e. gold & silver imports (accounting for 9.1 per
cent share in total imports), POL imports (26.6 per cent share) and non-POL, non-Gold & silver
imports (64.3 per cent share), with latter contributing the maximum indicating acceleration
in domestic activity (Figure 7b). It is observed that more than 93 per cent of major import
commodities have registered positive growth in April-December, 2021 compared to last year,
indicating a broad-based recovery in the economy.

3.24 Owing to significant rise in crude oil prices, POL imports rose by 119.2 percent to US$
118.3 billion in April-December, 2021 over corresponding a year earlier and by 22.3 per cent
compared to April-December, 2019. The crude oil price (Indian basket) surpassed the pre-
COVID level and was as high as US$ 82.1 per barrel in October 2021. On the other hand, the
volume of POL imports rose higher than last year, but remained below the pre-pandemic levels.
Gold and silver imports more than doubled to US$ 40.0 billion, as against US$ 17.5 billion in
corresponding period a year earlier and surpassed the pre-pandemic level of US$ 25.4 billion
recorded in April-December, 2019.

3.25 Non-POL, non-gold & silver imports were US$ 285.5 billion in April-December, 2021,
witnessing a positive growth of 49.3 percent compared to corresponding period of last year and
17.9 percent over April-December, 2019. Electronic goods; pearls, precious & semi-precious
stones; and coal, coke & briquettes, etc., contributed maximum in the non-POL, non-gold &
silver import growth in the said period.

3.26 Among major import commodities, crude petroleum imports more than doubled to US$ 73.3
billion in April-November, 2021 compared to last year and continues to be the highest imported
commaodity. Gold imports registered sharp rise to US$ 33.2 billion (8.7 per cent share), from US$ 12.3
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billion (5.6 per cent share) in corresponding period a year earlier, returning to second position (Table
2). This is due to significant increase in volume of gold imports that have more than tripled compared
to last year and surpassed the pre-pandemic levels, on account of strong festive and export demand,
favoured by drop in international gold prices. Industrial machinery for dairy and Iron & Steel do not
figure in the list of top ten import commodities in current year, unlike in April-November, 2019.

Table 2: Top 10 Import Commodities

(US$ Billion) Share (in Per cent)
Rank | Commodit 2020-21 2021 22 2020-21 | 2021-22 (P)
Y 2019-20 | 2020-21 2019-20|2020- 21

(Apr-Nov) (Apr-Nov)
Petroleum: 1027 595 313 733 216 151 142 192
Crude
2 Gold 282 346 123 332 59 88 56 87
g  Petroleum 278 232 131 241 59 59 59 6.3
Products
Pearl,
g el 225 189 93 192 47 48 42 5.0
Semiprecious
Stones
Coal, Coke
SR 225 163 97 189 47 41 44 4.9
Briquittes,
etc.
g SiECLIDNIES 163 153 87 145 34 39 4.0 38
Components
7 \é?ﬁsemb'e 97 111 68 122 20 28 31 3.2
g Organic 9% 0 63 112 26 28 29 29
Chemicals
Computer
9 Hardware, 9.0 10.4 6.6 9.7 1.9 2.6 3.0 2.6
Peripherals
1o Flastic Raw 104 97 52 95 22 25 2.4 25
Materials
Total of above 10 2613 2101 1093 2259 550 533 497 59.2
commodities
India’s Total 4747 3944 2198 3814 100 100 100 100
Imports

Source: Department of Commerce

Note: P: Provisional

3.27 Among the top ten countries for import origin, China, UAE and USA were the top import
sources for India in April-November, 2021, with China's share reducing to 15.5 per cent from
17.7 per cent in corresponding period a year earlier — reflecting increased diversification of
India's import sources. Switzerland, which was ousted last year from top ten sources of India’s
import, bounced back at sixth position with a share of 4.7 percent in April-November, 2021.
Indonesia — second biggest source of crude palm oil — remains to be one of top ten suppliers of
India, with a share of 2.9 percent in total imports during same period (Figure 8).



External Sector | 97

Figure 8: Top ten Import Sources in 2021-22 (April-November) [By Share in Per cent]
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Merchandise Trade Balance

3.28 As enumerated above, owing to the recovery of global demand with a revival in domestic
activity as well as in many trading partners, both the merchandise exports as well as imports
rebounded strongly and surpassed pre-pandemic levels leading to an increase in merchandise
trade deficit. It stood at US$ 142.4 billion in April-December, 2021 compared to deficit of US$
61.4 billion in corresponding period of last year and US$ 125.9 billion in April-December, 2019.
The merchandise trade deficit widened after bottoming out in Q1: FY 21 (Figure 9).

Figure 9: Increasing Merchandise Trade Balance due to high growth in exports and imports
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Note: P: Provisional.

3.29 Table 3 shows India’s merchandise trade balance with major countries during 2021-22
(April-November) compared to 2020-21 (April-November). India had the most favourable trade
balance with USA followed by Bangladesh and Nepal.
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Table 3: India’s Merchandise Trade Balance with Major Countries

5T g
1 USA 31.3 49.0 16.3 27.4 15.0 21.6
2 Bangladesh 51 9.2 0.6 13 4.4 7.9
3 Nepal 3.5 6.0 0.4 1.0 3.1 5.0
4 Turkey 2.3 51 0.9 1.3 1.4 3.8
5 Netherland 3.8 6.9 1.9 2.8 1.9 4.1
6 UK 4.6 6.8 2.6 4.3 2.0 2.5
7 Italy 2.6 5.4 2.2 3.2 0.4 2.1
8 Korea 2.9 4.8 7.1 11.1 -4.2 -6.3
9 Qatar 0.8 1.2 4.6 7.7 -3.8 -6.5
10 UAE 9.7 17.5 13.1 27.9 -3.4 -10.4
11 Saudi Arab 3.6 5.8 9.2 19.2 -5.6 -13.4
12 Irag 1.0 1.3 7.6 18.5 -6.6 -17.2
13 Switzerland 0.9 0.9 5.8 17.8 -4.9 -16.9
14  China 13.6 15.6 38.8 59.0 -25.2 -43.4

Source: Department of Commerce
Note: P: Provisional

TRADE IN SERVICES
Services Exports

3.30 India has maintained its impressive performance in world services trade in the post
COVID-19 period. Despite pandemic induced global restrictions and weak tourism revenues,
India’s services exports recorded growth of 18.4 per cent to US$ 177.7 billion during 2021-22
(April-December), over corresponding period a year earlier (Table 4) and 11.0 per cent growth
over 2019-20 (April-December), surpassing the pre-pandemic levels.® This is mainly on account
of top three computer, business and transportation services that constitute more than 80 per cent
of total services exports. After registering a slump in Q1: FY 21, services exports remained
resilient since Q2: FY 21 onwards and rose consistently to reach to US$ 60 billion in Q3: FY 22
(Figure 10).
Table 4: Services Trade Performance

(US$ Billion)

2020-21 2021-22
Services Exports 213.2 206.1 150.1 177.7

Services Imports 128.3 117.5 85.0 103.3

Source: Reserve Bank of India and Department of Commerce
Note: *: The data for December 2021 is an estimation; P: Provisional

3The data for December 2021 is an estimation, which will be revised based on RBI's subsequent release. The latest data for services sector
released by RBI is till November 2021.
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Figure 10: Rising Services Exports and Imports
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3.31 Computer services exports continue to be the largest exported service in H1: FY 22,
constituting about 49 per cent of total services exports. They exhibited positive sequential
growth since Q2: FY 21 on account of increasing demand for digital support, cloud services
and infrastructure modernisation owing to new pandemic challenges. Exports of business
services — the second major segment — also showed recovery underpinned by improvement in
professional, management and consultancy services. The transportation services exports grew
by 40.7 per cent in H1: FY 22 to US$ 14.3 billion due to increase in cross-border trade activity
and the shortage in shipping containers impacting transport costs. The quarterly component-
wise services exports data is presented in Annexure 1.

3.32 The strong growth witnessed in services exports may also be attributed to key reforms
undertaken by Government, which inter alia include liberalizing the Other Service Providers
(OSPs) in November 2020 and further in June 2021 announcing reform package for Telecom
sector to infuse liquidity, encourage investment and reduce regulatory burden on the telecom
service providers. (Refer Box in Chapter on Services)

Services Imports

3.33 Services imports rose by 21.5 per cent to US$ 103.3 billion in 2021-22 (April-December)
from the corresponding period a year earlier (Table 4) and 6.2 per cent over 2019-20 (April-
December), crossing the pre-pandemic levels.* The surge in services imports is mainly on
account of payments for business, transport, travel and computer services, which together
constitute more than 75 per cent of services imports. Like in the case of services exports,
India’s imports of services also reported slowdown in Q1: FY 21 due to pandemic induced
lockdown. However, they improved subsequently and touched US$ 37 billion in Q3: FY 22
(Figure 10).

“The data for December 2021 is an estimation, which will be revised based on RBI’s subsequent release. The latest data for services sector
released by RBI is till November 2021.
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3.34 Business services with the largest share in services imports grew by 0.9 per cent on y-0-y
basis in H1: FY 22. Amid resumption in global activity coupled with international shortage
in shipping vessels, transportation costs escalated, resulting in large increase in transport
payments that grew by 64.9 per cent on y-o0-y basis to US$ 14.8 billion in H1: FY 22. Outward
travel also resumed in H1: FY 22 with travel payments reporting growth of 23.1 per cent
compared to H1: FY 21. The quarterly component-wise services imports data is presented in
Annexure Il1.

PRIVATE TRANSFERS

3.35 In H1: FY 22, the net private transfers — mainly representing remittances by Indians
employed overseas — grew by 7.2 per cent to US$ 38.4 billion, over corresponding period a year
earlier and by modest 0.1 per cent over H1: FY 20, exceeding the pre-pandemic levels. As per
the Migration and Development Brief 35, World Bank (November 2021), India continues to be
the largest remittance recipient country in the world in 2021 (in current US dollar terms) and has
been so since 2008. After bottoming out in Q1: FY 21, net private transfers registered positive
growth and amounted to US$ 19.2 billion in Q2: FY 22 (Figure 11).

Figure 11: Remittances
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INVISIBLES

3.36 On account of higher net services receipts and private transfers, net invisibles were higher
at US$ 72.1 billion in H1: FY 22, compared to US$ 60.1 billion last year (Table 5) and US$
63.7 billion in H1: FY 20, surpassing the pre-COVID levels. Following the trend of services
and transfers, net invisibles also experienced increase beyond Q1: FY 21. However, there is
sequential decline in Q2: FY 22 due to higher net outgo from the primary income account,
mainly reflecting net overseas investment income payments (Figure 12).

Table 5: Net Invisibles and its components
(US$ Billion)

Year / Item (Net) 2019-20 2020-21 2020-21 H1 2021-22 H1 (P)

Invisibles 132.8 126.1 60.1 72.1
Services 84.9 88.6 41.8 51.4
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Transfers 75.2 73.5 35.4 37.9
Income -27.3 -36.0 -17.1 -17.2
Source: RBI

Note: P: Provisional
Figure 12: Composition of Net Invisibles
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CURRENT ACCOUNT BALANCE

3.37 After witnessing a surplus in H1: FY 21, India’s current account balance flipped into
deficit of US$ 3.1 billion (0.2 per cent of GDP) in H1: FY 22, on the back of sharp increase in
merchandise trade deficit (Table 6). However, this current account deficit remained lower than
the deficit of US$ 22.6 billion recorded in H1: FY 20 (pre-pandemic level).

3.38 As far as quarterly movement is concerned, the current account balance switched into a
deficit in Q2: FY 22 from surplus in the previous quarter, due to widening of trade deficit and
an increase in net outgo of investment income (Figure 13).

Table 6: Current Account Balance
Current Account Balance (US$ Billion) -24.7 23.9 34.3 -3.1
Current Account Balance as per cent of GDP -0.9 0.9 3.0 -0.2

Source: Reserve Bank of India
Note: P: Provisional
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Figure 13: Current Account Balance (CAB)
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CAPITALACCOUNT/ FINANCIALACCOUNT

3.39 InH1: FY 22, net capital flows more than tripled to US$ 65.6 billion (4.5 per cent of GDP)
over those in H1: FY 21, on the back of continued inflow of foreign investment, rise in loans
mainly external commercial borrowings (ECBs), banking capital and other capital (inclusive
of SDR allocation of US$ 17.9 billion by the IMF) (Table 7). These were also higher than the
corresponding period of pre-pandemic level (H1: FY 20).

3.40 Net capital flows remained volatile yet witnessed y-o-y and sequential growth in both
quarters of 2021-22. While the capital flows rose in Q1: FY 22 mainly on account of robust
foreign direct investment on y-0-y basis, it increased further in Q2: FY 22 mainly due to the
increase in FPI, ECBs and allocation of special drawing rights (SDR) by IMF, reflected in
notable rise in net other capital (Figure 14).

Table 7: Capital Account Balance

(US$ Billion, unless otherwise indicated)

Year / Item (Net) 2019-20 | 2020-21 | 2020-21 H1 | 2021-22 H1 (P)
A.

Capital Account (Al to A5) 83.2 63.7 17.3 65.6
Al. Foreign Investment 44.4 80.1 31.5 25.4
Al.l  Foreign Direct Investment (FDI) 43.0 44.0 23.9 21.2
Al.2  Foreign Portfolio Investment (FPI) 1.4 36.1 7.6 4.3
A2. Loans 25.7 6.9 -1.1 10.4
A3. Banking Capital -5.3 -21.1 -9.0 4.4
A4. Rupee Debt Service -0.1 -0.1 -0.1 -0.1
Ab. Other Capital 185 -2.1 -4.0 25.4

Capital Account Balance to GDP

B. ratio (Percent)

2.9 2.4 15 4.5

Source: Reserve Bank of India
Note: P: Provisional
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Figure 14: Capital Account Balance and its ratio to GDP
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3.41 Foreign Investment, consisting of foreign direct investment (FDI) and foreign portfolio
investment (FPI), is the largest component of the capital account. Falling short of the pre-
pandemic level, the net foreign investment inflows (FI1s) — primarily driven by FDI — moderated
to US$ 25.4 billion in H1: FY 22 compared to corresponding period of FY 21.

3.42 The latest aggregate data on FDI is available till November 2021. While net FDI recorded
a lower inflow of US$ 24.7 billion, the gross FDI inflows moderated at US$ 54.1 billion during
April-November, 2021 compared to corresponding period last year, largely due to lower equity
investment. The quarterly movement may be seen at Figure 15.

Figure 15: Foreign Direct Investment
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3.43 As far as sector-wise FDI inflows are concerned, computer software and hardware attracted
the highest FDI equity inflows of US$ 7.1 billion in April-September, 2021. Singapore continues
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to be the top investing country in terms of FDI equity inflow while USA occupies the second
position. The list of top five FDI sectors and investing countries is given in Annexure 1V.

3.44 The latest aggregate data on FPI is available till December 2021. As depicted in Figure
16, FPI flows remained volatile due to global uncertainties relating to US monetary policy
normalisation, rising global energy prices, fear of new variants of COVID-19 and strong
inflationary pressures. While the debt market witnessed net purchases during April-December,
2021, valuation concerns and profit booking by portfolio investors led to outflows from the
Indian equity market, leading to net FPI outflow of 0.6 billion, vis-a-vis net FPI inflow of US$
28.5 billion in corresponding period a year earlier.

Figure 16: Foreign Portfolio Investment remained volatile
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Source: National Securities Depository Limited (NSDL).

Note: (i) Total net FPI is summation of debt, equity, hybrid and voluntary retention route (VRR), however, only
debt and equity are depicted in above chart as they together account for more than 90 per cents of the total net FPI.
Balance is hybrid and VRR.

(ii) P: Provisional

3.45 Among other forms of capital flows, banking capital recorded net inflow of US$ 4.4 billion
in H1: FY 22 as compared with a net outflow of US$ 9.0 billion in corresponding period a year
earlier, notwithstanding lower net inflows under Non-Resident Indian (NRI) deposit accounts.
With fresh disbursals exceeding repayments, net disbursement of ECBs (i.e., adjusted for inter-
corporate borrowing) was at US$ 4.7 billion in H1: FY 22.

BOP BALANCE AND FOREIGN EXCHANGE RESERVES

3.46 As elaborated earlier, India’s current account balance switched into a deficit in H1: FY 22
on the back of widening of trade deficit, reflecting amongst other reasons, a broad-based revival
of aggregate demand. However, this current account deficit (CAD) was adequately cushioned
by robust capital flows, resulting into an overall balance of payments (BoP) surplus of US$ 63.1
billion in H1: FY 22. This led to an augmented foreign exchange reserves crossing the milestone
of US$ 600 billion and touching US$ 635.4 billion as at end-September 2021.
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The quarterly trends in major components of India’s balance of payments is depicted in Annexure
V. While the BoP surplus in Q1: FY 22 was on account of surplus in current as well as capital
account, BoP surplus in Q2: FY 22 was on the back of larger surplus on capital account more
than compensating the deficit on the current account (Figure 17a).

Figure 17: Overall BoP Balance and Forex Reserves

a. Surplus in BoP balance b. Augmented forex reserves and Import Cover
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3.47 There was a massive increase in India’s foreign exchange reserves during 2021-22. The forex
reserves stood higher at US$ 633.6 billion as at end-December 2021, than US$ 577.0 billion as
at end-March 2021. However, the import cover of India’s foreign exchange reserves declined to
13.2 months at end-December 2021 from 17.4 months at end-March 2021 as merchandise imports
increased with pick-up in domestic economic activity (Figure 17b).> As at end-November 2021,
India was the fourth largest foreign exchange reserves holder in the world after China, Japan and
Switzerland.

3.48 The current account deficit in the BoP determines how much of net capital inflows into the
country can be absorbed or used for growth. It is expected to be within the manageable limits
during 2021-22. From a historical perspective, India can sustain a current account deficit of
2.5-3.0 per cent of GDP without getting into an external sector crisis.®

MOVEMENT IN EXCHANGE RATE

3.49 Indian rupee depreciated by 4.5 per cent (y-o0-y basis) against US dollar in 2020-21.
Although the rupee exhibited movements in both directions against US dollar during April-
December, 2021, it depreciated by 3.4 per cent in December 2021 over March 2021. The
depreciation of the rupee, however, was modest as compared with its emerging market peers,
such as Turkish lira, Argentine Peso, Thai baht, and Philippine peso (Figure 18). The rupee
appreciated against euro, Japanese yen and pound sterling by 1.8 per cent, 1.3 per cent and 0.6
per cent, respectively, in December 2021 over March 2021.

SImport cover is calculated based on import data (BoP basis) for latest four quarters. For Oct-Dec 2021, provisional import data as provided by
DGCIS is used.
SPatra, M D (2021): Growth and Development in the BRICS Economies, RBI, Bulletin, December
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3.50 Interms of 6-currency nominal effective exchange rate (NEER) (trade-weighted), the rupee
depreciated by 2.1 per cent in December 2021 over March 2021, while it appreciated by 0.9 per
cent in terms of real effective exchange rate (i.e. REER) terms (Figure 19a). Similarly, the rupee
depreciated by 1.6 per cent in terms of 40-currency NEER (trade-weighted) in December 2021
over March 2021, while it appreciated by 0.4 per cent in terms of 40-currency REER, reflecting
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widening inflation differential with trading partners (Figure 19b).

Figure 18: Movement of exchange rate against US dollar of
major EME* currencies (Nov 2021 over Nov 2020)
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Figure 19: Index of 6-Currency and 40-Currency NEER and REER

(Trade Based Weight) (Base Year: 2015-16 =100)
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NET INTERNATIONAL INVESTMENT POSITION

3.51 One way to gauge country’s resilience is to look at its net international investment position.
Net International Investment Position (11P) is the difference between the value of financial assets
of residents of an economy that are claims on non-residents and the liabilities of residents of an
economy to non-residents at a point in time. It represents either a net claim on or a net liability
to the rest of the world.

3.52 India’s net IIP stood at (-) 11.3 per cent of GDP (US$ -332 billion) as at end-September
2021 — a sustained improvement since end-March 2019 — led by a higher asset-liability ratio,
which improved to 73.6 per cent as at end-September 2021 from end-March 2021 (Figure 20).
The improvement in asset- liability ratio is due to significant build-up of reserve assets (US$
58.4 billion between Q4: FY21 and Q2: FY22), which more than compensated for build-up in
liabilities on account of FDI, FPI and other investments.

Figure 20: Net International Investment Position (11P)
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EXTERNAL DEBT

3.53 India’s external debt as at end-September 2021, estimated at US$ 593.1 billion, grew
by US$ 22.3 billion (3.9 per cent) over the level as at end-June 2021. Excluding the valuation
gains due to the appreciation of the US dollar, the increase in external debt would have been
US$ 23.7 billion, instead of US$ 22.3 billion. Commercial borrowings, the largest component
of external debt, at US$ 218.8 billion, recorded a quarter-over-quarter (g-0-q) positive growth
of 2.5 percent over the level a quarter ago. The NRI deposits, the second largest component, at
US$ 141.6 billion were at the same level as at end of the previous quarter. The short-term trade
credit, the third largest component, at US$ 97.4 billion continued to contract. Together, these
three components constitute 77.2 percent of total external debt as at end-September, 2021. IMF
(SDRs) at US$ 23.3 billion rose by as much as US$ 17.6 billion (310.8 per cent) over the level
as at end-June 2021, primarily reflecting additional SDR allocation on August 23, 2021.

3.54 India’s external debt, which crossed the pre-crisis level as at end-March 2021, consolidated
further as at end-September 2021, aided by revival in NRI deposits and the afore-mentioned
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one-off additional SDR allocation by the IMF. Commercial borrowings and the short-term
trade credit, on the other hand, which are growth-sensitive, still continued to be below the pre-
pandemic levels (Table 8).

Table 8: External Debt Outstanding

(USS$ billion)
Mar- Sep-20 | Dec-20 Mar-21 Jun-21 | Sep-21
Multilateral 59.9 64.7 67.0 68.1 69.7 70.2 71.4
(-0.4) (8.0) (3.6) (1.6) (2.5) (0.6) .7)
. 28.1 28.5 29.3 30.5 30.9 30.8 30.9
2 B 213 09y (@6 (7 (43 (13 (05  (05)
3 International 55 5.4 515 5.6 5.7 5.6 5.7 23.3
Monetary Fund ' (-1.3) (0.8) (2.3) (2.3) (-1.6) (0.6) (310.8)
. 7.0 6.8 7.0 6.5 6.3 5.7 5.6
A U Gl 69 19 (26) @8 (75 (31 (88  (-17)
5 Commercial 2931 2195 211.0 206.8 207.9 213.1 213.4 218.8
" Borrowings ’ (-1.6) (-3.9) (-2.0) (0.5) (2.5) (0.2) (2.5)
6 NRI Deposits 1331 130.6 132.7 137.3 140.5 141.9 141.5 141.6
" (above one-year) ‘ (-1.9) (1.6) (3.4) (2.3) (1.0) (-0.3) (0.0)
1.0 1.0 1.0 1.0 1.0 1.0 1.0
7 Rupee Debt 52 (52 @0 09 (22 (08 (16
8 Total Long-Term 4572 451.6 450.2 454.0 460.2 468.5 468.3 492.5
" Debt (1to7) ‘ (-1.2) (-0.3) (0.8) (1.4) (1.8) (-0.1) (5.2)

1069 1050 1028 1035 1011 1025  100.6
01 (17  (21) (7)) (24 (14 (19

9a Trade Related 102.4 101.4 101.2 99.4 99.6 97.3 99.2 97.4
" Credits ' (-1.0) (-0.2) (-1.8) 0.2) (-2.4) (2.0 (-1.8)

558.4 5552 5568 5638  569.6  570.8  593.1
(-10) (06 (03)  (1.3) 10) (02 (3.9)

Source: RBI, Ministry of Finance, Staff calculations

Note: (i) Data for end of the quarter

(ii) Figures in brackets are quarter-over-quarter (q-0-q) growth rates
(iii) End-December 2019 is the pre-pandemic quarter

(iv) PR: Partially Revised; P: Provisional

9. Short-term Debt 106.8

Total ( 8+9) 564.0

3.55 As far as currency composition of external debt is concerned, US dollar denominated
debt remained the largest component of India’s external debt, with a share of 51 per cent at
end-September 2021, followed by the Indian rupee. External debt denominated in Indian rupee
witnessed impressive increase over the years owing, inter alia, to a calibrated encouragement
of FPI investment into the Indian debt market, apart from continued large accretion to Non-
Resident External Rupee Account (See Appendix 8.4 in Volume 2). Accordingly, being the
second largest component, Indian rupee denominated debt provides significant insulation from
exchange rate fluctuations.

3.56 Leveragingontherobusttrendsoutlined above, the setof salientexternal sector vulnerability
indicators improved. Debt service (i.e., principal repayments and interest payments) declined
to 4.7 per cent of current receipts at end-September 2021, as compared with 8.2 per cent at
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end-March 2021, reflecting lower repayments and higher current receipts. The share of short-
term debt in total external debt fell marginally to 17.0 per cent at end-September 2021 from
17.7 per cent at end-March 2021. Further, a sizeable accretion in reserves, however, led to an
improvement in other external vulnerability indicators such as forex reserves to total external
debt, short term debt to foreign exchange reserves, etc. The foreign exchange reserves as a ratio
to external debt crossed 100 percent after 11 years since 2010, and stood at 107.1 per cent as
at end-September 2021. The ratio of short-term debt (original maturity) to foreign exchange
reserves declined to 15.8 per cent at end-September 2021 from 17.5 per cent at end-March 2021.

3.57 As documented in the previous edition of the Economic Survey, from a medium-term
perspective, India’s external debt continues to be below what is estimated to be optimal for an
emerging market economy, while various external sector vulnerability indicators improved over
the recent years, pointing towards the resilience of India’s external sector.

3.58 In recent months, scaling back of pandemic-related stimulus programme amidst persistent
inflationary pressures in advanced economies, particularly the US, have reignited some fears
of taper tantrum. However, India’s external sector — well supported by strong exports, capital
inflows, low CAD and external financing requirements and high foreign exchange reserves, with
various external vulnerability indicators well within manageable limits — is far better prepared
this time to face any external shocks arising out of tightening of the monetary policy stance by
the advanced economies in coming months (Box 2).

Box 2: Taper without Tantrums: India’s external sector resilience

The Federal Reserve embarked on a programme of asset purchases under the Quantitative Easing
(QE), as part of a broader policy response to the Global Financial Crisis in 2007-08. As the US
economy gained traction, in an attempt to unwind the QE, on May 22, 2013, the Fed announced
the intent to start tapering asset purchases at a future date, which triggered a tantrum in the form of
spike in bond yields and resulted in disruptions on the external front for India as well.

In response to the pandemic, since June 2020, the Fed had been buying US$ 80 billion of Treasury
securities and US$ 40 billion of agency mortgage-backed securities (MBS) each month. In late July
2021, the Fed signalled that it would start reducing the volume of its bond purchases later in the year.
On November 3, 2021, the Federal Open Market Committee unanimously voted to scale back its asset
purchases. In line with this, the Reserve Bank of Australia (RBA) has also abandoned its yield curve
target. As yields on government debt climbed, the RBA chose not to intervene to defend its target of 10
basis points for debt maturing in April 2024. Bank of Canada has gradually tapered its asset purchases
in recent months. Thus, the long-awaited taper process has commenced by the systemically important
central banks, renewing thereby an element of interest - within the academia and policy circles - in the
potentially destabilising spill-over impact on the emerging market and developing economies as also
for India. There is evidence that, inter alia, these emerging markets, including India, have succeeded
in strengthening their external economic and financial position since 2013 and the ramifications of the
taper on the Indian external sector would be limited (Barry Eichengreen et al (2021)).
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India’s Improved Resilience

Since the taper episode of 2013, India’s salient external sector sustainability indicators improved (Table
B2.1). lllustratively, the conventional metric of import cover in terms of number of months of imports
is more than double since the episode of taper tantrum.

Table B2.1: External Vulnerability Indicators for India

(Per cent, unless otherwise indicated)

- Global Financial | Taper-Tantrum (FY :
Crisis (FY 2009) 2014) HiL: Fyi2022

External Debt (US$

Eiliony 224.5 446.2 593.1
EzgeeiR/ZsE(XSg%ngfuion) 2 82 sonl
E;:;[grnal Debt to GDP 20.7 239 201
SIS g
Concessional Debtto 18.7 10.4 8.6
Reserves to Total Debt 112.2 68.2 107.1
EZET{SSM? Sl 270.2 171.9 248.2
et g
Debt Service Ratio 4.4 5.9 4.7
Net I1P/ GDP ratio 538 182 113

Source: Based on data of RBI
Note: (i) *: Forex reserves as on 31st Dec, 2021

(if) RM: Residual Maturity
Due to accretion of large foreign exchange reserves in recent months, vulnerability indicators relating to
reserves such as reserves to total external debt, reserves to short-term debt (residual maturity), reserve
cover of imports, etc., have shown marked improvement in H1: FY 2022, vis-a-vis FY 2014, the taper-
tantrum year. Another key vulnerability indicator i.e. net 1P to GDP ratio has declined to (-) 11.3 percent,
as against (-) 18.2 percent in the said period. The external debt to GDP ratio has also declined since the
said episode. Besides, India witnessed a current account surplus of 0.9 per cent Q1 of 2021-22 on top
of similar surplus in 2020-21 after a gap of 17 years. On the other hand, India experienced the highest
ever current account deficit of 4.8 per cent of GDP in 2012-13 on the back of an equally large deficit of
4.3 per cent during the previous year (2011-12).
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Evidently, the Indian economy has exhibited greater resilience so far to the current episode
of taper. In the immediate aftermath of the taper tantrum in 2013, India experienced portfolio
outflows aggregating to 79,375 crore from capital markets, including 319,165 crore from
equity markets and 60,210 crore from debt markets during May 23-August 30, 2013. The latest
announcement of reduction in asset purchases on November 3, 2021 by the Fed had relatively muted
impact on portfolio flows. The total portfolio outflows amounted to ¥34,178 crore, comprising
329,168 crore from equity markets and 5,010 crore from debt markets during the period November-
January 20, 2022.

While acknowledging India’s transformation from being among the Fragile Five countries in the
wake of the earlier episode to the 4th largest forex reserve holder during the current episode, Indian
economy stands guard with an added advantage of plenty of policy room for manoeuvring as the
process of normalisation of monetary policy by systematically important central banks takes hold.”

Reference
Barry Eichengreen, Poonam Gupta and Rishabh Choudhary (2021): The Taper This Time; NCAER
Working Paper, November.

"Fragile Five countries (Indonesia, South Africa, Brazil, Turkey and India) were identified to be most at risk when tapering began in 2013.
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Annexure |

Table 1: Top 10 Agricultural Export Products

(US$ Billion)
2021-22
Commodity 2019-20 2020-21 (Az\gzroNzolv) (Ap(rl;l;lov)

1 Marine Products 6.7 6.0 4.0 5.4
2 Rice(Other Than Basmoti) 2.0 4.8 2.7 3.9
3 Spices 3.6 4.0 2.6 2.7
4 Sugar 2.0 2.8 1.6 2.3
5 Buffalo Meat 3.2 3.2 2.1 2.2
6 Rice -Basmoti 4.4 4.0 2.7 2.1
7 Cotton Raw Incld. Waste 11 1.9 0.8 15
8 Wheat 0.1 0.6 0.2 1.2
9 Castor Oil 0.9 0.9 0.6 0.8
10 Misc Processed Items 0.6 0.9 0.5 0.7
Total Agricultural Exports 35.6 41.9 25.2 31.0

Source: Department of Commerce.
Note: P: Provisional.



External Sector | 113

Annexure |1
Table 2: India’s Exports of Services

(US$ Million)

anufacturing
services on physical

1 33 58 76 66 77 68 49 102 83 75
inputs owned by
others

2 Malr)tenanpe and_ 45 44 64 41 32 35 38 54 58 74
repair services n.i.e.

3  Transport 5343 5181 5448 5016 4805 5368 5602 6080 6733 7584

4 Travel 6950 7643 8545 6860 1868 2138 2170 2308 1597 2147

5 Construction 754 677 734 931 659 589 619 752 583 716

p  TEEEE i 588 602 617 623 564 590 575 647 772 796
pension services

7 Financial services 1287 1239 1183 1024 1009 1003 1068 1258 1201 1303
Charges for the

8  use of intellectual 319 248 184 182 399 313 359 238 191 202

property n.i.e.
Telecommunications,
computer, and

9 information services
Of which:
computer services
Other business

23604 23947 24592 23967 23396 25515 26593 27574 28489 30823

22811 23247 23760 23285 22623 24791 25782 26802 27602 29965

0 o 11475 10878 11889 11474 11282 11624 12930 13324 12962 13858
Personal, cultural,

11 and recreational 532 551 535 588 500 530 579 727 647 713
services

1p Governmentgoods .o, 459 g57 g 148 144 179 159 203 217
and services n.i.e.

13 Othersn.ie. 1114 1539 1134 2105 2212 1875 2579 2781 2698 2915
Total 52196 52777 55158 53060 46953 49793 53339 56004 56217 61421

Source: Reserve Bank of India

Note: (i) As per the latest IMF Manual on BoP (BPM6), “other business services” are classified under three broad
heads: Research and development services, Professional and management consultancy services and Technical,
trade-related and other business services.

(ii) P: Provisional
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Annexure 111
Table 3: India’s Imports of Services

(US$ Million)

2019-20 2020-21 2021-22

-

Manufacturing
1 services on physical 18 33 9 8 6 11 5 6 9 16
inputs owned by others

Maintenance and

2 Henance and 413 253 207 309 128 204 291 211 127 418
repair services n.1.e.

3 Transport 6104 6009 6411 5761 4216 4759 5147 5633 6616 8181

4 Travel 6203 6031 5569 4208 2766 2764 2836 3141 2885 3919

5  Congtruction 754 714 570 708 625 563 705 713 892 715

5 LRI G PR 409 354 549 426 378 537 577 566 428 575
Services

7 Financial services 519 594 550 1256 1062 1107 1192 1402 1118 1463
Charges for the use of

8 intellectual property 2091 1776 2197 1641 1847 1456 2297 2107 1972 2189
n.i.e.

Telecommunications,
computer, and

9 information services
Of which:
Computer services

10  Other business services 11715 11211 12027 11928 11514 12354 12807 12847 11635 12457

2207 2654 2712 2638 2269 3290 2810 3909 3017 3651

1812 2182 2305 2159 1849 2769 2312 3327 2466 3184

Personal, cultural, and

1 . : 631 923 757 819 347 817 768 878 804 1243
recreational services

1p  Govemment goodsand 307 208 218 284 330 190 260 241 236 198
Services n.l.e.

13 Othersn.ie. 750 984 1503 1046 705 655 408 865 667 81l
Total 32120 31836 33280 31033 26195 28707 30103 32520 30406 35836

Source: Reserve Bank of India

Note: (i) As per the latest IMF Manual on BoP (BPM6), “other business services” are classified under three broad
heads: Research and development services, Professional and management consultancy services and Technical,
trade-related and other business services.

(ii) P: Provisional
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Annexure 1V

Table 4: Sectors attracting highest FDI Equity Inflows

(US$ Billion) Share (in Per cent)
Rank Sector
- 2021-22 2020-21 1-22

Computer Software
& Hardware
2 Automobile Industry 2.8 1.6 0.4 4.9 5.7 2.7 14 15.8
3 Services Sector** 7.9 51 2.3 3.2 15.7 8.5 7.5 10.1
4 Trading 4.6 2.6 0.9 2.1 9.2 4.4 3.2 6.6
5 Telecommunications 4.4 0.4 0.0 0.4 8.9 0.7 0.0 1.2
Total Of Above 27.4 35.8 21.2 17.6 54.8 60.1 70.6 56.6
Total FDI 50.0 59.6 30.0 31.2 100 100 100 100

Source: Department for Promotion of Industry and Internal Trade (DPIIT)

Note: (i)** Services sector includes Financial, Banking, Insurance, Non-Financial / Business, Outsourcing, R&D,
Courier, Tech.

(ii) Figures are provisional.

Table 5: Top Investing Countries FDI Equity Inflows

US$ Billion Share (in Per cent)
Country 2020-21 | 2021-22 2020-21 | 2021-22
2019-20 | 2020-21 o 2019-20 | 2020-21 - -

1 Singapore

2 US.A. 4.2 13.8 7.1 4.6 8.4 232 23.7 14.9

3 Mauritius 8.2 5.6 2.0 43 16.5 9.5 6.7 13.9

4 Netherlands 6.5 2.8 15 21 13.0 4.7 5.0 6.9

5 Japan 3.2 2.0 0.7 0.8 6.5 33 2.2 2.6
Sum of Above 36.9 41.6 19.6 20.0 73.8 69.8 65.3 64.1
All Countries * 50.0 59.6 30.0 31.2 100.0 100.0 100.0 100.0

Source: Department for Promotion of Industry and Internal Trade (DPIIT)
Note: (i) *Includes inflows under NRI Schemes of RBI.
(ii) Figures are provisional.
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Annexure V
Table 6: Major Components of India’'s Balance of Payments

(US$ Billion)

VR
R -

A. Current Account -15.0 -7.6 -2.6 191 153 -2.2 -8.2 -9.6
A 1 Merchandise Trade Balance -46.8 -39.6 -36.0 -350 -11.0 -148 -346 -41.7 -30.7 -444
A1 a Merchandise Exports 82.7 80.0 812 765 52.2 756 7.2 91.3 97.4 104.8
A 1b Merchandise Imports 1295 1196 117.3 1116 632 904 111.8 133.0 1282 1493
A 2. Invisibles 318 321 334 3»6 300 301 324 336 372 3438
A 2.a) Services 20.1 209 219 220 208 211 23.2 2815 25.8 25.6
A 2.b) Transfers 180 200 189 184 170 184 193 188 189 189
A 2.c) Income -6.3 -8.8 -7.4 -4.8 -1.7 -94 -10.1 -8.7 -7.5 -9.7
B) Capital Account 28.6 136  23.6 17.4 14 159 34.1 12.3 255 40.1
B.1) Foreign Investment 18.8 9.8 176 -1.8 01 314 38.6 10.0 12.1 13.3

B.1.a) Foreign Direct Investment 14.0 7.3 9.7 120 -05 244 17.4 2.7 11.7 9'5
B.1.b Foreign Portfolio Investment 4.8 25 78 -13.7 0.6 7.0 21.2 7.3 0.4 3.9

B.2) Loans 9.6 3.1 3.1 9.9 2.8 -3.9 0.3 7.7 2.8 7.6
B.2.a) External Assistance 15 0.4 1.3 0.6 4.1 19 12 4.0 0.3 1.1
(BszécL"T";merCia' Borrowings 61 33 32 103 -12 -40 -11 61 06 41
B.2.c) Short Term Credit to India 2.0 -0.6 -14  -1.0 -0.2 -18 0.2 -2.3 1.9 2.4
B.3) Banking Capital 3.4 -1.8 -2.3 -4.6 22 -113 -7.6 -4.4 4.1 0.4
B.4) Rupee Debt Service -0.1 0.0 0.0 0.0 -0.1 0.0 0.0 0.0 -0.1 0.0
B.5) Other Capital -3.1 25 52 138 -3.7 -0.3 2.8 -1.0 6.6 18.8
C) Errors and Omissions 0.4 -0.9 0.6 0.9 -0.6 0.4 0.6 -0.7 -0.2 0.7
D) Overall Balance 14.0 51 216 188 198 316 325 34 31.9 31.2

E) Foreign Exchange Reserves

-14.0 -51 -216 -188 -198 -316 -325 -34 -319 -31.2
(Increase - / Decrease +)

Source: RBI
Note: P: Provisional
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Monetary Management and
CHAPTER

Financial Intermediation

Monetary policy and liquidity operations since the beginning of the COVID-19 pandemic
have geared towards mitigating its adverse impact on economy. Accommodative monetary
policy along with other regulatory dispensations, asset classification standstill, temporary
moratorium and provision of adequate liquidity were put in place in order to provide a
safety net to the system. In 2021-22, some of the measures undertaken by RBI like CRR
reduction reached pre-set sunset dates, liquidity has been wound down partly but remains
in surplus mode and regulatory measures have been realigned.

After several rate cuts in 2019-20 and 2020-21, the repo rate was maintained at 4 per cent
in 2021-22. The liquidity in the system remained in surplus throughout. RBI undertook
various measures, including secondary market G-sec acquisition programme, special
Long-Term Repo operations, on tap targeted Long-Term Repo Operations, etc. to provide
further liquidity in the system. Thereafter, RBI used Variable Rate Reverse Repo, reverse
repo auctions to rebalance liquidity conditions.

Reserve money and broad money supply growth in 2021-22 so far was lower than in the
previous year. The reserve money growth did not fully translate into commensurate broad
money supply growth due to the smaller (adjusted) money multiplier reflecting large deposits
by banks with RBI under reverse repo window. Bank credit growth accelerated gradually
in 2021-22 up from 5.3 per cent in the beginning of April 2021. The very latest data shows
that the bank credit growth stands at 9.2 per cent as on 31% December 2021. At the sectoral
level, credit to agriculture sector continued to register robust growth and showed signs of
improvement in the industry sector. Services sector credit growth, however, is yet to recover.

Gross Non-Performing advances ratio of Scheduled Commercial Banks (SCBs) continued
to decline from 11.2 per cent at end of 2017-18 to 6.9 per cent at end-September 2021.
Similarly, Net Non-Performing advances ratio declined from 6 per cent to 2.2 per cent
during the same period. Capital to risk-weighted asset ratio of SCBs continued to increase
from 13 per cent in 2013-14 to 16.54 per cent at end-September 2021. The Return on
Assets and Return on Equity for Public Sector Banks became positive in June 2020 and
continued to be positive for the period ending September 2021, after recording negative
profitability ratios from March 2016 to March 2020. The economic shock of the pandemic
has been weathered well by the commercial banking system so far, even if some lagged
impact is still in pipeline.



118 | Economic Survey 2021-22

The year 2021-22 so far has been an exceptional year for the capital markets. There was

a boom in fundraising through IPOs by many new age companies/tech start-ups/unicorns.
In April-November 2021, ¥ 89,066 crore were raised via 75 IPO issues, much higher than
in any year in last decade.

The Sensex and Nifty scaled up to touch its peak at 61,766 and 18,477 on October 18,
2021. Among major emerging market economies, Indian markets outperformed the
peers in April-December 2021. The process of insolvency which was suspended in view
of pandemic, started again in end-March 2021. A pre-packaged insolvency resolution
process was provided under IBC as an alternative insolvency resolution process for
corporate Micro, Small and Medium Enterprises in April 2021.

MONETARY DEVELOPMENTS

4.1 The Monetary Policy Committee (MPC) maintained status quo on the policy repo rate
during April to December 2021 after a substantial cut of 115 basis points (bps) during February-
May 2020 and a cumulative 250 basis points cut since February 2019 (Figure 1 and Table 1).
The repo rate which currently stands at 4 per cent is lowest in the last decade (Figure 1). Since
May 2020, the policy rates have been on hold along with an accommodative monetary policy
stance with forward guidance that this stance will continue as long as necessary to revive growth

on durable basis while ensuring that inflation remains within the target (Consumer Price Index
inflation of 4 per cent within a band of +/- 2 per cent).

Figure 1: Repo and reverse repo rate (per cent)
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Table 1: Revision in Key Rates set by RBI

Cash Reserve Statutory
Eftetive Date | RPORIE | popoiay | et | LigudiyRatio | g g
(per cent) NDTL) NDTL) (per cent)
06-02-2020 5.15 4.90 4.0 18.25 5.40
27-03-2020 4.40 4.00 4.0 18.25 4.65
28-03-2020 4.40 4.00 3.0 18.25 4.65
17-04-2020 4.40 3.75 3.0 18.00 4.65
22-05-2020 4.00 3.35 3.0 18.00 4.25
27-03-2021 4.00 3.35 3.5 18.00 4.25
22-05-2021 4.00 3.35 4.0 18.00 4.25
06-08-2021 4.00 3.35 4.0 18.00 4.25
08-10-2021 4.00 3.35 4.0 18.00 4.25
08-12-2021 4.00 3.35 4.0 18.00 4.25
Source: RBI

Note: NDTL: Net Demand and Time Liabilities

4.2 In the initial meetings of 2021-22, MPC noted that while the inflation has hovered above
the upper tolerance band for some months, it was largely driven by adverse supply shocks which
were expected to be transitory. The outlook for aggregate demand was progressively improving
but capacity utilisation rates were low. The contact intensive services were lagging behind and
the recovery was uneven and required policy support. In the latest MPC meeting in December
2021, the committee pointed out that the outlook was uncertain owing to global spillovers,
potential resurgence in COVID-19 infections and divergences in policy actions and stances
across the world with inflationary pressures increasing across economies. Accordingly, the MPC
decided to continue monitoring the inflationary pressures, keep the policy repo rate unchanged
at 4 per cent and persist with the accommodative stance.

4.3 In 2021-22 so far, the overall monetary and credit conditions remained accommodative.
However, the growth rates of monetary aggregates- including Reserve money, Broad money
were lower as compared to the last year. Reserve money (MO) recorded a year-on-year (YoY)
growth of 13 per cent as on 7" January 2022, as compared to 14.3 per cent a year ago. However,
MO adjusted for the first-round impact of changes in the Cash Reserve Ratio (CRR) recorded a
lower growth (YoY) of 7.7 per cent, as compared with 18.3 per cent a year ago (Figure 2).

4.4 Expansion in MO during 2021-22 so far was driven by bankers’ deposits with the RBI
from the component side, with CRR restoration in phases, effective 27" March 2021 and 22"
May 2021. Currency in Circulation (CIC) grew by 7.8 per cent as on 7" January 2022, lower as
compared to the previous year as precautionary demand for cash subsided (Table 2).
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Table 2: Growth (YoY) in Monetary Aggregates (end-March) (per cent)

2015-16 | 2016-17" | 2017-18 2018-19 2019-20 2020-21 | 2021-22"
14.9 37.0 16.8 14.5 16.6

Currency in Circulation (CIC) -19.7 7.8%
Cash with Banks 6.6 42 -2.1 21.4 15.4 4.5 10.7
Currency with the Public 15.2 -20.8 39.2 16.6 14.5 17.1 7.7
Bankers’ Deposits with the RBI 7.8 8.4 3.9 6.4 -9.6 28.5 42.0%
Demand Deposits 11.0 18.4 6.2 9.6 6.8 14.8 26.2
Time Deposits 9.2 10.2 5.8 9.6 8.1 10.9 8.2
Reserve Money (MO0) 13.1 -12.9 27.3 14.5 9.4 18.8 13.0%
Broad Money (M3) 10.1 6.9 9.2 10.5 8.9 12.2 9.9
Source: RBI

Note: ~: March 31, 2017 over April 1, 2016 barring Reserve Money (MO0), Currency in Circulation (CIC) and
Bankers’ Deposits with the RBI (BD), *: As on December 31, 2021, #: As on January 7, 2022.

Figure 2: M0, CRR Adjusted M0 and CiC Growth (YoY)

per cent

Source: RBI
Note: CIC: Currency in Circulation, CRR: Cash Reserve Ratio

4.5 In 2021-22 so far, the YoY growth of broad money (M3) stood at 9.9 per cent as on
31% December, as compared to 12.5 per cent a year ago (Figure 3). From the component side,
aggregate deposits which is the largest component - has contributed most to the expansion of M3
during the year so far (Figure 4). Amongst sources, bank credit to the government was a major
contributor to the increase in broad money. Banks’ higher investments in liquid and risk-free
assets such as SLR securities and G-secs, resulted in higher net bank credit to the government.
Bank credit to the commercial sector also supplemented M3 expansion from the sources side.
The YoY credit growth for Scheduled Commercial Banks was 9.2 per cent as on 31% December
2021 as compared to 6.6 per cent a year ago, reflecting pick-up in credit.
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Figure 3: Broad Money Growth (YoY) Figure 4: Aggregate Deposits Growth (YoY)
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4.6 Money multiplier- measured as a ratio of M3 to MO has been on the decline since 2017-18
(Figure 5(a)). As on 31 March 2021, money multiplier (MM) stood at 5.2 from 5.6 a year ago.
However, money multiplier adjusted for reverse repo - analytically akin to banks’ deposits with
the central bank - turned out to be lower at 4.6 by end-March 2021. The gap between MM and
adjusted MM reflects parking of funds by banks under the reverse repo window of the RBI and
to some extent a weak credit creation process. Money multiplier, however, improved slightly to
5.3 as on 31% December 2021, while adjusted MM stands at 4.4 (Figure 5 (b)).

Figure 5: Money Multiplier
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Note: Money multiplier adjusted for reverse repo is based on reserve money adjusted for commercial banks’ reverse
repo deposits with RBI, *Number for 2021-22 is as of 31% December 2021 in Figure 5(a)
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LIQUIDITY CONDITIONS AND ITS MANAGEMENT

4.7 Liquidity has remained in surplus in the system since mid-2019 in sync with the easing
of monetary conditions (Figure 6). The liquidity conditions were further eased during the
year 2020-21 after the covid pandemic, and RBI has since then maintained ample surplus
liquidity in the banking system to support growth. In 2021-22 so far, the RBI resumed normal
liquidity operations in a phased manner and engaged in rebalancing liquidity from passive
absorption under fixed rate reverse repo under its Liquidity Adjustment Facility (LAF) to
market based reverse repo auctions (like Variable Rate Reverse Repo (VRRR)). At the same
time it also ensured adequate liquidity in the system in consonance with the accommodative
monetary policy stance to support growth. The liquidity conditions remained in surplus in
2021-22.

Figure 6: Liquidity Conditions
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Source: RBI

Note: Negative sign indicates surplus liquidity. Surplus liquidity in the banking system is
indicated by the total net LAF absortion. Hence, an increase in total absorbation implies an
increase in surplus liquidity.

4.8 The measures taken by RBI to provide targeted liquidity support to the system in 2021-22
included:

a. Special refinance facilities of 66,000 crore to all-India financial institutions, comprising
325,000 crore to the National Bank for Agriculture and Rural Development (NABARD);
10,000 crore to the National Housing Bank (NHB); and ¥31,000 crore to the Small
Industries Development Bank of India (SIDBI).
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b. Term liquidity facility of 50,000 crore to ramp up COVID-related healthcare infrastructure
and services in the country;

c. Special Long-Term Repo Operations (SLTRO) for small finance banks of 310,000 crore
to support small business units, micro and small industries, and other unorganised sector
entities adversely affected during the second wave of the pandemic. SLTRO scheme was
subsequently made on-tap and was extended till December 31, 2021.

d. On-tap liquidity window of 15,000 crore for contact-intensive sectors.

e. Extension of On tap Targeted Long-Term Repo Operations (On tap-TLTRO) till 31¢
December 2021.

4.9 A secondary market G-sec acquisition programme (G-SAP) - which was announced
during the year added to the surplus liquidity during the period. G-SAP involves upfront
commitment to purchase a specific quantum of government securities with a view to enabling
a stable and orderly evolution of the yield curve. RBI purchased G-secs (including state
development loans) amounting to X1 lakh crore under G-SAP 1.0 and 1.2 lakh crore under
G-SAP 2.0.

4.10 The gradual normalisation of liquidity management operations in sync with the revised
liquidity management framework was the key feature of liquidity management in 2021-22. The
14-day Variable Rate Reverse Repo (VRRR) auctions were deployed as the main operation
under the Liquidity Adjustment Facility (LAF). Further, the cash reserve ratio (CRR) which
was reduced by 100 basis points (bps) in March 2020, was gradually raised to its pre-pandemic
level of 4 per cent by May 2021. To manage the liquidity conditions, variable rate reverse
repo auctions of varying maturities were conducted apart from the VRRR operations conducted
every fortnight. The size of 14 day VRRR was gradually enhanced to Z7.5 lakh crore by end-
December 2021. During 2021-22 so far, average daily net absorptions under LAF amounted to
6.7 lakh crore.

4.11 During 2021-22 so far, due to the surplus liquidity conditions, call money rate generally
traded below the reverse repo rate - the lower bound of the liquidity adjustment facility
(LAF) corridor during the year (Figure 7). The weighted average call rate (WACR) - the
operating target of monetary policy - traded 13 bps below the floor of the corridor on an
average during the year so far. It was only in November 2021, that the WACR drifted back
slightly within the corridor.

4.12 With RBI becoming the major counterparty for banks, there was a shrinkage in inter-
bank trading activity - average daily volume in the call money market declined to 39,077
crore in December 2021 from %10,126 crore in March 2021. Interest rates on longer-term
money market instruments like 91-day Treasury Bills (T-Bills), 3-month Certificates of
Deposit (CDs) and Commercial Papers (CPs) generally traded above the reverse repo rate
during the year.
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Figure 7: Policy Corridor and WACR
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DEVELOPMENTS IN G-SEC MARKET

4.13 The yields on 10-year G sec which had reached 8.2 per cent on 26" September 2018

reduced substantially to reach 5.75 per cent in June 2020. It has since then increased to stand at
6.45 per cent as on 31% December 2021.

Figure 8: India 10-Year Generic G-Sec Yield
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4.14 Trading in the 10-year G-sec started on a positive note in the financial year 2021-22 (Figure
8), supported by the Reserve Bank’s G-SAP, continued accommodative stance domestically and
dovish monetary policy stance adopted by major economies around the world. In the beginning
of first quarter (Q1) of 2021-22, yield on 10-year G-Secs stood at around 6.26 per cent. The 10-
year yield reached a low of 5.96 per cent (intra day) in May 2021. The announcement of G-SAP
2.0 amounting to 1.2 lakh crore on 4" June 2021 and the US federal open market committee’s
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decision on 15" June 2021 to continue with the easy monetary policy stance kept the yields near
the 6 per cent mark.

4.15 Inthebeginning of second quarter (Q2) of2021-22, yields started to rise. The announcement
of phased increase in the quantum of VRRR operations on 6™ August 2021 and shift in market
sentiments to price in possibility of change in interest rate cycle sometime ahead also led to
some hardening of yields up to 6.26 per cent. The successively lower consumer price index
(CPI) prints, inclusion of the 10-year benchmark paper in the G-SAP auctions and no additional
borrowing by government for the second half of 2021-22 helped keep yields in check. The yield
on benchmark security stood at 6.22 per cent at the end of second quarter. In the third quarter
(Q3) 0of 2021-22, rise in US treasury yields and rising crude prices led the yields to inch higher
to 6.45 per cent at end-December 2021.

4.16 The term spread (measured as the gap between 10 year and 1-year G sec yield) had widened
sharply in 2020, but has narrowed down slightly in 2021-22 (Figure 9). However, it is still wider
as compared to the pre-pandemic years.

Figure 9: Yields on 1-year and 10-year G sec (per cent)
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BANKING SECTOR

4.17 The Gross Non-Performing advances (GNPA) ratio (i.e. GNPAs as a percentage of Gross
Advances) and Net Non-Preforming (NNPA) ratio of Scheduled Commercial Banks (SCBs)
continued to decline since 2018-19. GNPA ratio of SCBs decreased from 7.5 per cent at end-
September 2020 to 6.9 per cent at end-September 2021. NNPA ratio of SCBs was 2.2 per cent
at end-September 2021 (Figure 10).
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Figure 10: GNPA and NNPA ratio
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4.18 Restructured Standard Advances (RSA) ratio of SCBs increased from 0.4 per cent to
1.5 per cent during the same period. Overall, the Stressed Advances ratio of SCBs increased
from 7.9 per cent at end-September 2020 to 8.5 per cent at end-September 2021. Various
COVID-19 related dispensations/moratoriums provided with respect to asset quality
contributed towards increase in restructured assets and as a result, stressed advances ratio
for the banking system increased at end-September 2021. Overall, the banking system
appears to have weathered the pandemic shock well even if there is some lagged impact
still in the pipeline.

4.19 GNPA ratio of Public Sector Banks (PSBs) decreased from 9.4 per cent at end-September
2020 to 8.6 per cent at end-September 2021. The Stressed Advances ratio of PSBs increased
marginally from 10.0 per cent to 10.1 per cent during the same period on account of rise in
restructured advances.

4.20 The Capital Adequacy Ratio has continued to improve since 2015-16. Capital to Risk-
weighted Asset Ratio (CRAR) of SCBs increased from 15.84 per cent at end-September 2020
to 16.54 per cent at end-September 2021 on account of its improvement for both public and
private sector banks (Table 3). The improvement in CRAR levels of PSBs was due to capital
infusion by the government alongside fund raising from the markets, while private sector banks
tapped capital from market sources (Figure 11). Based on the capital position as on September
30, 2021, all Public Sector and Private Sector banks maintained the Capital Conservation Buffer
(CCB) well over 2.5 per cent.
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Figure 11: Capital Adequacy Ratio (per cent)
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Note: Number for September 2021 is based on offsite returns

4.21 SCBs’ annualised return on assets (RoA) improved from 0.6 per cent at end-September
2020 to 0.8 per cent at end-September 2021, while their annualised return on equity (RoE)
improved from 7.7 per cent to 9.0 per cent during the same period. The RoA and RoE for PSBs
became positive in June 2020 and continued to be positive for the period ending September
2021, after recording negative profitability ratios during March 2016 to March 2020.

Table 3: NPAs, CRAR, RoE and RoA — SCBs, PSBs and Private Sector Banks (per cent)

Scheduled Commercial Banks Publlc Sector Banks Private Sector Banks
Period

(EINS CRAR | RoE e CRAR | RoE ELlE CRAR | RoE

Ratio Ratio Ratio

Mar-19 1432  -1.82 -0.15 11.59 2.2 -10.97 -0.66 52 16.07

Mar-20 8.21 14.78 0.78  0.07 10.25 12.85 -3.92  -0.25 5.45 16.55 320 0.35
Sep-20 7.49 15.84  7.68  0.64 9.39 13.51 433 0.26 4.93 18.21 10.04 1.10
Mar-21 7.33 1630  7.64  0.65 9.11 14.04 4.63 0.28 4.94 1842  10.01 1.14
Sep-21 6.93 16.50  9.04 0.79 8.57 14.4 8.47 0.52 4.73 18.65 10.01 1.17

Source: Offsite Returns, Global Operation, RBI

4.22 The net profit (profit after tax) for PSBs increased from 14,688 crore during first half
of 2020-21 to 31,144 crore during first half of 2021-22. Similarly, the net profit for private
sector banks increased from ¥32,762 crore to 38,234 crore during the same period. Overall,
for SCBs, the net profit increased from 59,426 crore at end-September 2020 to 78,729 crore
at end-September 2021.
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Box 1: NATIONAL ASSET RECONSTRUCTION COMPANY LIMITED

Various available resolution mechanisms, including Insolvency and Bankruptcy Code (IBC),
SARFAESI Act, Debt Recovery Tribunals, etc. have proved to be useful to certain extent, however
a large stock of legacy NPAs are yet to be resolved. In addition to this, while there are 28 ARCs
existing in India, due to limited capitalisation and low recoveries from existing portfolio, they are
better placed for acquiring only smaller value loans. In order to resolve the legacy NPAs and clean
up the banking system, the Union budget 2021-22 announced, “The high level of provisioning by
Public Sector Banks of their stressed assets calls for measures to clean up the bank books. An Asset
Reconstruction Company (ARC) Limited and Asset Management Company (AMC) would be set
up to consolidate and take over the existing stressed debt and then manage and dispose of the assets
to Alternate Investment Funds and other potential investors for eventual value realization.” In line
with this vision, two entities viz. National Asset Reconstruction Company Limited (NARCL), and
India Debt Resolution Company Limited (IDRCL) have been formed.

NARCL was incorporated on 7" July 2021 and has received a certificate of registration from the
RBI to commence the business of an Asset Reconstruction Company on 4™ October 2021. NARCL
will majorly be owned by Public Sector Banks. Canara bank is the Sponsor with shareholding of
upto 12 per cent. NARCL would be capitalized through a combination of equity and debt from
various Banks and will have a finite life of 5 years. It may acquire stressed assets of about 32
lakh crore appox in multiple phases within the extant regulations of RBI under 15:85 structure,
implying that the consideration for acquisition will be 15 per cent in Cash and 85 per cent in
Security Receipts. IDRCL was incorporated on 3" September 2021 and will have minimum of 51
per cent ownership of Private sector Banks and balance will be held by Public Sector Banks.

NARCL and IDRCL’s relationship will be defined through a debt management agreement where in
NARCL will aggregate and acquire the stressed assets and IDRCL, in turn, will provide stressed
assets management and resolution services to NARCL on an exclusive basis. The term of IDRCL
shall be co-terminus with that of NARCL. NARCL will acquire assets by making an offer to the
lead bank and the lead bank with an offer in hand (of NARCL) will run a ‘Swiss Challenge’ process
wherein other interested ARCs / Bidders will be invited to better the anchor offer made by NARCL.
Once NARCL is declared as a preferred bidder, NARCL shall initiate asset acquisition process and
acquire the assets in the underlying Trusts. After acquiring the assets, IDRCL shall prepare and
suggest the proposed restructuring / resolution plan, strategies, etc. for each Underlying Trust
Assets. Post the approval of resolution from NARCL, IDRCL shall also assist in implementation
of resolution. The assets acquired shall be resolved using existing resolution tools within the RBI
framework for ARCs.

Resolution mechanisms of this nature typically require a backstop from Government as it imparts
credibility and provides for contingency buffers. Globally, bad banks have been set up with
Government participation in the form of equity along with other regulatory dispensations, for
instance, Danaharta Nasional Berhad (Danaharta) in Malaysia or Asset Resolution Ltd (UKAR)
in UK. Therefore taking the precedence from international practices, in India, the government has
provided a guarantee of up to I 30,600 crore, which will back Security Receipts (SRs) issued by
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NARCL. The government guarantee will be valid for 5 years. Guarantee available for these SRs
may be invoked on completion of resolution or liquidation as the case may be to cover the shortfall
between actual realization and face value of the asset. The guarantee amount will be issued based
on actual assets acquired by NARCL. This arrangement will not only safeguard the face value
of Security Receipts but it will also take away the need for 100 per cent upfront capitalization of
NARCL. The government will charge a guarantee fee on the amount which it guarantees, which
will increase annually to incentivize the early and timely resolution.

MONETARY TRANSMISSION - BANK LENDING AND
DEPOSIT RATES

4.23 RBI has reduced repo rate by 250 bps since February 2019 (the current easing cycle). The
Weighted Average Lending Rate (WALR) on fresh rupee loans declined by 197 basis points and
by 133 bps on outstanding loans during the period February 2019 to November 2021 (Figure
12). Large surplus systemic liquidity, forward guidance of continuing with the accommodative

stance and the external benchmark system for pricing of loans in select sectors aided monetary
transmission.

Figure 12: Weighted Average Lending Rates of SCBs
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4.24 During April-November 2021, the 1-year median Marginal Cost of funds-based
Lending Rate (MCLR) declined by 10 bps; Weighted Average Lending Rates (WALR)
on outstanding loans moderated by 19 bps, though it increased by 6 bps on fresh loans.

The Weighted Average Domestic Term Deposit Rate (WADTDR) on outstanding deposits
moderated by 24 bps (Table 4).
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Table 4: Transmission from Repo Rate to Deposit and Lending Rates of SCBs
(Variation in basis points)

Term Deposit Rates Lending Rates

Beriod Median WADTDR — | 1-Year WALR — WALR —
TDR — Fresh | Outstanding | Median | Outstanding | Fresh rupee

deposits deposits MCLR | rupee loans loans

April 2021-

November 2021 0 1 24 -10 -19 6

February 2019 -

November 2021 -250 -213 -187 -155 -133 -197

Source: RBI

Note: WALR: Weighted Average Lending Rate. WADTDR: Weighted Average Domestic Term Deposit Rate;
MCLR: Marginal Cost of Funds based Lending Rate. TDR: Term Deposit Rate.

4.25 The transmission has been slightly higher in public sector banks than private sector banks
in the overall current monetary easing cycle, though it was higher for private banks in April-
November 2021. The WALR on outstanding rupee loans fell by 135 bps for public sector banks
and 123 bps for private banks, while the WALR on fresh rupee loans fell by 210 bps for public
sector banks and 177 bps for private sector banks during February 2019- November 2021(Table
5). During April-November 2021, WALR on outstanding rupee loans reduced by 12 bps for
public sector banks and 31 bps for private banks, whereas the WALR on fresh loans increased
by 8 bps for public sector banks.

Table 5: Transmission across Bank Groups (Variation in basis points)

_ February 2019 - November 2021 April 2021- November 2021

WALR —

Outstand-

ing rupee
loans

WALR WADTDR — WALR — WALR — WADTDR
— Fresh Outstanding | Outstanding | Fresh rupee | — Outstand-
rupee loans deposits rupee loans loans ing deposits

Public sector

banks -135 -210 -168 =112 8 =2
Private
-123 -177 -203 -31 -15 -32
banks
SCBs* -133 -197 -187 -19 6 -24
Source: RBI

# SCBs include public, private and foreign banks
Box 2: DEPOSIT INSURANCE IN INDIA

The Deposit Insurance and Credit Guarantee Corporation (Amendment) Act, passed by the
Parliament in 2021, made significant changes in the landscape of deposit insurance in India. The
functions of the Deposit Insurance and Credit Guarantee Corporation (DICGC) are governed
by the provisions of the DICGC Act, 1961 and the DICGC General Regulations, 1961. Under
the Act, the Corporation is liable to pay the insured deposit amount to depositors of an
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insured bank. Such liability may arise when an insured bank undergoes: (i) liquidation (sale of all
assets on closing down of the bank) (ii) reconstruction or any other arrangement under a scheme,
or (iii) merger or acquisition by another bank. Deposit insurance provided by DICGC covers all
commercial banks, including Payment Banks, Small Finance Banks, Regional Rural Banks, Foreign
Bank branches in India, Local Area Banks and Co-operative Banks in all States and Union Territories.
DICGC registers a bank as insured immediately and automatically when a banking license is issued
to it. The deposit insurance premium is compulsory for all insured banks and is paid by banks to
DICGC and is not recovered from the depositors.

The deposit insurance coverage that began with 1500 in 1961 has been raised gradually to Z1 lakh
in 1993 but had been static thereafter till 2020. After the announcement in the Union budget 2020-
21, the deposit insurance cover was increased from X1 lakh to I5 lakh per depositor per bank. With
deposit insurance coverage of I5 lakh per depositor per bank, the number of fully protected accounts
(247.8 crore) at end-March 2021 constituted 98.1 per cent of the total number of accounts (252.6
crore), as against the international benchmark of 80 per cent. In terms of amount, the total insured
deposits (376.2 lakh crore) as at end-March 2021 constituted 50.9 per cent (up from about 30 per cent
under X1 lakh cover) of the total assessable deposits (3149.7 lakh crore) as against the international
benchmark of 20-30 per cent. Bank-group wise, the percentage of insured deposits vis-a-vis total
deposits is 84 per cent for RRBs, 70 per cent for cooperative banks, 59 per cent for SBI, 55 per cent
for PSBs, 40 per cent for private sector banks and 9 per cent for foreign banks. Up to 31st March
2021, a cumulative amount of I5,763 crores has been paid towards claims since the inception of
deposit insurance (3296 crore in respect of 27 commercial banks and ¥5,467 crores in respect of 365
co-operative banks).

However, one continuing concern even after the increase in insured amount announced in February
2020 in the Union Budget 2020-21 was that when various restrictions, such as moratorium, etc are
imposed on a bank by RBI, genuine depositors continued to face serious difficulties, and were unable
to access their own money even to the extent of the insured value, despite deposit insurance being in
place. Therefore, the Deposit Insurance And Credit Guarantee Corporation (Amendment) Act, 2021
was enacted. The following are the key features of the Amendment Act:

e Introduced interim payments: Interim payment will now be made by DICGC to depositors of
those banks for whom any restrictions/ moratorium have been imposed by RBI under the Banking
Regulation Act resulting in restrictions on depositors from accessing their own savings.

e Timeline for interim payments: Clear-cut timeline of maximum of 90 days has been fixed for
providing interim payment to depositors. Within the first 45 days, the insured bank must furnish
the details of all outstanding deposits to the Corporation. Within 30 days of the receipt of details,
the Corporation will verify the authenticity of the claims and within 15 days of the verification,
the Corporation must make the payment to such depositors.

e Repayment by banks to DICGC

» Deferment of repayments: DICGC may defer repayments due to it from an insured bank after
insurance pay out, on terms decided by DICGC’s Board. It is in spirit with the rationale of
interim payments, i.e., to help depositors while also enabling rescue efforts for the bank.
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» Timely repayment by the bank to DICGC: To establish the priority of repayment to DICGC
(both interest and principal amount), a provision for penal interest in case of delay has been
put in the act.

» No ceiling on premium: The earlier act earlier had a ceiling of 15 paise on premium, which
has been removed. Now, the ceiling on premium will be notified by DICGC, with the prior
approval of RBI.

Since the Act came into force, over ¥1500 crore has been paid to over 1.2 lakh depositors against their
claims, as of early January 2022.

BANK CREDIT GROWTH

426 The credit growth had been declining since 2019. The credit growth was 5.3 per cent at
beginning of April 2021 and started to increase since then, but was still modest and stood at 7.3 per
cent as on 17" December 2021. However, the credit growth has picked up sharply in December to
9.2 per cent as on 31 December 2021. In 2021-22, the risk capital (i.e. money raised from capital
markets) has so far been more important than the banks in providing finance to the revival (Figure 13).

Figure 13: Bank Credit growth (YoY)
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4.27 Non-food bank credit* growth that remained muted during much of the pandemic period
and stayed at sub-6 per cent through Q1 of 2021-22, has gradually improved and stood at 9.3
per cent as on 31 December 2021, as against 6.6 per cent a year ago. This growth was driven
by personal loans and agriculture sector. Deceleration in credit growth in the services sector
continued though credit to industry showed signs of improvement.

4.28 Credit to agriculture continued to register robust growth, and was at 10.4 per cent (YoY)
in November 2021, as compared with 7 per cent in November 2020. Credit growth to industry
which contracted from October to December 2020 entered positive territory in January 2021. It is

Non-food credit growth calculated based on Section - 42 return data, which covers all scheduled commercial banks (SCBs), while sectoral
credit growth is based on sector-wise and industry-wise bank credit (SIBC) return, which covers select banks accounting for about 90 per cent
of total non -food credit extended by all SCBs.
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improving steadily since July 2021 and accelerated to 3.8 per cent in November 2021. Medium
industries, particularly, have witnessed high double-digit growth for over a year and credit growth
to the segment was at 48.7 per cent in November 2021, as compared with 25.7 per cent in November
2020. Credit growth to micro & small industries accelerated to 12.7 per cent in November 2021
from 0.6 per cent a year ago, reflecting effectiveness of various measures taken by the Government
and the RBI to boost credit flow to the micro, small and medium enterprises (MSME) sector.
Credit to large industries broadly remained at the same level as of last year.

Figure 14: Growth (YoY) in Sectoral Credit
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4.29 Services sector credit growth, however, is yet to recover. The subdued credit growth in the
sector was due to sluggish growth in almost all segments. The growth in bank credit to NBFCs
was 5.2 per cent in November 2021. In the current financial year, NBFCs directly raised finance
from money and debt markets given the easy financial conditions. The bank credit growth to
commercial real estate sector was 0.4 per cent in November 2021.

4.30 Growth in personal loans improved to double digits at 11.6 per cent in November 2021
as compared with 9.2 per cent in the previous year. Housing loans, the largest constituent of
personal loans, registered growth of 8 per cent in November 2021. The growth of vehicle loans,

the second largest constituent of personal loans improved to 7.7 per cent in November 2021
from 6.9 per cent in November 2020 (Table 6).

Table 6: Growth (YoY) in Bank Credit by Major Sectors (per cent)

Agriculture & allied activities 10.4

Industry 0.7 5.8 0.9 0.5 0.7 3.8
Micro & Small 0.9 0.7 -0.6 2.8 0.6 12.7
Medium -1.1 -2.0 -0.2 34.1 25.7 48.7
Large 0.8 7.1 1.1 -1.3 -0.4 0

Services 13.8 15.3 9.0 2.7 8.2 3.6



134 | Economic Survey 2021-22

Trade 9.1 6.6 5.3 12.7 15.2 8.7

Commercial Real Estate 0.1 22.4 14.7 1.3 3.5 0.4

Non-Banking Financial Com-

panies (NBFCs) 26.9 48.2 273 0.2 4.7 5.2
Personal Loans 17.8 20.0 13.0 9.9 9.2 11.6

Housing (Including Priority

Sector Housing) 13.3 21.1 13.3 9.1 8.4 8.0

Vehicle Loans 11.3 23.7 7.2 6.2 6.9 7.7

Source: RBI

Note: Data is provisional and relates to select banks which cover about 90 per cent of total non-food credit extended
by all scheduled commercial banks.

Box 3: DIGITAL PAYMENTS

Financial transactions have been seeing high growth over the last few years with multiple avenues for
making digital payments which are growing over time.

Unified Payments Interface (UPI) is currently the single largest retail payment system in the country
in terms of volume of transactions, indicating its wide acceptance (Figure 3A & 3B). In December
2021, 4.6 billion transactions worth ¥8.26 lakh crore were carried out by UPI. One of the initial
objectives of UPI was to replace cash for low value transactions. As per detailed transaction data of
NPCI, 50 per cent of transactions through UPI were below 3200. On 1st November 2018, ‘UPI as a
payment option in [PO’ was introduced as a new payment channel to the retail investors by SEBI. In
April-November 2021, UPI processed more than 24.26 million One Time Mandate create transaction
of value 344,381 crore. The transaction limit for such transactions which was increased by RBI from
%1 lakh to %2 lakh in March 2020 was further increased to %5 lakh in December 2021. RBI and the
Monetary Authority of Singapore announced a project to link UPI and PayNow, which is targeted for
operationalization by July 2022. Bhutan recently became the first country to adopt UPI standards for
its QR code. It is also the second country after Singapore to have BHIM-UPI acceptance at merchant

locations.
Figure 3A: UPI Payments Figure 3B: Number of banks in UPI
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Another real-time fund transfer platform available 24x7x365 is Immediate Payment Service (IMPS).
In April-December 2021, transactions worth 329,349 billion have been processed on IMPS. On 8"
October 21, RBI increased the daily limit of IMPS transactions from %2 lakh to %5 lakh which should
further help in boosting digital payments.

Another digital payment solution launched in August 2021, e-RUPI is a person-specific, and purpose-
specific digital voucher where it is not required for the customer to have a bank account and is operable
on basic phones, even in areas which lack an internet connection. The first use case of e-RUPI was
implemented for COVID-19 vaccination program which saw more than 2.2 lakh beneficiaries being
issued the voucher.

The Digital Payments Index of RBI, captures the extent of digitization of payments across the country.
The index captures (i) Payment Enablers (weight 25%), (ii) Payment Infrastructure — Demand-side
factors (10%), (iii) Payment Infrastructure — Supply-side factors (15%), (iv) Payment Performance
(45%) and (v) Consumer Centricity (5%). The Digital Payments Index increased from 100 in March
2018 (base period) to 304.06 in September 2021.

NON-BANKING FINANCIAL COMPANIES (NBFCs) SECTOR

4.31 Credit growth of NBFCs continued to remain sluggish in 2021-22 so far (Figure 15). The
total credit of NBFC sector’ increased marginally from 27.53 lakh crore in March 2021 to
%28.03 lakh crore in September 2021. The credit intensity of NBFCs, measured by NBFC credit
as a ratio of GDP has been rising consistently and stood at 13.7 at end March 2021 (Figure 16).

Figure 15: Credit growth (YoY) from NBFCs Figure 16: NBFC’s Credit to GDP Ratio
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4.32 Industry remained the largest recipient of credit extended by the NBFC sector, followed
by retail loans and services (Figure 17). The share of large industry in the total credit to industry
by NBFC sector increased from about 82 per cent at end March 2019 to 90 per cent at end
September 2021.

2 The sector represents top 300 NBFCs based on their asset size as of September 2021
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Figure 17: Sectoral distribution of NBFC Credit
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4.33 Total assets of NBFCs increased from %36.37 lakh crore in September 2020 to I42.05 lakh
crore in September 2021, resulting in YoY growth of 15.61 per cent. Banks’ exposure to NBFCs
increased (in the form of bank lending and investment in Non-Convertible Debenture (NCDs)
and Commercial Paper (CPs)) from ¥8.44 lakh crore in September 2020 to ¥9.16 lakh crore in
September 2021, recording YoY growth of 8.5 per cent.

4.34 The external liabilities of NBFCs in the form of secured and unsecured borrowings and
public deposits increased by 7.95 per cent (on a YoY basis) in September 2021. While borrowings
from other financial institutions marginally increased from I58,650 crore in March 2021 to
359,525 crore in September 2021 (4.34 per cent YoY growth), market borrowings - NCDs and
CPs - increased from I10.56 lakh crore in September 2020 to I11.41 lakh crore in September
2021 (8.09 per cent YoY growth).

4.35 GNPA ratio of NBFCs was higher at 6.55 per cent at end-September 2021, as compared
to 6.06 per cent at end-March 2021. However, their net NPA ratio remained at 2.93 per cent at
end-September 2021 same as in March 2021. As against the regulatory requirement of 15 per
cent, CRAR for the NBFC sector stood at 26.64 per cent at end-September 2021.

Box 4: FACTORING IN INDIA

Factoring is an important source of liquidity worldwide, especially for MSMEs. Factoring is a
transaction where an entity sells its receivables (dues from a customer) to a third party (a “factor’ like
a bank or NBFC) for immediate funds. All or part of invoice can be sold to a factor for getting money
immediately at competitive interest rate. The factor then collects payments from the buyer of goods
and earns a commission in the form of some interest. This is different from bill discounting. In bill
discounting, a bank or NBFC gives a certain percentage of the total outstanding value of invoices to
seller and in most cases the seller has to take on the responsibility for payment of invoices by the buyer
to the factor. However, in case of factoring, the factor takes on the responsibility for the collection
of invoices. There are different types of factoring: ‘with recourse’ factoring where seller has to
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pay back the advance obtained from the factor if buyer of goods fails to pay and ‘without recourse’
factoring where factor bears the risk of default in case of non-payment by buyer of goods.

To solve the liquidity issues of MSMEs and lay down the basic legal framework for factoring in
India, the Factoring Regulation Act 2011 was enacted. As per the Factoring Act 2011, four types of
entities were allowed to engage in factoring business: Banks, Statutory Corporations (which were
exempted from registration under Section 5), NBFCs (which have to obtain registration from RBI)
and companies (which have to obtain specific registration from RBI under Section 3). As per the
Factoring Act 2011, RBI grants registration to only those NBFCs which do factoring as “principal
business”, i.e. whose financial assets in the factoring business constitute at least 50 per cent of its total
assets and income derived from factoring business is not less than 50 per cent of its gross income.
Under these provisions, only 7 NBFCs called ‘NBFC-Factors’ were in factoring business (due to
“principal business” condition) — Canbank Factors, India Factoring and Finance, SBI Global Factors,
Siemens Factoring, Bibby Financial Services, IFCI Factors and Pinnacle Capital Solutions. This
‘principal business’ restriction on NBFCs in the Act had limited the scope of factoring.

Meanwhile, RBI constituted an Expert Committee on MSMEs under the Chairmanship of Shri U.K.
Sinha in January 2019 to suggest long—term measures for the economic and financial sustainability of the
MSME Sector. Among various other suggestions related to the MSME sector as a whole, the committee
recommended that NBFCs other than those whose principal business is factoring should also be permitted
to carry out factoring business. Hence, the Factoring Regulation (Amendment) Act, 2021 was enacted with
the amendments in line with the recommendations of UK Sinha Committee. The key changes brought
about are:

» Removal of principal business criteria has significantly increased the number of eligible NBFCs
that can undertake factoring business.

» The time period for registration of invoice and satisfaction of charge upon it may be specified by
the Government by rules to streamline the process and prevent frauds through dual financing.

* Atpresent, factoring is done either manually or on Trade Receivable Discounting System (TReDS)*.
Now, the amended Act and new Rules and Regulations allow the concerned TReDS platform to
register charge directly with Central Registry of Securitization Asset Reconstruction and Security
Interest (CERSAI) on behalf of the factors using the platform, so as to make the process operationally
efficient, promote the use of TReDS and reduce procedural burden on factors.

» Definitions of “assignment”, “factoring business” and “receivables” have been amended to bring
them in consonance with international definitions.

* Regulation making power was given to RBI for the manner of granting certificate of registration under
Section 3, and the manner of filing of particulars of transactions with the Central Registry by TReDS
entities on behalf of factors under Section 19. RBI has notified these Regulations in January 2022.

The amendments have liberalized the restrictive provisions in the Act and at the same time ensure that
a strong regulatory / oversight mechanism is in place under RBI. Overall, this change would lead to
widening of factoring ecosystem in the country and help MSME:s significantly, by providing added
avenues for availing credit facility.

3It is an electronic exchange that allows transparent and online selling of receivables by MSMEs. In TReDS, the seller gets multiple financiers
to choose from, option of various interest rates, and without any collateral helping the seller to get the best deal in transparent manner. Govern-
ment has taken measures to promote TReDS by mandating big corporates/CPSEs to register on TReDS.
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DEVELOPMENT IN CAPITAL MARKETS
1. PRIMARY MARKET
A. Equity

4.36 In April-November 2021, IPOs of 75 companies have listed, garnering 389,066 crore, as
compared to 29 companies raising X 14,733 crore during April- November 2020, indicating stupendous
rise of 504.5 per cent in fund mobilization. The money raised by IPOs has been greater than what has
been raised in any year in last decade by a large margin. Amount raised through rights issues however
declined by 62.6 per cent to 322,659 crore in April-November 2021, as compared to 360,608 crore
during corresponding period of previous year. Though amount raised through Qualified Institutional
Placements (QIP) declined by 52.9 per cent, amount raised by way of preferential allotment increased
by 67.3 per cent during April-November 2021, as compared to same period previous year. Overall,
during April-November 2021, Z1.81 lakh crore have been raised through equity issues through
diverse modes viz., public offerings, rights, QIP and preferential issues (Table 7).

Table 7: Primary Market Resource Mobilisation through Public and Rights Issues (Equity)

Publlc
IPO+FPO nghts QIPs Preferentlal issues Total
el No.of | Amount | No.of | Amount No. of [ Amount No. of Amount No. of | Amount
issues | (X crore) | issues (X crore) issues (X crore) issues (X crore) issues (X crore)

2016-17 29,210 3,274 8,464 44,235 85,183

2017-18 189 78,497 23 21,268 54 71,033 420 59,527 686  2,30,325
2018-19 136 21,720 9 2,001 14 8,678 402 2,10,159 561 2,42,559
2019-20 62 21,382 17 55,667 14 54,389 284 1,74,886 377 3,06,325
2020-21 57 46,060 21 64,059 31 78,738 234 40,940 343 2,29,797

April-Nov 2020 30 29,733 15 60,608 16 56,725 145 25701 206 1,72,768
April-Nov 2021 75 89,066 18 22,659 23 26,704 233 43,004 349 1,81,433

Source: SEBI

4.37 The year 2021-22 so far has been an exceptional year for the primary markets with a
boom in fundraising through IPOs by many new age companies/tech start-ups/unicorns. The
exuberance associated with the listings manifested in huge oversubscriptions by retail, High Net
worth Individuals (HNIs) and institutional investors and stellar listing gains have pushed more
and more companies to tap the markets (Table 8). The tremendous response by all categories of
investors in [POs of companies was reflective of not only the confidence in markets, but also that
in corporate sector performance and prospects of the economy in the long run.

Table 8: IPO Oversubscription trends

Oversubscription Range (No. of times No. of IPOs listed
oversubscribed) (April-November 2021)

>100 8
>51 <100 11
>21 <50 6
>11<20 11
>1<10 39
<1 Nil
Total 75

Source: SEBI
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B. Debt

4.38 On the debt side, the funds raised through corporate bonds was around ¥3.7 lakh crore in
April- November 2021. The amount raised through public issues in debt doubled as 20 public
issues raised 9,132 crore during April-November 2021, as compared to 10 issues which raised
33,871 crore during the corresponding period of previous year. However, number of issues and
amount mobilized through private placement declined as ¥3.6 lakh crore was raised through
851 issues during April-November 2021, as compared to ¥4.9 lakh crore mobilized through
1,299 issues during April-November 2020 (Table 9). Overall, debt mobilization slowed, and this
contrast with equity market suggest an increased appetite for risk among investors.

Table 9: Resource Mobilization in Corporate Bond Market

Public Issues Private Placement

Year No. of issues Amount No. of issues Amount

(% crore) (% crore)
2016-17 14 29,093 3,377 6,40,716
2017-18 8 5,173 2,706 5,99,147
2018-19 25 36,679 2,358 6,10,318
2019-20 34 14,984 1,787 6,74,703
2020-21 18 10,588 1,995 7,71,840
April-Nov 2020 10 3,871 1,299 4,88,071
April-Nov 2021 20 9,132 851 3,62,458

Source: SEBI

4.39 In addition to equity and debt, corporates are also diversifying into a large number of
new instruments such as hybrids & convertibles, Real Estate Investment Trusts (REITs),
Infrastructure Investment Trusts (InvITs) etc. (Table 10). Resource mobilization by InvITs was
%15,506 crore in April-November 2021.

Table 10: Fund Raising by REITS/InvITs

2019 20 2020 21 Apr 2021 Nov 2021
Mode of Fund raising

Amount Amount Amount

(R cro re) (X crore) (R cro re)
Total funds mobilised by REITs 0 3 14,300 0
Listed REITs 0 0 3 14,300 0 0
Total funds mobilised by InvITs 4 11,496 2 40,432 6 15,506
Listed InvITs 3 7,744 1 25,215 5 15,125
Unlisted InvITs 1 3,753 1 15,217 1 382

Source: SEBI
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Box 5: MSCI Emerging Markets Index and India’s weight

Akey aspect of Foreign Portfolio Investments (FPI) are global indices such as MSCI with over US$ 16.3
trillion (equity) assets benchmarked against them (as of June 30, 2021). One of the most popular MSCI
indices is the MSCI Emerging Market (EM) index which tracks equity performance capturing large and
mid-cap companies across 25 emerging market countries including India. Launched in 2001, the MSCI
EM index today covers 1420 listed entities across emerging market economies. Companies must satisty
certain minimum criteria relating to full market capitalisation, free-float market capitalisation, stock
liquidity and foreign inclusion factor, among others to be included in the index. Many global institutional
investors use MSCI’s EM Index and several such indices covering other markets and themes as part of
their passive investment strategy allocating capital in line with the benchmark indices. India’s weight in
the MSCI EM Index plays an importantrole in attracting FPl investments in its equity market (Figure SA).

In June 2017, MSCI had announced that beginning June 2018, China A-shares* would be
included in MSCI -EM index in a phased manner. This meant a gradual reduction in weights of all

other countries. Consequently, India’s weight in MSCI-EM index reduced from 9.32 per cent in
August 2018 to 8.3 per cent in August 2020.

Later on, Government relaxed the FPI limit for Indian companies to the applicable Foreign Direct
Investment (FDI) sectoral limit (which is higher) with effect from April 1, 2020. Consequently,
India’s Foreign Ownership Limits® (FOL) in its Global indices increased effective December 1,
2020. Resultantly, MSCI India’s Foreign Inclusion Factor® (FIF) rose by 7 per cent from 0.39 to 0.42.
Accordingly, India’s weight in MSCI EM index immediately increased to 9.2 per cent from 8 per cent.
Remarkably, the increase in FPI limit to the sectoral cap has acted as a catalyst for increasing weightage
of Indian securities in other major equity indices as well such as MSCI APxJ (100 bps), MSCI AC
World Index (16bps). As of December 2021, India’s weight in the MSCI EM index is 12.45 per cent and
106 listed Indian entities having AUM of US$ 2,379 billion are a part of MSCI EM index(Figure 5B).

The foreign interest in Indian capital markets has gone up as reflected in the large inflows. As per data
available from NSDL, 2020-21 witnessed FPI inflows of over Rs. 2.74 lakh crore into the Indian
equity markets.

Figure 5A: India weight at MSCI EM Index
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“A shares represent publicly listed Mainland Chinese companies that trade on either Shanghai stock exchange or Shenzen stock exchange.
SThe extent to which foreign investors can invest in a listed security of a country. An increase in FPI limits, increases the room available for
foreign investment.

Foreign inclusion factor of a security is defined as the proportion of shares outstanding that are deemed to be available for purchase in the
public equity markets by international investors.
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Figure 5B: Composition of the MSCI EM Index: How has India’s weight changed over time
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Trends in Retail participation in the Capital Market

4.40 With continuing buoyant trend in Indian stock markets, participation by individual
investors’ in equity cash segment has increased and the share of individual investors in total
turnover at NSE increased from 38.8 per cent in 2019-20 to 44.7 per cent in April-October 2021
(Table 11). The substantial increase in share of individual investors in 2020-21 and 2021-22 can
partly be ascribed to the increase in new investor registrations witnessed since February 2020.
In April-November 2021, nearly 221 lakh individual Demat accounts were added.

Table 11: Share of Individual Investors in equity cash segment turnover (NSE)

(in per cent)

Share of individual Investors

2016-17 36.0
2017-18 39.0
2018-19 39.0
2019-20 38.8
2020-21 45.0
April-October 2021 44.7

Source: SEBI

"Individual investors includes individual domestic investors,NRIs, sole proprietorship firms and HUFs, Others: Partnership Firms/LLP, Trust /
Society, Depository Receipts, Statutory Bodies, OCB, FNs, etc.
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2. Mutual Fund Activities

4.41 The net Assets Under Management (AUM) of mutual fund industry rose by 24.4 per cent
to ¥37.3 lakh crore at the end of November 2021 from I30.0 lakh crore end of November 2020.
Net resource mobilization by mutual funds was %2.54 lakh crore during April-November 2021,
as compared to I2.73 lakh crore during April-November 2020 (Table 12).

Table 12: Resource Mobilization through Mutual Funds

AUM Gross_ resource Gross_ Net resource :
Year @ crore) mobilisation Redemption | mobilisation | No. of folios
(% crore) (% crore) (% crore)
2016-17 17,54,619 1,76,15,549 1,72,72,500 3,43,049 5,53,99,631
2017-18 21,36,036 2,09,98,652 2,07,26,855 2,71,797 7,13,47,301
2018-19 23,79,663 2,43,94,362 2,42,84,661 1,09,701 8,24,56,411
2019-20 22,26,203 1,88,13,458 1,87,26,157 87,301 8,97,46,051
2020-21 31,42,764 86,39,167 84,24,424 2,14,743 9,78,65,529
April-Nov 2020  30,00,904 57,90,831 55,17,814 2,73,017 9,36,79,333
April-Nov 2021  37,33,702 58,64,573 56,10,534 2,54,039 11,69,91,489

Source: SEBI

INVESTMENT BY FOREIGN PORTFOLIO INVESTORS (FPIs)

4.42 During April-November 2021, FPIs made a net investment of 324,124 crore in Indian
securities, 82.8 per cent lower that what was made in same period previous year. As of November
2021, cumulative net investment by FPIs increased by 9.2 per cent to US$288.4 billion from
USS$ 264 billion at end November 2020 (Table 13).

Table 13: FPI Investment in Indian securities

Gross Gross Sales Net Net Cumulative Net

Year/Month Purchase Investment Investment Investment

(R crore) (k crore) (k crore) (US$mn.) (US$mn.)
2016-17 15,07,028 14,58,617 48,411 7,600 2,31,180
2017-18 17,28,360 15,83,679 1,44,681 22,466 2,53,645
2018-19 16,40,810 16,79,741 -38,931 -5,499 2,48,147
2019-20 19,05,517 19,33,046 -27,529 -3,042 2,45,105
2020-21 23,20,289 20,53,189 2,67,100 36,180 2,81,293
April-Nov 2020 13.,75,673 12,35,286 1,40,387 18,896 2,64,008
April-Nov 2021 16,23,155 15,99,030 24,124 3,371 2,88,364

Source: NSDL
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INDIAN BENCHMARK INDICES

4.43 The benchmark stock market indices in India - Sensex and Nifty 50, increased by 17.7
per cent and 18.1 per cent, respectively during April-December 2021. Driven by good corporate
earnings, sharp rise in COVID-19 vaccination and opening up of business establishment across
the country, Sensex and Nifty scaled up to touch its peak at 61,766 and 18,477 respectively
on 18" October 2021 (Figure 18). The Sensex and Nifty benchmark indices fell after that, but
$tarted to rise again and stand at 61,223 and 18,256 respectively as on 14" January 2022.

Figure 18: Movement of Indian Benchmark Indices
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4.44 Among major emerging market economies, Indian markets outperformed its peers during
April-December 2021. Among the select developed markets, S&P 500 index and NASDAQ
Composite index, recorded strong gains and rose by 20.0 per cent and 18.1 per cent, respectively
(Table 14).

Table 14: Performance of major stock market indices in 2021-22 across the World

Index Ason Ason % change in % change in
31/03/2021 | 31/12/2021 | Apr-Dec 2020 | Apr-Dec 2021

Indian Markets

Nifty 50 14,691 17,354 62.6 18.1
S&P BSE Sensex 49,509 58,254 62.0 17.7
Emerging Markets

Taiwan TAIEX 16,431 18,219 51.8 10.9
i?rslz USIE AV Bloemes limdters, 66,485 73,709 33.5 10.9
MOEX Russia Index 3,542 3,787 31.1 6.9
Shanghai Composite, China 3,442 3,640 26.3 5.7
KOSPI, S. Korea 3,061 2,978 63.8 2.7

Brazil Ibovespa 1,16,634 1,04,822 63.0 -10.1
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Developed Market

S&P 500, US 3,973 4,766 453 20.0
Nasdaq Composite, US 13,247 15,645 67.4 18.1
CAC 40, France 6,067 7,153 26.3 17.9
Dow Jones Industrial Average, US 32,982 36,338 39.6 10.2
FTSE 100, UK 6,714 7,385 13.9 10.0
DAX, Germany 15,008 15,885 38.1 5.8
Straits Times, Singapore 3,165 3,124 14.6 -1.3
Nikkei 225, japan 29,179 28,792 45.1 -1.3
Hang Seng, Hong Kong 28,378 23,398 15.4 -17.6

Source: Refinitiv Datastream

4.45 During April-December 2021, India VIX, which indicates market’s expectation of
volatility in near term i.e. next 30 calendar days, peaked to 23.7 on 3 May 2021 and started
reducing subsequently. It picked up briefly in November 2021 before reducing again. Overall,
VIX decreased 21.4 per cent during April-December 2021.

Figure 19: India VIX
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INSURANCE SECTOR

4.46 Internationally, the potential and performance of the insurance sector are generally assessed
on the basis of two parameters, Viz., insurance penetration and insurance density. Insurance
penetration is measured as the percentage of insurance premium to GDP and insurance density
is calculated as the ratio of premium to population (measured in US$ for convenience of
international comparison).

4.47 In India, insurance penetration was 2.71 per cent in 2001 and has steadily increased to 4.2
per cent in 2020. As of 2020, the penetration for life insurance in India is 3.2 per cent and non-
life insurance penetration is 1 per cent (Table 15 and 16). While India is at par with international
average in terms of insurance penetration for life insurance, we lag behind in terms of non-life
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insurance. Globally, insurance penetration was 3.3 per cent for the life segment and 4.1 per cent
for the non-life segment in 2020.

Table 15: Penetration and Density in Life Insurance in India

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020

Insurance
Penetration

Insurance Density 490 427 41.0 44.0 432 465 550 550 58.0 59.0

340 3.17 3.10 2.60 272 272 276 274 282 3.20

Source: SwissRe, Sigma various issues
Note: Insurance Penetration in per cent and Insurance Density in US$

Table 16: Penetration and Density in Non-Life Insurance in India

2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020

Insurance
Penetration

Insurance Density 10.0 105 110 11.0 120 132 180 190 20.0 19.0

0.70 078 080 070 072 077 093 097 094 1.00

Source: SwissRe, Sigma various issues
Note: Insurance Penetration in per cent and Insurance Density in US$

4.48 The insurance density in India increased from $11.5 in 2001 to $78 in 2020. In 2020,
density for Life insurance in India is $59 and Non-Life insurance is $19, much lower than global
standards. Globally, insurance density was $360 for the life segment and $449 for the non-life
segment respectively in 2020 (Table 17 and 18).

Table 17: International Comparison of Insurance Penetration (in per cent)

2019 2020
S.No. Country*
o /

America
1 USA 2.9 8.5 114 3.0 9.0 12.0
2 Canada 3.1 4.6 7.7 3.5 52 8.7
3 Brazil 2.3 1.8 4.0 2.3 1.8 4.1
4 Mexico 11 1.3 2.4 1.2 14 2.6
Europe-Middle East-Africa
5 France 6.0 3.2 9.2 5.1 3.5 8.6
6 Germany 2.6 3.7 6.3 2.8 4.0 6.8
7 ltaly 6.2 2.2 8.3 6.3 2.3 8.6
8 Netherlands 1.6 7.6 9.2 1.5 8.1 9.6
9 Spain 2.2 2.9 5.1 1.9 3.2 5.2
10 Sweden 5.4 1.8 7.2 5.8 1.8 7.6
11 Switzerland 4.3 4.1 8.4 4.3 4.1 8.4

12 UK 8.0 23 10.3 8.8 23 111
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13 Pakistan 0.6 0.3 0.9 0.5 0.3 0.8
14 Russia 0.4 1.0 14 0.4 1.0 14
15 South Africa 10.7 2.7 13.4 11.2 2.5 13.7
16 India* 2.8 0.9 3.8 3.2 1.0 4.2
17 China 23 2.0 4.3 2.4 2.1 4.5
18 Japan® 6.7 2.3 9.0 5.8 2.4 8.1
19 Indonesia 14 0.6 2.0 14 0.5 1.9
20 Malaysia* 3.4 1.4 4.7 4.0 1.5 5.4
21 Singapore 6.0 1.6 7.6 7.6 1.9 9.5
22 South Korea” 5.8 5.0 10.8 6.4 52 11.6
23 Taiwan 16.5 3.5 20.0 14.0 3.4 17.4
24 Thailand 33 1.7 5.0 34 1.9 53
25 Sri Lanka 0.6 0.7 1.3 0.5 0.6 1.2
26 New Zealand 0.9 43 5.1 0.8 4.1 4.9
27 Australia 1.5 3.4 5.0 11 3.6 4.7

World 3.4 3.9 7.2 St 4.1 7.4

Source: Swiss Re, Sigma Volumes 4/2020 and 3/2021
Note: * Data pertains to the calendar year 2019 & 2020, # Data pertains to financial year 2019-20 & 2020-21, @
Rounding off difference

Table 18: International Comparison of Insurance Density (in US$)

2019 2020
*

America
1 USA 1,915 5,580 7,495 1,918 5,754 7,673
2 Canada 1,421 2,128 3,548 1,532 2,243 3,775
3 Brazil 196 155 351 151 120 271
4 Mexico 111 128 239 99 116 214
5 France 2,413 1,306 3,719 1,959 1,359 3,317
6 Germany 1,222 1,712 2,934 1,281 1,827 3,108
7 TItaly 2,039 725 2,764 1,972 721 2,692
8 Netherlands 832 3,990 4,822 799 4,223 5,022
9 Spain 654 854 1,508 525 871 1,396
10 Sweden 2,783 946 3,729 2,993 945 3,938

11 Switzerland 3,502 3,332 6,835 3,667 3,557 7,224
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12 UK 3,383 978 4,362 3,574 949 4,523
13 Pakistan 8 4 12 6 3 10
14 Russia 43 113 157 41 105 146
15 South Africa 643 160 803 560 124 684
16 India* 58 20 78@ 59 19 78
17 China 230 201 430 241 214 455
18 Japan® 2,691 930 3,621 2,329 951 3,280
19 Indonesia 58 24 82 54 21 75
20 Malaysia* 380 156 536 415 153 568
21 Singapore 3,844 1,028 4,872 4,528 1,110 5,638
22 South Korea” 1,822 1,544 3,366 2,050 1,691 3,741
23 Taiwan 4,129 865 4,993 3,861 938 4,800
24  Thailand 256 134 389 244 139 383
25 Sri Lanka 23 29 51 21 24 45
26 New Zealand 354 1,790 2,144 349 1,678 2,027
27 Australia 827 1,875 2,702 568 1,880 2,448
World 379 439 818 360 449 809

Source: Swiss Re, Sigma Volumes 4/2020 and 4/2021
Note: * Data pertains to the calendar year 2019 & 2020, # Data pertains to financial year 2019-20 & 2020-21, @
Rounding off difference

4.49 During 2020-21, the gross direct premium (within and outside India) of Non-Life insurers
was I2,02,082 crore, as against ¥1,92,193 crore in 2019-20, registering a growth of 5.2 per
cent. Motor and health segments contributed a significant portion of the growth. Life insurance
industry recorded a premium income of ¥6,28,731 crore during 2020-21, as against ¥5,72,910
crore in the previous financial year, registering a growth of 9.74 per cent. While renewal premium
accounted for 55.7 per cent of the total premium received by the life insurers, new business
contributed the remaining 44.3 per cent.

PENSION SECTOR

4.50 The total number of subscribers under New Pension Scheme (NPS) and Atal Pension
Yojana (APY) increased from 374.32 lakh as on September 2020 to 463 lakh as on September
2021, recording a growth of 23.7 per cent over the year. The overall contribution under NPS
grew by more than 29 per cent during the period September 2020 - September 2021. Maximum
growth in contribution was registered under All Citizen model (51.29 per cent) followed by
Corporate Sector (42.13 per cent), APY (38.78 per cent), State Government Sector (28.9 per
cent), and Central Government Sector (22.04 per cent). The Assets under Management (AUM)
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of NPS and APY stand at %6.67 lakh crore at end September 2021, as compared to ¥4.95 lakh
crore at the end of September 2020, thereby recording an overall growth (YoY') of 34.8 per cent
(Table 19).

Table 19: Status of NPS and APY

No. of Subscribers AV Contribution AV AUM
(in Lakh) (X Crore) (X Crore)

NPS

gf)’lttra' 21.3 223 45  1,11293 135820 220 1,60,606 2,04227 27.2
State Govt  49.0 539  10.1 1,88,000 242,330 28.9 250,260 335,749 34.2
Corporate  10.5 127 210 37,788 53,707 421 50,730 77,041 519
UoS 13.6 184 353 17282 26,145 513 16224 27,089 67.0
NPSLite 432 429 07 2776 2931 56 4068 4,624 137
APY

APY 2369 3129 321 11,585 16,078 388 13,042 18,649 43.0
Total 3743 463 237 368,725 477,011 294 494930 6,67,379 34.8

Source: PFRDA
Note- UoS-All Citizen Model, APY- Atal pension Yojana

4.51 As on 12" October 2021, contribution of 16,109 crore was collected in the Atal Pension
Yojana (APY) scheme from more than 3.45 crore enrolments. The APY scheme is being
distributed through more than 250 active APY service providers including all banks and post
offices (Table 20).

Table 20: Number of enrolments (category-wise) under the APY Scheme

Category of 12" Oct

Public Sector
Banks

Private Banks 497,323 873,901 1,145,289 15,62,997 19,86,467 21,21,377

3,047,273 6,553,397 10,719,758  1,56,75,442 2,12,52,435 2,43,90,974

Small Finance

Bk ] ; 9,190 15.760 35,114 56,012
Payment Bank ; ; 48,182 3.44,001 8,18.800  10,93.602
gzﬁgnal Rural 415957 1987176 3171152 4330,190  57.10770  64.15.150
DEREEC=60 5 7y 33,880 38,863 48,581 54,628 58,775
Banks

Silio Co-0 680 805 1,053 4,620 5.350 5.604

Banks
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et Co-079 3,507 10,936 14,469 17.355 20,095 21,881
Banks

DOP 189.998 245366 270,329 3,02,712 3,32,141 3.44,132
Total 4883829 97,05461 1,54,18,285 2.23,01,658 3,02,15800 3,45,07,507

Source: PFRDA

4.52 The age profile of the subscribers in the APY scheme suggests increasing enrolments at
younger age. As on September 2021, more than 43 per cent subscribers were between 18 and 25
years, as compared to 29 per cent as on March 2016. Further, more people are now opting for a
pension amount of 1000 per month. As on September 2021, around 78 per cent subscribers have
opted for 1000 per month pension amount, as compared to 38 per cent subscribers as on March
2016. Further, as on September 2021 the share of subscribers opting for ¥2000/Z3000/24000 per
month pension is 8 per cent, while 14 per cent opt for 5000 per month pension.

4.53 The gender gap in enrolments under APY has narrowed down with increased participation
of female subscribers, which has increased from 37 per cent as of March 2016; to 44 per cent as
of September 2021. The Table 21 below lists the states which have APY account enrolment of
10 lakhs and more.

Table 21: Number of APY accounts (as on 12t October 2021)

State Name Number of APY Accounts (in Lakh)

1 Uttar Pradesh 51.9
2 Bihar 32.7
3 West Bengal 27.6
4 Maharashtra 26.8
5 Tamil Nadu 25.5
6 Andhra Pradesh 20.5
7 Karnataka 20.5
8 Madhya Pradesh 20.2
9 Rajasthan 17.2
10 Gujarat 14.3
11 Orissa 13.1

Source: PFRDA

4.54 The limit of aggregate holding of equity shares by a foreign company in Pension Funds has
been revised up from 49 per cent to 74 per cent. The limits for allowing exit from NPS without
requirement of annuitisation (complete lump-sum) was revised upward in case of superannuation
or death of subscriber from X2 lakh to I5 lakh, as well as in case of premature exit from NPS
from 1 lakh to 2.5 lakh across the sector for all NPS subscribers. The subscribers, joining after
age of 60 years, can remain invested/ subscribed to the National Pension System till the age of
75 years which was earlier 70 years. In order to enable its employees build a sufficient pension
corpus, the Central Government has increased the Government co-contribution from 10 per cent
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to 14 per cent for its employees. It is extended to Bank employees, State Govt employees and
Central Autonomous Bodies (CABs). The Government has also provided the option to Central
Government employees to change their pattern of investment along with opting for any other
pension fund apart from the present default scheme.

INSOLVENCY AND BANKRUPTCY CODE

4.55 The Insolvency and Bankruptcy Code (IBC) has created a cohesive and comprehensive
insolvency ecosystem. Withthe enactmentof IBC, Indiahas witnessed the birth oftwo professions,
namely, the insolvency profession and the valuation profession that have professionalised
insolvency services. The Code has opened possibilities of the resolution, including merger,
amalgamation and restructuring of any kind, which often requires professional help. This
has created markets for services of Insolvency Professionals, Registered Valuers, Insolvency
Professional Entities and expanded the scope of services of Advocates, Accountants and other
professionals (Table 22).

Table 22: Ecosystem under the Code

Appellate Authority Two Benches of National Company Law Appellate Tribunal

Adjudicating Authority 15 Benches of National Company Law Tribunal
Regulator Insolvency and Bankruptcy Board of India

As on

service Providers A |
Mar2017 | Mar2018 | Mar2019 | Mar2020 | Mar2021 | Sep2021
00 01 01 01 01 01

Information Utilities

Insolvency Professional

Agencies 03 03 03 03 03 03
Insolvency Professionals 977* + 96 1812 2456 3004 3504 3816
Insolvency Professional

Entities 03 75 48 69 83 86
Registered Valuer

Organisations B B L = 16 16
Registered Valuers NA NA 1186 3030 3967 4366
Registered Valuer Entities NA NA 0 20 40 52

Source: IBBI
Note: *These registrations had a validity of six months and expired by 30" June 2017

Outcomes under the Code

4.56 In view of the COVID-19 pandemic, the Insolvency and Bankruptcy (Amendment)
Ordinance, 2020 was promulgated on 5" June 2020, which suspended initiation of the CIRP
of a corporate debtor (CD) for any default arising on or after 25" March 2020. Further, the
suspension of the Code was extended twice for 3 months each on 24" September 2020 and
22" December 2020, to provide relief to the firms undergoing stress due to the pandemic. The
relaxation combined with continued resolutions led the number of cases to decline during 2020-
21, which has slightly increased to 1640 as of September 2021 (Figure 20).
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Figure 20: Corporate Insolvency Resolution Process (CIRPs) accumulation (as of September 30, 2021)

B Increase B Decrease Total
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Source: Compilation from the website of the Nation Company Law Tribunal
(NCLT) and filing by IPs.

Note: These CIRPs are in respect 0f 4,593 Corporate Debtors (CDs), This excludes
1 CD which has moved directly from BIFR to resolution, This Includes Dewan
Housing Finance Corporation Limited data, the application filed by RBI was
admitted u/s 227 read with Financial Service Providers (FSPs) rules, of the code.

(a) Rescue of distressed assets

4.57 The primary objective of the Code is resolving the Corporate Debtors (CDs) in distress. As on
September 2021, the Code has rescued 421 CDs through resolution plans and referred 1419 CDs for
liquidation. The CDs rescued had assets valued at¥1.48 lakh crore, while the CDs referred for liquidation
had assets valued at<0.52 lakh crore when they were admitted to Corporate Insolvency Resolution Process
(CIRP).Invalueterms,around 74 per cent of distressed assets wererescued. Ofthe CDs sent for liquidation,
three-fourthwereeithersick ordefunctand ofthe firmsrescued, one-thirdwereeithersick ordefunct. Nearly
65 per cent of the total admitted cases have been closed, either by resolution, withdrawal or liquidation.
Out of the 1640 ongoing CIRPs, nearly 75 per cent of the cases has been ongoing for over 270 days
(Table 23).

Table 23: Status of CIRPs as of September 30, 2021

Status of CIRPs No. of CIRPs

Admitted 4708
Closed on Appeal / Review / Settled 701
Closed by Withdrawal under section 12A 527
Closed by Resolution 421
Closed by Liquidation 1419
Ongoing CIRP 1640
> 270 days 1201
> 180 days <270 days 186
> 90 days < 180 days 120
<90 days 133

Source: IBBI 2021
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4.58 The realisable value of the assets available with the 421 CDs rescued when they entered
the CIRP, was only ¥1.48 lakh crore, though they owed ¥7.94 lakh crore to creditors. The
resolution plans realised 32.55 lakh crore, which is more than 172 per cent of the realisable
value of these CDs. Though recovery is incidental under the Code, the Financial Creditors (FCs)
recovered 32.11 per cent of their claims, which reflects the extent of value erosion by the time
the CDs entered CIRP, yet it is the highest among all options available to creditors for recovery
(Table 24).

Table 24: Status of distressed assets as of September 30, 2021(Amount in I Crore)

Companies Companles Ordered

No. of Companies 1419 1840
Aggregate Claims 794168 738631 1532799
Liquidation Value 147886 52036 199922
Assets available % of Aggregate Claims 18.62 7.04 13.04
Resolution Value 254983 NA 254983
Resolution Value as % of Liquidation Value 172.42 NA NA
Resolution Value as % of Aggregate Claims admitted 32.11 NA NA
Average time taken 495 days 375 days 435 days
Cost % of Resolution Value 0.54 NA NA

Source: IBBI 2021
(b) Liguidations

4.59 The 1419 CDs ending up with orders for liquidation had an aggregate claim ofI7.38 lakh
crore. However, they had assets, on the ground, valued only at 0.52 lakh crore. Till September
2021, 264 CDs have been completely liquidated which had outstanding claims 0f 345,790 crore,
but the assets were valued at 32,025 crore. 1,983 crore was realised through the liquidation of
these companies (Table 25).

Table 25: Status of Liquidation Process as of September 30, 2021

Status of Liquidation

Initiated 1419°
Final Report submitted” 264
Closed by Dissolution 151
Closed by Going Concern Sale 6
Compromise / Arrangement 7
Ongoing™ 1155
>Two years 456

> One year < Two years 333
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> 270 days < 1 year 80
> 180 days <270 days 156
> 90 days < 180 days 74
<90 days 56

Source: IBBI 2021

Note: *This excludes 12 cases where liquidation order has been set aside by NCLT / National Company Law
Appellate Tribunal (NCLAT) / HC / SC;

# This includes cases where an application for early dissolution has been filed with the NCLT;

** This includes 3 cases where CD has been sold as a going concern, however, submission of Final Report is awaited.

(¢) Time and cost

4.60 The 421 CIRPs, which have yielded resolution plans by the end of September 2021 took on
average 428 days (after excluding the time excluded by the Adjucating Authority) for the conclusion
of the process. Out of this, the cost details are available in respect of 388 CIRPs. The cost works out
on average to 0.98 per cent of liquidation value and to 0.54 per cent of resolution value.

4.61 The 1419 CIRPs, which ended up in orders for liquidation, took on average 375 days.
Further, 264 liquidation processes, which have closed by submission of final reports took on
average 427 days for closure.

(d) Behavioural Change

4.62 Distressed assets have a life cycle and their value gradually declines with time. The fact
that a CD may change hands has changed the behaviour of debtors. Thousands of debtors are
resolving distress in the early stages of distress, either when the default is imminent, on receipt
of a notice for repayment but before filing an application, after filing the application but before
its admission, and even after admission of the application, and making best effort to avoid
consequences of the resolution process. Till September 2021, 18,629 applications for initiation
of CIRPs of CDs having underlying default of I5,89,516 crores were resolved before their
admission. Further, a total of 527 CIRPs have been withdrawn under section 12A of the Code
until September 2021. Almost three fourth of these CIRPs had claims of less than 10 crores and
701 CIRP cases have been closed on appeal/ review/settled.

IBC and pre-packaged insolvency resolution process for corporate MSMEs

4.63 The provision of multiple competing options for the resolution of stress makes an economy
a great place to do business. In line with this thought, the Insolvency and Bankruptcy Code,
2016 was amended through an Ordinance on April 4, 2021, to provide for a Pre-Packaged
Insolvency Resolution Process (PPIRP) for corporate Micro, Small and Medium Enterprises as
an alternative insolvency resolution process to ensure quicker outcomes.

4.64 PPIRP has the rigour and discipline of the CIRP. It is informal up to a point and formal
thereafter. It blends debtor-in-possession with creditor-in-control. It is neither a fully private nor
a fully public process - it allows the company, if eligible under section 29A, to submit the base
resolution plan which is exposed to challenge for value maximisation. It safeguards the rights of
stakeholders as much as in CIRP and has adequate checks and balances to prevent any potential
misuse. This process entails a limited role of the courts and insolvency professionals (IPs).
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4.65 The informality at the pre-initiation stage offers flexibility for the CD and its creditors
to swiftly explore and negotiate the best way to resolve stress in the business, while the post-
initiation stage drives value maximisation and bestows the resolution plan with statutory
protection. The process is required to be completed within a time frame of 120 days from the
commencement date. During the PPIRP, the management of the affairs of the CD shall continue
to vest in the Board of Directors / partners of the CD and the resolution professional conducts
the process under the guidance and oversight of the creditors.

Box 6: VOLUNTARY LIQUIDATION OF CORPORATES

Liquidation can be involuntary as in the case of insolvency or bankruptcy; or voluntary which could be due
topersonal reasons, subsidiaries being merged etc. Acompany may decide to voluntarily close its operation
even when it’s viable. There has been an overhaul in the process of winding-up due to the insolvency/
bankruptcy with the introduction of the Insolvency and Bankruptcy Code, 2016 (IBC). However, the
procedure of voluntary exit of business still needs to be simplified significantly, on top of recent progress.

Currently, there are two main methods of voluntary liquidation, one is through the Registrar of
Companies (RoC) under section 248 of the Companies Act, 2013 and other is under the IBC. The
former is currently the more popular route by far.

i.  Section 248(2) of Companies Act 2013

Under Section 248(2) of the Companies Act, a company may, after extinguishing all its liabilities, by
a special resolution or consent of 75 per cent members in terms of paid-up share capital, may file an
application in a prescribed manner to the Registrar of Companies (RoC). There must not be any pending
litigations against the company. The following is the step-by-step procedure:

Step 1: Company has to convene a board meeting to approve the closure of the bank account, pay off
all the pending liabilities, and prepare the latest financial statement of the Company after the closure of
the bank account.

Step 2: Company files a STK-2 form with the respective RoC.

Step 3: Director shall furnish a declaration in the e-form stating that the company does not have any
dues towards any government department (Centre, State, Statutory or local authorities). This has to be
certified by a Charted Accountant, Cost Account or Company Secretary.

Step 4: RoC issues a public notice in a prescribed manner on Ministry of Corporate Affairs (MCA)
website; Official Gazette and the largest circulating newspaper, one in English and the other one in
vernacular language. A 30 days’ notice time is provided for any claims and objections to be raised. If
the company applying for winding up is regulated under Special Act (under section 8), approval of the
concerned Regulatory body is required, otherwise it is not required?.

Step 5: After expiry of notice period, RoC may strike off companies name and publish dissolution
notice in Official Gazette.

8Companies which have been incorporated for carrying on business objects like, NBFC, Asset Management Companies, Insurance etc. have
to obtain NOC from their Regulatory authority like RBI, SEBI, IRDA respectively.
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This is considered to be a faster winding process; however, it was observed that there were huge
pendencies. As of 13" June 2021, out of the 28,536 pending cases, nearly 10 per cent were pending from
more than 1000 days and 54 per cent cases (15,310) were pending for more than one year. Thereafter,
efforts were made by government to clear the backlog of applications. Consequently, the number of
pending cases has come down drastically to 9,768 as on 10" January 2022, out of which only about
16.3 per cent are pending for more than a year. Yet this process can be simplified further.

ii. Insolvency and Bankruptcy Code

Section 59 of Insolvency and Bankruptcy Code (IBC), 2016 together with the IBBI (Voluntary
Liquidation Process) Regulations, 2017 (Voluntary Liquidation Regulations) provide the mechanism
for voluntary liquidation of a corporate person. Section 59 of IBC states that ‘A corporate person
who intends to liquidate itself voluntarily and has not committed any default may initiate voluntary
liquidation proceedings under this chapter’. As on September 2021, 1042 cases have been filed under
this scheme so far and out of them, final reports have been received for 483 cases, and the final order of
dissolution has been passed in 257 cases. Out of the ongoing cases, nearly 32 per cent of the cases are
pending over 2 years and 19 per cent for between 1 and 2 years (Table 6A).

Table 6A: Status of Voluntary Liquidations as of September 30, 2021

No.of Liguidatons

Initiated 1042
Closed by withdrawal 10
Final Report Submitted 483
Closed by Dissolution 257
Ongoing 549
> Two years 177
> One year < Two years 104
> 270 days < 1 year 61
> 180 days <270 days 107
> 90 days < 180 days 35
<90 days 65

Source: IBBI
The step-by-step procedure of the voluntary liquidation process under IBC is as follows:

Step 1: A board meeting is held approving the voluntary liquidation. Section 59(3)(a) of the Code
provides that the majority of the directors of the company shall pass a declaration regarding solvency
and the company not being liquidated to defraud any person. This declaration has to be supplemented
with 2 things:

(a) Audited financial statements and record of business operations of the company for the previous two
years or since its incorporation, whichever is later.

(b) A report of the valuation of assets of the company, if any, prepared by a Registered Valuer.
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Step 2: Passing of shareholder’s resolution and appointing a liquidator. There shall be a resolution (or
special resolution) of the members of the company in a general meeting requiring the company to be
liquidated voluntarily and appointing an insolvency professional to act as the liquidator. The creditors
representing two-thirds in value of the debt of the company shall approve the said resolution within
seven days of such resolution.

Step 3: Liquidator files the resolution to Insolvency and Bankruptcy Board of India (IBBI) and RoC
within seven days as per section 59(4) of the Code and regulation 3 (2) of Voluntary Liquidation
Regulations. Regulation 14 of Voluntary Liquidation Regulations requires making public announcement
(in English and Regional Newspapers) within 5 days calling stakeholders to submit claims within 30
days (Section 38 (1) of the Code).

Step 4: Opening a designated bank account for cash and liquid funds and closure of existing bank
account(s) and transfer of funds to a designated bank account.

Step 5: Apply for No Objection Certificate (NOC) in Central Board of Direct Taxes, Central Board
of Indirect Taxes and Custom, Employee Provident Fund Organisation and sectoral regulators ( These
NOC:s are not explicitly mentioned in IBC but are implied to be taken).

Step 6: Liquidator gives final remittance to shareholders. Also, the liquidator deposits applicable
withholding taxes and then closes the bank account opened for liquidation.

Step 7: Liquidator then submits a final report to shareholders, RoC, IBBI and National Company Law
Tribunal (NCLT).

Step 8: Order is passed by NCLT.

Step 9: File copy of the order for dissolution of corporate debtor with RoC vide Form INC 28 and RoC
to strike-off the name of Corporate Debtor from RoC.

The first key issue in the process is delays in obtaining No Objection Certificates (NOCs) from departments
including Central Board of Direct Taxes, Central Board of Indirect Taxes and Custom, Employee Provident
Fund Organisation and other sectoral regulators. The NOCs are implied to be taken although not specifically
mentioned in the Code. This leads to confusion regarding the procedure to be followed among the departments,
liquidators etc. with regard to the exact procedure to be followed. Another issue in the process is that there
are no well-defined Standard Operating Procedures (SoPs) in the departments for granting NOC. As per
the current practice, the liquidators write a letter to the head of the departments asking for any claims that
the department has on the company and to grant NOC. The department then assesses the application and
responds. Since there are no SoPs, the claims raised by the departments come with a lag and are not within
the stipulated period. Further, another problem leading to delays in certain cases is that there are no standard
guidelines on requirements by NCLT bench, creating lags in the processes as the company has to contact
various departments to take the specified clearances as required by NCLT. Another issue is the hesitancy in
the banks for closure of existing bank accounts and also for the opening of the new liquidation bank account
by the liquidator, which is a mandatory step in the liquidation proceedings.

To sum up, there is a case for simplifying the problems in the Voluntary Liquidation process, to improve
ease of exit for business. Apart from simplifying the issues in the various steps in the processes, there
is a need for the creation of a single window for the entire process. A portal that combines all the
steps of the liquidation process altogether, starting from application by companies to processing by all
departments will prove to be very useful.
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Cross Border Insolvency

4.66 Cross border insolvency signifies circumstances in which an insolvent debtor has assets
and/or creditors in more than one country. Typically, domestic laws prescribe procedures, for
identifying and locating the debtors’ assets; calling in the assets and converting them into a
monetary form; making distributions to creditors in accordance with the appropriate priority
etc. for domestic creditors/debtors. However, there are various insolvency cases in which
corporations owes assets and liabilities in more than one country.

4.67 At present, Insolvency and Bankruptcy Code, 2016 (IBC) provides for the domestic
laws for the handling of an insolvent enterprise. IBC at present has no standard instrument to
restructure the firms involving cross border jurisdictions. The problem of not having a cross
border framework problem was also expressed by the National Company Law Tribunal (NCLT)
in Mumbai in a cross-border insolvency case involving an Indian entity’. NCLT stated that while
insolvency proceedings against the corporate debtor have already been initiated before a District
Court in Netherlands, “there is no provision and mechanism in the IBC, at this moment, to
recognize the judgment of an insolvency court of any Foreign Nation. Thus, even if the judgment
of Foreign Court is verified and found to be true, still, sans the relevant provision in the IBC,
we cannot take this order on record.” The absence of standardized cross border insolvency
framework creates complexities and raises various issues such as:

* The extent to which an insolvency administrator may obtain access to assets held in a foreign
country.

* Priority of payments- Whether local creditors may have access to local assets before funds
go to the foreign administration or not.

* Recognition of the claims of local creditors in a foreign administration.

* Recognition and enforcement of local securities, taxation system over local assets where a
foreign administrator is appointed etc.

4.68 Presently, while foreign creditors can make claims against a domestic company, the IBC
currently does not allow for automatic recognition of any insolvency proceedings in other
countries. Cross border insolvency is regulated by Section 234 and 235 of IBC. Section 234
empowers the Central Government to enter into bilateral agreements with other countries to
resolve situations about cross-border insolvency. Further, the Adjudicating Authority can issue
a letter of request to a court or an authority (under Section 235) competent to deal with a request
for evidence or action in connection with insolvency proceedings under the Code in countries
with the agreement (under Section 234).

4.69 As can be seen, the current provisions under IBC are ad-hoc in nature and are susceptible
to delay. Entering into mutual (reciprocal) agreements require individual long-drawn-out
negotiations with each country. This leads to uncertainty of outcomes of claims for creditors,
debtors and other stakeholders as well.

’State Bank of India v. Jet Airways (India) Ltd., CP 2205 (IB)/MB/2019, CP 1968(IB)/MB/2019, CP 1938(IB)/MB/2019, Order dated 20 June
2019
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4.70 Therefore, there is a need for a standardized framework for Cross-Border insolvency. This
issue is not new and in fact, the proposal to frame a robust cross border insolvency framework
has already been highlighted in the report of the Insolvency Law Committee (ILC)'® (October
2018). The Committee had recommended the adoption of the United Nations Commission on
International Trade Law (UNCITRAL) with certain modifications to make it suitable to the
Indian context. In fact, UNCITRAL on Cross-Border Insolvency, 1997 has emerged as the most
widely accepted legal framework to deal with cross-border insolvency issues. It provides a
legislative framework that can be adopted by countries with modifications to suit the domestic
context of the enacting jurisdiction. It has been adopted by 49 countries until now, such as
Singapore, UK, US, South Africa, Korea, etc. This law addresses the core issues of cross border
insolvency cases with the help of four main principles:

» Access: It allows foreign professionals and creditors direct access to domestic courts and
enables them to participate in and commence domestic insolvency proceedings against a
debtor.

 Recognition: It allows recognition of foreign proceedings and enables courts to determine
relief accordingly.

» Cooperation: It provides a framework for cooperation between insolvency professionals and
courts of countries.

+ Coordination: It allows for coordination in the conduct of concurrent proceedings in different
jurisdictions.

"Government had invited suggestions/comments on the ILC report (Draft Z) from stakeholders.
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. . CHAPTER
Prices and Inflation

Aseconomic activity started showing signs of picking-up in the second year of the pandemic,
the global economy faced the fresh challenge of rising global inflation. COVID-19 related
stimulus spending in major economies along with pent-up demand boosting consumer
spending pushed inflation up in many advanced and emerging economies. The surge in
energy, food, non-food commodities, and input prices, supply constraints, disruption of
global supply chains, and rising freight costs across the globe stoked global inflation
during the year. Crude oil prices also witnessed an upswing during the year on the back of
increased demand from recovering economies and supply restrictions by the Organization
of the Petroleum Exporting Countries and its allies (OPEC+).

On the domestic front, the average headline Consumer Price Index-Combined (CPI-C)
inflation in India moderated to 5.2 per cent in 2021-22 (April-December) from 6.6 per
cent in the corresponding period of 2020-21 and was recorded at 5.6 per cent in December
2021. The Consumer Price Index inflation remained range bound as food prices eased
considerably due to the supply management response by the Government. Food inflation
remained benign during the year at 2.9 per cent (April-December) as against 9.1 per
cent in the corresponding period last year. In the case of vegetables, prices of onions and
potatoes remained under control, though retail prices of tomatoes witnessed an uptick
during September to November 2021 due to untimely rains in major producing states.
However, with fresh arrivals in the market in December, retail prices of tomatoes too,
are showing signs of easing. While seasonality plays a significant role in the case of
vegetables, random shocks like untimely rains also have an impact on their availability
and prices. A strong network of cold storage chains well supported by effective transport
infrastructure is needed to stabilize the prices of such perishable commodities. Effective
supply-side management kept prices of most essential commodities under control during
the year. Proactive measures were taken to contain the price rise in pulses and edible
oils that reported high inflation reflecting the impact of imported inflation in these
commodities. Reduction in central excise and subsequent cuts in VAT by most States has
also helped ease petrol and diesel prices.

Wholesale inflation based on Wholesale Price Index (WPI), after remaining very benign
during the previous financial year on account of pandemic induced weakening of
economic activity, record low global crude oil prices and weak demand, witnessed a sharp
uptick, rising to 12.5 per cent during 2021-22 (April-December). This was attributable
to the pick-up in economic activity, sharp increase in international prices of crude oil
and other imported inputs, and high freight costs. The consequent divergence between
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CPI-C and WPI inflation during the year remained a subject of debate. This divergence
can be explained by factors such as variations due to base effect, difference in scope
and coverage of the two indices, their price collections, items covered and difference in
commodity weights. Further, WPI is more sensitive to cost-push inflation led by imported
inputs. With the gradual waning of base effect in WPI, the divergence in CPI-C inflation
and WPI inflation is also expected to narrow down.

GLOBAL INFLATION

5.1 In 2021, inflation picked up globally as economic activity revived with opening-up of
economies. COVID-19 related stimulus spending, mainly in the form of discretionary handouts
to households in major economies, along with pent up demand fueling consumer spending,
pushed inflation up in both advanced and emerging economies. In the advanced economies,
inflation has increased from 0.7 per cent in 2020 to around 3.1 per cent in 2021 (Figure 1) (IMF,
2022). The surge in energy, food, non-food commaodities, and input prices, supply constraints,
disruption of global supply chains, and rising freight costs across the globe stoked global
inflation during the year. Crude oil prices also witnessed an upswing during the year on the back
of increased demand from recovering economies and supply cuts by the Organization of the
Petroleum Exporting Countries and its allies (OPEC+).

Figure 1: Consumer Price Inflation Rates
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Source: World Economic Outlook, January 2022 Update, IMF

Note: The figure are annual averages.

Advanced Economies include 40 economies and Emerging Markets and Developing Economies (EMDES)
include 156 economies as per IMF classification
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5.2 However, in comparison to many Emerging Markets and Developing Economies (EMDEs)
and advanced economies, consumer price inflation in India remained range bound in the recent
months, touching 4.9 per cent in November 2021 and 5.6 per cent in December 2021, owing
to the proactive steps taken by the Government for effective supply management. As against
this, inflation in USA touched 7.0 per cent in December 2021, the highest since 1982, driven
largely by second hand vehicles and energy. While in the UK it hit a nearly 30 years high
of 5.4 per cent in December 2021 mainly on account of rising food prices. Among emerging
markets, Brazil witnessed high and rising inflation during 2021 which touched 10.1 per cent in
December 2021 (Figure 2). Inflation in Turkey has been in double digits, reaching 36.1 per cent
in December 2021. Argentina has witnessed inflation rates above 50 per cent during the last six
months.

Figure 2: Consumer Price Inflation in select countries
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Source: Organisation for Economic Co-operation and Development; Office for National Statistics, UK

DOMESTIC INFLATION

5.3 Retail inflation, as measured by Consumer Price Index-Combined (CPI-C) inflation,
in India, which was slightly above 6 per cent in 2020-21 owing to supply chain disruptions
caused by COVID-19 restrictions, lockdowns, and night curfews, moderated during the
current financial year. Retail inflation during 2021-22 (April-December) stood at 5.2 per cent
(Table 1). Wholesale inflation, based on Wholesale Price Index (WPI), after remaining benign
during the previous financial years, saw a sharp uptick during 2021-22 (April-December). A part
of the observed rise in wholesale inflation could be attributed to the low base in the previous
year. However, rising input costs and global commodity prices also contributed to the rise in
wholesale prices.
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Table 1. General inflation based on different price indices (in per cent)

Indices

WPI -3.7 1.7 3.0 4.3 1.7 1.3 0.0 12.5
CPI-C

(Headline 4.9 4.5 3.6 3.4 4.8 6.2 6.6 5.2
Inflation)

CPI - IW* 5.6 4.2 2.9 5.6 7.3 5.2 5.2 5.0
CPI -AL 44 4.2 2.2 2.1 8.0 5.5 7.0 3.2
CPI -RL 4.6 4.2 2.3 2.2 1.7 5.5 6.8 815

Source: Office of the Economic Adviser, Department for Promotion of Industry, and Internal Trade (DPIIT) for
WPI, National Statistical Office (NSO) for CPI-C and Labour Bureau for CP1-1W, CPI-AL and CPI-RL.

Notes: #CPI-IW inflation for 2020-21 onwards is based on new series 2016=100; (P) - Provisional; C stands
for Combined, IW stands for Industrial Workers, AL stands for Agricultural Labourers and RL stands for Rural
Labourers. *2021-22 (April to December) and CPI-IW, CPI-AL, RL (April to November)

72020-21 (April to December) and CPI-IW, CPI-AL, RL (April to November)

CURRENT TRENDS IN INFLATION AND ITS DRIVERS
Recent Trends in Retail Inflation

5.4 The average retail inflation which was 4.8 per cent in 2019-20, inched up to 6.2 per cent
in 2020-21, on account of COVID-19 related supply chain disruptions and stalled economic
activity due to lockdown. Since July 2021, retail inflation is well within the tolerance band of
targeted limit of 4 per cent +/- 2 percentage points set by the Government for the period April
1, 2021- March 31, 2026 (Table 2). Average retail inflation in 2021-22 (April-December) has
declined to 5.2 per cent as against 6.6 per cent during April-December 2020-21.

5.5 1In2021-22, the decline in retail inflation was led by easing of food inflation. Food inflation,
as measured by the Consumer Food Price Index (CFPI), averaged at a low of 2.9 per cent in
2021-22 (April to December), as against 9.1 per cent in the corresponding period last year. Food
inflation declined between July and September 2021. Though edging up, it increased to 4.0 per
cent in December 2021.

5.6 During the current financial year, retail core inflation (inflation excluding ‘food and
beverages’ and ‘fuel and light’ — the transitory components of the index) has shown a rising
trend. Average core inflation for the period April-December 2021 stood at 5.9 per cent as against
5.4 per cent in corresponding period last year, and remained below 6 per cent during most
months. (Figure 3).
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Table 2: Inflation in selected groups of CPI-Base 2012 (in per cent)
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