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State of the Economy: An Overview CHAPTER

The global macroeconomic landscape is currently chartering a rough and uncertain
terrain characterized by weak growth of world output. The situation has been
exacerbated by, (i) declining prices of a number of commodities, with reduction in
crude oil prices being the most visible of them, (ii) turbulent financial markets (more
so equity markets), and (iii) volatile exchange rates. These conditions reflect extreme
risk-aversion behaviour of global investors, thus putting many, and in particular,
commodities exporting economies under considerable stress. Even in these trying and
uncertain circumstances, India’s growth story has largely remained positive on the
strength of domestic absorption, and the country has registered a robust and steady
pace of economic growth in 2015-16 as it did in 2014-15. Additionally, its other
macroeconomic parameters like inflation, fiscal deficit and current account balance
have exhibited distinct signs of improvement. Wholesale price inflation has been in
negative territory for more than a year and the all-important consumer prices inflation
has declined to nearly half of what it was a few years ago. However, weak growth in
advanced and emerging economies has taken its toll on India’s exports. As imports
have also declined, principally on account of reduced prices of crude oil for which the
country is heavily dependent on imports, trade and current account deficits continue to
be moderate. Growth in agriculture has slackened due to two successive years of less-
than-normal monsoon rains. Saving and investment rates are showing hardly any signs
of revival. The rupee has depreciated vis-a-vis the US dollar, like most other currencies
in the world, although less so in magnitude. At the same time, it has appreciated against
a number of other major currencies. Given the fact that the government is committed to
carrying the reform process forward, aided by the prevailing macroeconomic stability,
it appears that conditions do exist for raising the economy s growth momentum and
achieving growth rates of 8 per cent or higher in the next couple of years. At the
same time, growth in 2016-17 may not pick up dramatically from the levels achieved
in 2015-16 as the possibility of slow global economic growth and financial sector
uncertainties still loom large. Given the prevalent overall macroeconomic scenario,
and assuming a normal level of rains in 2016-17, it would not be unreasonable to
conclude that the Indian economy is all set to register growth in excess of 7 per cent
for the third year in succession.

1.2 Despite global headwinds and a truant 2015-16, thus becoming the fastest growing
monsoon, India registered robust growth of major economy in the world. As per the
7.2 per cent in 2014-15 and 7.6 per cent in estimates of the International Monetary
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Table 0.1 : Key Indicators

Data categories Unit 2012-13 2013-14 2014-15 2015-16
GDP and Related Indicators
GDP (2011-12 prices) I Crore 9226879F  98394347% 10552151 113509624F
Growth Rate % 5.6 6.6 7.2 7.6
GVA at basic prices (2011-12 prices) T Crore  8546552®  9084369°%  9727490'* 10437579AF
Growth Rate % 54 6.3 7.1 7.3
Savings Rate % of GDP 33.8 33.0 33.0 na
Capital Formation Rate % of GDP 38.6 34.7 34.2 na
Per Capita Net National Income £4 71050 79412 86879 93231
(At current market prices)
Production
Food grains Million tonnes 257.1 265.0 252.0 253.2¢
Index of Industrial Production®
(Growth) % 1.1 -0.1 2.8 3.14
Electricity Generation
(Growth) % 4.0 6.0 8.4 4.44
Prices
Inflation (WPI) (average) % 7.4 6.0 2.0 -2.8¢
Inflation CPI (Combined) (average) % 10.2 9.5 5.9 49¢
External Sector
Export Growth ( US$) % -1.8 4.7 -1.3 -17.6¢
Import Growth (US$) % 0.3 -8.3 -0.5 -15.5¢
Current Account Balance (CAB)/GDP % -4.8 -1.7 -1.3 -1.4f
Foreign Exchange Reserves USS billion 292.0 304.2 341.6 349.6¢
Average Exchange Rate T /USS 54.40 60.51 61.14 65.03¢
Money and Credit
Broad Money (M3) (annual) % change 13.6 13.4 10.8 11.0¢
Scheduled Commercial Bank Credit % change 14.1 13.9 9.0 11.3¢
Fiscal Indicators (Centre)
Gross Fiscal Deficit % of GDP 4.9 4.5 4.0 3.9
Revenue Deficit % of GDP 3.7 32 2.9 2.8"
Primary Deficit % of GDP 1.8 1.1 0.8 0.7
Notes:
na : Not available, 1R: First Revised Estimates
2R : Second Revised Estimates AE: Advance Estimates

: 2nd Advance Estimates

: Base (2004-05=100)

. As at end-January 2016

. April-December 201516

: April-January 2015-16

: April-September, 2015-16

. y-0-y growth rate as on January 08,2016

50 = 0 o 6 o W

: Budget Estimates
. Provisional Actuals

—-



Fund (IMF), global growth averaged 3.1
per cent in 2015, declining from 3.4 per
cent registered in 2014. While growth in
advanced economies has improved modestly
since 2013, the emerging economies have
witnessed a consistently declining trend
in growth rate since 2010. It is against this
background that the recent Indian growth
story appears particularly bright.

INDIA’S INCREASING IMPORTANCE TO
GLOBAL GROWTH

1.3 India has made striking progress in its
contribution to the global growth of Gross
Domestic Product (GDP) in Purchasing
Power Parity (PPP) terms. PPP represents
the number of units of a country's currency
required to purchase the same amount of
goods and services in the domestic market as
the US dollar would purchase in the United
States, thus adjusting for purchasing power
differentials between currencies in relevant
markets. India’s contribution to global growth
in PPP terms increased from an average of
8.3 per cent during the period 2001 to 2007 to
14.4 per cent in 2014. During the 1990s, the
US’s contribution to the global GDP growth
in PPP terms was, on an average, around 16
percentage points higher than India’s. The
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picture changed dramatically in 2013 and
2014 when India’s contribution was higher
than that of the US by 2.2 and 2.7 percentage
points respectively. During 1991-2014, low
growth in Japan (0.9 per cent annually)
resulted in its low contribution (1.5 per cent)
to global growth. India and China constitute
42.5 per cent and 53.2 per cent respectively
of the total PPP measure of the lower-middle
income countries and upper-middle income
countries; and hence those country groups
largely reflect India’s and China’s patterns
(Figurel.1B).

1.4 The global economy—in particular
the global growth powerhouse, China—is
rebalancing, leading to an increasing role
for India. After the onset of the multiple
crises in different parts of the world, India’s
contribution has become much more valuable
to the global economy (Figure 1.1A).

1.5 India’s share in world GDP has
increased from an average of 4.8 per cent
during 2001-07 to 6.1 per cent during 2008-
13 and further to an average of 7.0 per cent
during 2014 to 2015 in current PPP terms
(IMF). India’s resilience and current levels
of reasonably strong growth should, thus,
be appreciated in the light of its increasing
contribution to global growth.

Figure 1.1A: Contribution of Select Countries to
Real Global Growth (PPP terms) (per cent)
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Figure 1.1B: Contribution of Country
Groups to Real Global Growth
(PPP terms) (per cent)
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Source: World Bank.



4 Economic Survey 2015-16

Box 1.1: Global growth drivers and the Indian contrast

Overall, final consumption was the major component of global growth, accounting for nearly 72 per cent of
the growth between 1991 and 2013. About one-fourth was accounted for by investment. The average shares of
consumption (private and public) and investment in global output during the period were 76.1 per cent and 23.2
per cent respectively (Figure 1A & 1B). There were, however, substantial variations across periods, countries
and continents.

Figure 1A: Share of final consumption Figure 1B: Share of investment in GDP
expenditure in GDP (per cent) (per cent)
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The period 2001-07 was marked by an increase in Figure 1C: Share of net exports in GDP
the growth of investment globally, with a gradual (per cent)

increase in the share of investment in global output
and a pick-up in the rate of growth of the global
economy. Given the sheer size of the high-income
economies, the global picture closely tracked their
patterns. The pick-up in investment growth was the
sharpest among the lower middle income countries;
and even among them, India stood as a positive
outlier. Such movements in investment growth got
reflected in the investment share in GDP. The growth
surge in India during 2000-07 could be largely
attributed to a significant increase in investment from
about US$146 billion (at constant 2005 US$) in 2000
to US$388 billion in 2007. 100

HI e LM @ ndia China

The high-income countries generally enjoyed an
eXpOI.'t surplus, Wh]c},l was compel'lsated })y the C gr=Average consumption growth I gr: Average

deficits of the lower income countries. China has ;,vestment growth

also enjoyed an export surplus since the mid-1990s;  Source : World Bank

notably though, China’s export surplus has been generally declining since 2007. China, being an upper-middle
income (UMI) country with a share of 45 to 50 per cent in the total output of UMI countries, largely influenced
the patterns and trends shown by UMI countries as a group (not shown in the figures above). The first half of
the 2000s witnessed a general improvement in the net export position of lower-middle income countries and
their deficits came down, before worsening steeply. India exhibited these movements in an amplified manner.
Corresponding opposite movements can be traced in the net export position of high-income countries.

The high-income countries have a relatively higher share of consumption, which has been sticky downwards,
and lower share of investment in GDP, as compared to the middle-income countries (Figures 1A &1B). None of
the countries/country groups have exhibited a consistently declining propensity to consume with China largely
remaining an exception. China’s consumption share, always below its upper-middle income peers, trended
steeply downwards till 2010 to reach an exceptionally low level of around 49 per cent of GDP. India, as opposed

Contd....
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to its lower-middle income peers, started with as high a consumption share in GDP as the high-income countries,
and then went through a period of decline in consumption share by about 10 percentage points of GDP from 1993
to 2007, while the other lower-middle income countries generally stayed put. The space vacated by consumption,
as noted above, was occupied by investment, engendering a period of investment-led growth for India in the last
decade till 2007.

However, the story changed remarkably after 2007-08, the year that marked the global financial crisis. The share
of consumption remained more or less the same for the high-income economies, but for a one-off spike in 2009
(which was not because of any growth in consumption, but on account of a significant decline in investment in
the year). However, their investment share came down in a couple of years from 2007 and has remained at the
reduced level, with a counterbalancing increase in the share of export surpluses. China’s investment rate has
plateaued at 48 per cent in recent years. India’s has been an exceptional case where economic growth in the post
crisis period was propelled by strengthening of consumption growth, thus defying the secular trends of declining
share of consumption. The investment share in India declined much more than the average decline in the lower-
middle income countries. Perhaps with the strengthening of the gradual improvement in corporate investment
growth, evidenced by the national accounts for 2014-15, India can get back on an investment-led path.

AGGREGATE DEMAND refers to the value of new machinery and
equipment plus the value of new construction
activity undertaken during the year. Net
acquisition of valuables covers precious
articles, gems and stones, silver, gold,
platinum, and gold and silver ornaments.

1.6 The recent growth revival in India is
predominantly consumption-driven (Box
1.1). To make this clear, the following sections
examine the expenditure components of GDP
(aggregate demand) in detail.

1.8 Three visible changes are taking place
in aggregate demand. First, with improving
growth in private consumption, its
contribution to GDP growth is getting aligned
to its GDP share. Private consumption has
strengthened in the current year (Table 1.1).
There was a significant increase in the growth
of government consumption expenditure in
2014-15, which got corrected in the current
year. Second, aided by the growth in capital

1.7 From the expenditure side, GDP at
current market prices can be seen as the
sum of (a) consumption—both private and
public, (b) investment, also known as Gross
Capital Formation (GCF) which comprises
fixed capital formation, change in stock and
valuables, and, (¢) net exports which represent
the difference between exports and imports
of goods and non-factor services. Gross fixed
capital formation or fixed investment mainly

Table 1.1: Contribution of Components to Real GDP Growth

Final expenditures Share in GDP Growth (in per cent) Contribution to GDP growth
(in per cent)
2011-12 2015-16 2013-14 2014-15 2015-16 2013-14 2014-15 2015-16

(AE) (AE)
Private final consumption 56.2 59.8 6.8 6.2 7.6 57.1 48.3 55.9
Government final 11.1 10.7 0.4 12.8 33 0.7 17.6 4.5
consumption
Fixed capital formation 343 29.4 34 4.9 53 17.5 22.1 22.4
Change in stock 2.4 1.7 -18.6 20.3 5.5 -6.0 4.6 1.4
Valuables 2.9 1.5 -42.2 15.4 13.3 -17.9 3.2 2.9
Net exports -6.5 -2.6 70.0 11.7 6.1 67.4 29 1.2
GDP at constant market 100.0  100.0 6.6 7.2 7.6 100.0 100.0 100.0
prices

Source: Central Statistics Office (CSO).
Note: AE--Advance Estimates. Shares/contributions may not add up to 100 due to errors and omissions.
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goods, the growth of fixed capital formation
(also known as fixed investment and which
reflects addition to the productive capacity in
the economy) has picked up. A robust growth
in valuables has been recorded during the
current year. Third, the substantial erosion
of global demand for Indian output, manifest
in loss of Indian Exports, acts as a drag on
domestic growth. It is from this angle that the
India's achievement of being able to sustain
its growth at a fairly high level, primarily
on the strength of her domestic absorption,
becomes noteworthy.

1.9 As per the four-year data from the new
series, the share of private final consumption
expenditure in GDP at current market
prices increased from 56.2 per cent in 2011-
12 to 59.8 per cent in 2015-16. This also
supports the argument of the consumption-
led growth revival. A decline of household
investment in construction activities, and a
more pronounced reduction in household
acquisition of machinery and equipment,
indicates a realignment of household
expenditures in favour of consumption. Partly
this could be on account of higher inflation in
items in the consumption basket than in the
investment, as reflected in a higher deflator
for private final consumption expenditure
than for gross fixed capital formation of the
household sector.

1.10 Inassessing the changes in consumption
patterns, a four-year time period may be too
short a span and the changes during the period
may reflect more relative price changes than
conclusive shifts in preferences and patterns
(Figure 1.2). As opposed to the secular
decline in the share of food and non-alcoholic
beverages in India’s total consumption basket
evidenced in pre-revised series, the share
of these items in private consumption (in
current prices) remained largely sticky during
the period 2011-12 to 2014-15, perhaps on
account of the higher relative prices of the
food group during the period. This is clear
from the fact that the pattern changes when
the ratios are calculated at constant prices.

1.11 Among India’s external transactions,
exports create demand for Indian output and
hence contribute positively to GDP growth,
while imports account for India’s demand from
the rest of the world. Since 1950-51, India has
had only seven years of marginal net export
(exports minus imports of goods and non-
factor services) surpluses; and never since
1993-94. Thus, India has generally been a net
importer. However, the growth contribution
of net exports was positive in many years—
substantially positive in some—when its
negativity declined from the immediately
preceding year. For example; in 2013-14,
when GCF declined at constant prices, vis-
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Figure 1.3: Price of Crude QOil (Indian Basket US $ per barrel)
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a-vis 2012-13, net exports contributed two-
thirds of the GDP growth. In the current
year, the rupee values of exports and imports
(of goods and non-factor services) are both
projected to decline; the former on account
of the sluggish global demand and the latter
due to steep decline in international crude
oil prices (which was at multi-year lows, as
seen from Figure 1.3) and other commodity
prices. Such a dual decline would be the first
since 1965-66; nonetheless, the net exports
are estimated to make a positive contribution
to growth—though marginal—because of
the expected decline in the wedge between
exports and imports.

GROWTH IN GROSS VALUE ADDED

1.12 The Gross Value Added (GVA), which
broadly reflects the supply or production side

of the economy, registered an increase in the
growth rate from 5.4 per cent in 2012-13 to
7.1 per cent in 2014-15. In the current year,
the growth in GVA is likely to increase to
7.3 per cent, as per the Advance Estimates
(AE) released by the Central Statistics Office
(CSO), affirming the positive trends in the
economy indicated by GDP growth.

1.13 Growth in the agriculture sector in
2015-16 has continued to be lower than the
average of last decade, mainly on account of
it being the second successive year of lower-
than-normal monsoon rains. Growth in the
services sector moderated slightly, but still
remains robust; while the acceleration in
manufacturing growth compensated for it
(Table 1.2).

Table 1.2: Growth in GDP and Major Sectors (in per cent)

Sector 2013-14 (2R) 2014-15 (1R) 2015-16 (AE)
Agriculture, forestry and fishing 4.2 -0.2 1.1
Industry 5.0 59 7.3
Mining and quarrying 3.0 10.8 6.9
Manufacturing 5.6 5.5 9.5
Electricity, gas, water supply, etc. 4.7 8.0 5.9
Construction 4.6 4.4 3.7
Services 7.8 10.3 9.2
Trade, hotels, transport and communication 7.8 9.8 9.5
Financing, real estate, professional services, etc. 10.1 10.6 10.3
Public administration, defence and other services 4.5 10.7 6.9
GVA at constant basic prices 6.3 7.1 7.3
GDP at constant market prices 6.6 7.2 7.6

Source: Based on data from CSO.
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1.14 The farm sector has experienced two
years of low growth on account of two
consecutive years of deficient south-west
monsoon (June-September) rainfall, the only
fourth such occurrence during the last 115
years (source; National Council of Applied
Economic Research). The post monsoon
(October-December) rains also turned out
to be below normal. Among the agriculture
and allied sectors, crops including fruits and
vegetables account for about 61.0 per cent
of the GVA; the rest by the allied sectors
consisting of livestock products, forestry
and fisheries. As per the information of the
Department of Agriculture, Cooperation
and Farmers Welfare for 2015-16, the
production of foodgrains and oil- seeds is
estimated to decline by 0.5 per cent and 4.1
per cent respectively; while the production
of fruits and vegetables is likely to increase
marginally. As per the AE, a brighter picture
is expected to emerge from the allied sectors,
with a growth exceeding 5.0 per cent in
2015-16, which would have provided some
impetus to rural incomes during the year.

1.15 Growth in industry is estimated to
have accelerated during the current year on
the strength of improving manufacturing
activity (Table 1.2). The private corporate
sector, with an around 69 per cent share of
the manufacturing sector, is estimated, from
available data of listed companies, to grow
by 9.9 per cent at current prices in April-
December 2015-16. The Index of Industrial
Production (IIP) showed that manufacturing
production grew by 3.1 per cent during April-
December 2015-16, vis-a-vis a growth of 1.8
per cent in the corresponding period of the
previous year. The ongoing manufacturing
recovery in the current year is aided by robust
growth in petroleum refining, automobiles,
wearing apparels, chemicals, electrical
machinery and wood products and furniture.
Apart from manufacturing, the other three
segments of the industry sector, i.e. electricity,
gas, water supply and related utilities, mining

and quarrying and construction activities, are
witnessing a deceleration in growth.

1.16 Theimportance of sustaining the revival
can be seen from the fact that manufacturing
activity contributed only 17.4 per cent (at
2011-12 prices) to the total value addition
in the economy (Table 1.3); but accounted
for more than a third of the production of
output. The difference between the output
and GVA contributions has not been so
stark in any other sector. This indicates that
manufacturing provides the demand base for
the products of many other growing sectors
of the economy, thereby creating substantial
backward linkages.

Table 1.3: Relationship between Output
and Value Added, 2011-12 to 2014-15

Sector Average Ratio of
Sectoral output Sectoral GVA
to total output to total GVA
Agriculture and 10.5 17.5
allied
Industry, 53.9 31.8
of which
Manufacturing 36.7 17.4
Services 35.6 50.7
Total 100.0 100.0

Source: Based on data from CSO.

1.17 More than half of the Indian economy
is the services sector. Being the main driver
of the economy, the sector contributed about
69 per cent of the total growth during 2011-
12 to 2015-16; in the process expanding its
share in the economy by 4 percentage points
from 49 to 53 per cent.

1.18 One of the major services, domestic
trade, is a highly disaggregated sector with
a substantial informal sector presence
in numerical terms. As per the NSSO
(National Sample Survey Office) Survey on
Unincorporated Non-agricultural Enterprises
(excluding construction) in India, out of
the estimated universe of 5.8 crore such
enterprises in 2010-11, 2.1 crore were
involved in trading activities. It is noteworthy
that the trade and repair services contributed



almost as much to GVA as the crop sector in
2014-15.

1.19 The hospitality sector seems to be
strengthening with the private corporate
sector in the hotels and restaurant segment
growing by 26.5 per cent at current prices
during April-December 2015, as per the
available data on listed companies. The
different segments of transport services are
giving mixed signals. The key indicators
of railways, i.e. net tonne kilometers and
passenger kilometers, contracted modestly
during the first three quarters of the current
year. In contrast, passengers handled by civil
aviation, cargo handled by civil aviation and
cargo handled at major ports registered growth
rates of 16.5 per cent, 5.9 per cent and 3.2 per
cent respectively during the same period. The
sales of commercial vehicles grew by 8.5 per
cent during the period, indicating pick-up in
road freight transport.

1.20 Like in 2014-15, financial, insurance,
real estate and professional services together
are estimated to achieve double-digit growth
this year. Real estate and professional services
account for as much as 71.0 per cent of the
GVA of these services. The corporate entities
in the real estate sector and computer-related
activities recorded growth at current prices of
1.0 per cent and 11.7 per cent during April-
December 2015. Financial sector indicators,
i.e. aggregate bank deposits and bank credits,
grew by 10.4 per cent and 9.8 per cent
respectively as on November 2015.

9

1.21 As per the advance estimates for 2015-
16, the growth rate of public administration,
defence and other services has decelerated,
but remains reasonably high (Table 1.2).
Public sector has a monopolistic presence
in public administration and defence, while
it accounts for about 44 per cent of the
GVA of ‘other services’ that mainly include
health, education, social work, arts and
entertainment and personal services. One
of the key indicators for these sectors is the
union government revenue expenditure,
which grew by 2.8 per cent during April-
December 2015 as compared to 9.0 per cent
in April-December 2014.

State of the Economy: An Overview

Quarter-wise growth

1.22 Tracking quarter-wise dynamics helps
in identifying short-term growth patterns
and assessing the near-term outlook. In
the third quarter (Q3) of 2014-15, a GVA
growth of only 1.7 per cent was realized in
the manufacturing sector, adversely affecting
industrial growth (Table 1.4). As per the
IIP, the production of consumer durables
plummeted by more than 20 per cent during
the quarter. This was a one-off moderation in
overall manufacturing, which got corrected
in the fourth quarter (Q4) and its GVA growth
bounced back to 6.6 per cent. However, the
aforementioned moderation created a positive
base effect for Q3 of the current year, taking
advantage of which factory sector growth
strengthened. This gets reflected in the spike
in industrial growth in Q3 of the current year.
But for this, the industry and services sectors

Table 1.4: Quarter-wise Growth in GVA at (2011-12) Basic Prices (year-on-year)

2014-15 2015-16

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Agriculture and allied 2.3 2.8 2.4 -1.7 1.6 2.0 -1.0 2.6
Industry 8.0 5.9 3.8 5.7 6.8 6.4 9.0 7.3
Services 8.6 10.7 12.9 9.3 9.0 9.4 9.4 9.0
GVA at basic prices 7.4 8.1 6.7 6.2 7.2 7.5 7.1 7.4
Net indirect taxes 8.5 10.8 53 11.4 13.4 10.2 9.7 10.4
GDP 7.5 8.3 6.6 6.7 7.6 7.7 7.3 7.7

Source: Based on data from CSO.
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and total GVA followed a smooth trajectory
of growth in the current year.

1.23 The difference between GDP and GVA
is product taxes net of product subsidies and
indicates net indirect taxes (NIT). As Table
1.4 shows, NIT growth is consistently higher
than GVA growth (both at constant prices)
thereby placing GDP growth higher than
GVA growth in the recent quarters. During
the first three quarters of the current year, the
indirect taxes of the central government grew
by 34.8 per cent, partly reflecting improving
dynamics of economic activity and partly
efforts for mobilizing additional resources to
finance public investment. As per the National
Accounts, the NIT of the general government
is estimated to increase by 29.4 per cent in
the current year. National Accounts align the
growth in net indirect taxes to the underlying
volume growth, treating the balance
realization as price effect. By this procedure,
the impressive current price growth of 29.4
per cent gets decomposed into a constant
price growth of 10.8 per cent and an increase
of implicit NIT deflator of 16.9 per cent for
the full year. The quarter-wise NIT growth
figures (Table 1.4) suggest that collections
have been robust throughout the year, which
aligns with the improving supply-side story.

1.24 With the revision of the data on annual
National Accounts from the Provisional
Estimates (PE) of May 2015 to the Revised
Estimates (RE) of January 2016, the growth
narrative of the Indian economy in the recent
past has changed to an extent in certain
respects. Such modifications used to occur
in the earlier revisions too. This owes to the
fact that on certain components of GVA,
more comprehensive information becomes
available with a lag, like manufacturing
growth based on the Annual Survey of
Industries and MCA database being different
from the results indicated by the IIP. Major
changes include the following.

1.25 The levels of GDP have been revised

right from the base year, 2011-12. Growth
rate of GDP at market prices for the years
2012-13, 2013-14 and 2014-15 is currently
estimated to be 5.6 per cent, 6.6 per cent and
7.2 per cent respectively. Earlier, these were
estimated to be 5.1 per cent, 6.9 per cent and
7.3 per cent respectively. Similarly, growth
rate of GVA at basic prices for the years 2012-
13, 2013-14 and 2014-15 is now estimated
to be 5.4 per cent, 6.3 per cent and 7.1 per
cent respectively as against earlier levels of
4.9 per cent, 6.6 per cent and 7.2 per cent
respectively. The growth of sectors, namely
agriculture, industry and services, has been
also revised.

1.26 A more balanced picture of the
ongoing growth recovery emerges from the
revision in accounts on the demand side, with
the growth rate in fixed investment having
been revised upwards. The pre-revised data
had indicated a much more consumption-led
growth process (Tablel.5). The contribution
of consumption to overall GDP growth
during the period 2012-13 to 2014-15 has
been revised downwards from 63.1 per cent
to 59.9 per cent, while the corresponding
contribution of fixed investment has been
revised upwards from 12.2 per cent to 22.6
per cent.

Table 1.5: Revision in Real GDP Growth

Item Annual average growth

rate (2012-13 to 2014-15)
PE RE
Consumption 5.9 5.8
GFCE 5.5 4.6
PFCE 6.0 6.1
Fixed investment 2.4 4.4
GDP 6.4 6.5

Source: CSO.

Notes: PE: Provisional Estimates released in May 2015;
RE: Revised Estimates released in January 2016; GFCE:
Government Final Consumption Expenditure; PFCE:
Private Final Consumption Expenditure.



Share of Public Sector in GVA

1.27 The public sector constitutes about a
fifth of the Indian economy in terms of GVA
at basic prices, the private corporate sector
a little above one-third and the household
sector the rest. One conspicuous change over
the four-year period from 2011-12 to 2014-
15 was the decline in the shares of the public
and household sectors in total GVA, which
was fully taken over by the private corporate
sector as can be seen from Table 1.6.

Table 1.6: Contribution to GVA at Current
Basic Prices (per cent)

2011-12  2014-15
Public sector 20.6 19.4
Private corporate sector 339 359
Household sector 45.5 44.8

Source: CSO.
Factor incomes

1.28 The GVA at basic prices is the sum of
Compensation of Employees including social
contributions made by the employer (CE),
Operating Surplus (OS)/ Mixed Income of the
Self-employed (MI), Consumption of Fixed
Capital (CFC) and taxes net of subsidies on
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production. OS is the difference between
Net Value Added (NVA) and CE. However,
the significant presence of unincorporated
enterprises and household industries, with
imperfect accounts, makes it impossible
to separate the income of labour from that
of entrepreneurship. This necessitates the
introduction of MI to complete the accounts.

1.29 Table 1.7 indicates that the share of
compensation of employees in the economy
increased by almost a percentage point
from 2011-12 to 2014-15, with an almost
corresponding decline in the share of OS/
MI. The sectors that contributed most to this
change include manufacturing, construction,
financial services and public administration
and defence. The absence of reliable
complementary information on employment,
sector-wise wage indexation to inflation, etc.
makes it difficult to do further analysis on
this information.

Per capita Income

1.30 Net national income (NNI), also known
as national income, is the sum of GDP at
market prices adjusted for CFC and net
compensation of employees and property
income from the rest of the world, during

Table 1.7: Segregation of GVA into Income Categories

Share in GVA in 2014-15

Change in share from

Sector 2011-12

CE OS/MI CFC CE (0N
Agriculture & allied 15.1 81.0 7.3 -0.2 -0.1
Mining & quarrying 25.2 58.3 15.7 0.3 -3.3
Manufacturing 26.0 56.1 17.3 3.1 -1.4
Electricity, gas, water supply 30.3 36.7 34.5 -4.9 2.7
Construction 68.0 25.5 6.0 2.5 -3.4
Trade, repair, hotels & restaurant 15.6 77.6 5.4 -0.3 -0.2
Transport, storage & communication 31.2 53.1 18.6 -3.3 0.5
Financial services 31.8 66.3 1.8 3.9 -4.3
Real estate and professional services 25.8 56.5 15.2 1.7 -1.3
Public administration & defence 85.0 0.0 15.0 2.4 0.0
Other services 62.5 29.1 7.9 -1.4 2.5
Total 33.6 54.9 11.6 0.9 -1.0

Source: CSO.
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Table 1.8: Level and Growth of Per Capita Income and Consumption

Item Level in 2015-16 (in%) Growth at constant prices (in per cent)
Current prices Constant prices 2012-13 2013-14 2014-15 2015-16
Per capita GDP 105746 88472 43 53 59 6.2
Per capita NNI 93231 77431 3.5 4.9 5.8 6.2
Source: CSO

the reference year. With the combined share
of the aforesaid two components of primary
income from the rest of the world hovering
around - 1.1 per cent of the Gross National
Income (GNI) during 2011-12 to 2014-15,
GNI remained lower than GDP during the
period. Per capita income, defined as NNI
divided by the estimated population, recorded
a healthy growth rate in the last two years,
which seems to have been reinforced in the
current year (Table 1.8).

THE SAVING-INVESTMENT BALANCE

1.31 Broadly, there are three institutional
sectors that save and invest, i.e. households,
the private corporate sector—both financial
and non-financial—and the public sector
consisting of the general government and
public corporations (Table 1.9).

1.32 The gross domestic savings rate in the
economy declined by 1.6 percentage points
of the GDP from 2011-12 to 2014-15. This

happened despite a 3.2 percentage point
pick-up in the private corporate savings
rate. A marginal decline in the public
savings rate has been counterbalanced by a
proportionate increase in household financial
savings. The other component of household
savings, physical savings, is a mirror image
of household investment, which consists of
household construction, their possession of
machinery and equipment and valuables, etc.
Household construction, which constitutes
the bulk of household investment, stood
almost at the same level in 2014-15 as it did in
2011-12, resulting in a decline in the ratio of
household physical savings by 4.9 percentage
points of the GDP. Thus, the financial
savings (public plus private corporate plus
household financial savings) in the economy
increased by 3.2 percentage points of the
GDP from 18.4 per cent of the GDP in 2011-
12 to 21.6 per cent in 2014-15, even while
there was a decline in the gross savings rate.

Table 1.9: Gross Saving as Percentage of GDP at Current Market Prices

2011-12 2012-13 2013-14 2014-15
Gross saving 34.6 33.8 33.0 33.0
Public 1.5 1.4 1.3 1.2
Private corporate 9.5 10.0 10.8 12.7
Household 23.6 22.4 20.9 19.1
Physical* 16.3 15.1 133 11.4
Financial 7.4 7.4 7.7 7.7
Source: CSO.
Note: * household physical savings include valuables.
Table 1.10: GFCF as Percentage of GDP at Current Market Prices
Item 2011-12 2012-13 2013-14 2014-15 2015-16
Gross fixed capital formation 343 33.4 31.6 30.8 294
Public sector 7.3 7.0 7.1 7.5 u
Private corporate 11.2 11.8 11.7 12.3 *
Household 15.7 14.6 12.9 11.0 w
Source: CSO.

Note: * Not available.



This indicates that the GDP share of the
domestically generated financial resources
that can be available to potential investors
has increased, mainly on account of the

retained profits of the private corporate sector
(Table 1.9).

1.33 In tandem with the trends in gross
savings, fixed investment as proportion of
GDP declined by 3.5 percentage points from
2011-12 to 2014-15 (Table 1.10). This was
due to a 4.8 percentage points of GDP decline
in the household sector’s fixed assets and
machinery, which was partly compensated by
an increase of 1.1 percentage points in fixed
investment in the private corporate sector.

1.34 Two points stand out in this context.
First, there was a pickup in private corporate
investment, but not to the extent of the pickup
in its savings. Hence, while the retained
profits of the companies might have improved
robustly during the period, they were guarded
in their investment decisions, perhaps in view
of the shrinkage in demand due to global
slowdown. Second, non-household fixed
investment as a proportion of GDP increased
from 18.5 per centin 2011-12 to 19.8 per cent
in 2014-15. This, in brief, suggests that when
households are excluded from the picture,
both the savings and investment scenarios
appeared brighter in 2014-15. On the other
hand, as noted earlier, improved household
consumption has given some impetus to the

Figure 1.4: Gap between Saving and
Investment
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ongoing growth recovery. From the limited
information available from the AE for
2015-16, fixed investment stands reduced
by 1.4 percentage points of the GDP; the
composition of this decline will be known
only when detailed information becomes
available in January 2017.

1.35 The current account balance of the
Balance of Payments (BoP) mirrors the
difference between domestic savings and
domestic investment, and conveys the
extent of this gap that needs to be bridged
by foreign savings. As is seen in Figure 1.4,
the gap between investment and savings has
been declining over time. However, it is due
to the greater decline in the investment rate
(measured as ratio of GCF to GDP) vis-a-vis
the savings rate.

1.36 A look at the GCF by industry of use
would reveal that the share of gross investment
(excluding valuables) in agriculture and
allied sectors and industry (including mining
and quarrying and construction sectors in
addition to manufacturing and electricity and
other utilities) declined between 2011-12 and
2014-15, while it increased in services sector.
However, it would be highly simplistic to
ascribe the increased share of services in the
GVA to this phenomenon, as is evident in
Figure 1.5.

1.37 Figure 1.5 shows that there is, in
general, some positive correlation between
the change in sectoral shares in capital
formation and the change in sectoral shares
of GVA during the period 2011-12 to 2014-
15; with notable exceptions being the
mining and quarrying, transport, electricity,
gas and water supply and real estate and
professional services sectors. The relation
could have been stronger, if excess capacities
and lagged output responses had been fully
controlled for. Nonetheless, this simple plot
indicates that sectors like manufacturing, the
crop segment of the agriculture sector and
construction have significantly lost their GVA
share and investment shares during the four-
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Figure 1.5: Change in GVA Share and Investment Share (2011-2014)
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year period. In sharp contrast, sectors like
trade and repair services and miscellaneous
services gained on both grounds, while real
estate and professional services as well as
mining and quarrying presented a mixed
picture.

1.38 Suboptimal capacity utilization may
be one of the factors affecting slackness in

Forest : Forestry And Logging

Pub-ad:Pub Ad & Defence

Constru: Construction

Finance : Financial Services
Fishing: Fishing & Aquaculture
Electri: Electricity, Gas,Etc
Other_ser: Other Services

Real prof: Real Estate, Professional Services

investment in manufacturing. The July-
September 2015 Round of the Order Books,
Inventories and Capacity Utilization Survey
(OBICUS) of the Reserve Bank of India (RBI)
showed that at the aggregate level, capacity
utilization of a sample of manufacturing
companies recorded fractional decline in Q2
2015-16 over the previous quarter and over
the corresponding quarter of the previous

70.6

Figure 1.6: Capacity Utilization for Selected Manufacturing Companies
79 1
78 78.0
g 771
3
= 76 1 76.1
\8; Average Capacity
g 75 4 Utilization for all quarters
g 74 -
= 73.6
S 73 cecccccees cccece
2 cecccccsnccns
'g 72 | 731
& Average Capacity
O 71 A Utilization for Second
Quarter
70 - 70.0
69
= s} = = = ot = = bt b Z bt = =
S 4 &4 & oz 2 2 T 0 0 I & 4
> > ) 1) =) ) 1) =) > > ) = > =
= N & < = N & < = & & < — N
o o o o o o o o o (o4 o <o o o

Source: Based on RBI data.



year (Figure 1.6). The Q1 OBICUS results
indicated that capacity utilization in the
manufacturing sector had improved over
the corresponding quarter of the previous
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year. That there has been some improvement
in capacity utilization in 2015-16 vis-a-vis
2014-15 becomes evident from looking at the
IIP (Figure 1.7).

Figure 1.7 : Three-month moving average indices of different IIP categories
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1.39 The indices of production of different
industrial categories subsumed under the 1IP
point towards the existence of significant
excess capacities in sectors like capital goods
and consumer durables. Purely judged from
this angle, a sustained pickup in the demand
for consumer goods--either domestic or
external--may condition robust industrial
growth and investment in the economy.

PuBLIC FINANCE

1.40 The General Budget 2015-16, post
Fourteenth Finance Commission (FFC)
recommendations, ushered in a new era
of ‘co-operative federalism with shared
responsibilities’ between the centre and the
states, and among the states for achieving
development goals together. It was presented
in a relatively stable economic environment
as compared to the just preceding years but
the challenge was to ensure the delicate
equilibrium between the concerns of stirring
growth, accommodating the resources
transfer that greater fiscal federalism entailed
and ensuring fiscal consolidation. The
equilibrium was sought through a higher
capital expenditure, higher net resource
transfers to states and higher gross tax
revenues.

1.41 The Budget 2015-16 sought to contain
the fiscal deficit at ¥5.56 lakh crore (3.9 per
cent of GDP) as against ¥ 5.13 lakh crore
(4.1 per cent of GDP) in 2014-15 (RE). The
desired fiscal consolidation was planned to
be achieved by an estimated growth of 15.8
per cent in gross tax revenue (GTR) over RE
2014-15. The overall non-debt receipts for
the 2015-16 were estimated to be 12.2 lakh
crore against the total expenditure of I17.77
lakh crore which was 5.7 per cent higher than
2014-15 (RE). Within the total expenditure,
the expected growth in capital expenditure
was 25.5 per cent which ensures the better
quality of expenditure.

1.42 The benign fiscal outcome in 2015-16
owed to improved tax buoyancy and prudent

expenditure management with assistance from
the decline in oil prices. The robust growth in
GTR in the first three quarters of 2015-16 was
aided by the 34.8 per cent growth in indirect
taxes, with union excise duties growing by
about 68 per cent. The excise collections may
partly have been bolstered by the improved
dynamics of economic activity as well as
measures like increasing the excise duty
on petrol and diesel in the milieu of falling
international prices of crude oil. On the tax
devolution front, with the changed regime
for tax devolution, the taxes assigned to the
states/UTs were raised by 36.6 per cent in
April-December 2015 over the corresponding
period of the previous year. The trends in
expenditure in the first nine months of the
current year are encouraging and the 33.5 per
cent increase in capital expenditure, mainly
led by plan expenditure, was very much in
line with the budgetary objective for ensuring
improved quality of expenditure.

1.43 Given the pattern of revenue and
expenditure in the first nine months of
the current financial year, in spite of the
challenges posed by the lower-than-projected
nominal GDP growth, the fiscal deficit target
of 3.9 per cent of GDP seems achievable.

PRICES AND MONETRAY MANAGEMENT
Prices

1.44 The year 2015-16 continues to
experience moderation in general price levels
in the country. The substantial decline in price
of the Indian basket of crude oil, through
its direct and second round effects, partly
contributed to the decline in general inflation
for the second successive year. Further, the
astute policies and management of inflation
by the government through buffer stocking,
timely release of cereals and import of pulses
and moderate increase in Minimum Support
Prices (MSP) of agricultural commodities
helped in keeping prices of essential
commodities under check during 2015-16.
Headline inflation, based on the Consumer



Price Index (CPI) (combined for rural and
urban areas) series, dipped to 4.9 per cent
during April-January 2015-16 as against 5.9
per cent in 2014-15. Food inflation in terms
of the Consumer Food Price Index (CFPI)
declined to 4.8 per cent during April-January
2015-16 as compared to 6.4 per cent in 2014-
15. CPI-based core (non-food, non-fuel)
inflation also remained range-bound, inching
marginally upwards from 4.2 per cent in
March 2015 to 4.7 per cent in January 2016.
For various subgroups of the CPI (combined),
the decline in inflation was broad based and
mainly driven by lower inflation of food
articles and items under the non-food non-
fuel category. The decline in CPI non-food,
non-fuel inflation was largely on account
of decline in the inflation of housing (rent),
transport, communication, education and
other services.

1.45 Headline wholesale price index (WPI)
inflation declined following the global trend
of declining commodity and producers
prices. WPI inflation has remained in the
negative territory since November 2014
and was (-) 2.8 per cent in 2015-16 (April-
January) as compared to 2.0 per cent in 2014-
15. The WPI inflation in fuel and power
group declined significantly and was (-) 12.3
per cent in 2015-16 (April-January) from (-)
0.9 per cent in 2014-15. The decline in global
commodity prices resulted in the drop in the
WPI based core inflation from 2.4 per cent in
2014-15to (-) 1.5 per cent in 2015-16 (April-
January). WPI-based food inflation continues
to remain moderate at 2.2 per cent during
2015-16 (April-January), despite the below
average monsoon this year and the sporadic
spurt in the prices of pulses and a few other
essential commodities in the second half of
the year.

Monetary Developments

1.46 With the easing of inflation and
moderation in inflationary expectations, the
RBI reduced the repo rate by 25 basis points
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(bps) to 7.75 per cent on 15" January 2015.
Subsequent reductions by 25 bps each on
4 March 2015 and 2 June 2015 and 50 bps
on 29 September 2015—brought it down
another 100 bps to 6.75 per cent. The RBI
has kept the policy repo rate unchanged in its
sixth bi-monthly monetary policy statement
on 2 February 2016.

1.47 Liquidity conditions were generally
tight during Q1 of 2015-16, mainly due
to restrained government spending. In Q2
of financial year (FY) 2015-16, however,
liquidity conditions eased significantly as
public expenditure picked up and deposits
exceeded credit substantially. In Q3 of FY
2015-16, liquidity conditions tightened
again, mainly due to festive season currency
demand. The RBI conducted variable rate
repo and reverse repo (overnight and term)
auctions in order to address the day-to-day
liquidity requirements arising out of frictional
factors, besides regular liquidity operations
under the Liquidity Adjustment Facility
coupled with Open Market Operations
(OMO). Accordingly, the weighted average
call rate or the operating target of monetary
policy remained closely aligned to the policy
repo rate.

New initiatives in the Banking sector

1.48 The performance of Scheduled
Commercial Banks (SCB) during the current
financial year remained subdued. The Year-
on-Year (Y-0-Y) growth in bank credit
remained below 10 per cent. For the fortnight
ended November 2015, credit growth stood
at 9.3 per cent. The sluggish growth of bank
credit can be attributed to several factors:
(a) incomplete transmission of the monetary
policy as banks have not passed on the entire
benefit to borrowers; (b) unwillingness of the
banks to lend credit on account of rising Non-
performing Assets (NPA); (c) worsening of
corporate balance sheets, forcing them to
put their investment decisions on hold; (d)
interest rates in the bond market being more
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attractive to borrowers. Besides, it is also
instructive to note that bank credit explains
about half of the resource flow to productive
sectors.

1.49 There was considerable increase in
the opening of basic savings bank deposit
accounts during the year in view of the
government’s initiative under the Pradhan
Mantri Jan Dhan Yojana. For creating a
universal social security system for all Indians,
especially the poor and the underprivileged,
three schemes were launched in 2015 in the
insurance and pension sectors--the Pradhan
Mantri Suraksha BimaYojana, the Pradhan
Mantri Jeevan Jyoti Bima Yojana and the
Atal Pension Yojana--on pan-India basis on
9 May 2015

1.50 In pursuance of the announcement in
the Union Budget 2015-16 of the setting up
of a Micro Units Development Refinance
Agency (MUDRA) Bank to refinance last-
mile financers, the Pradhan Mantri Mudra
Yojana has been launched on 8 April 2015.
MUDRA seeks to offer two products, namely
refinance products with a loan requirement
up to 10 lakh and support to micro-finance
institutions by way of refinance. In order to
mobilize gold for productive purpose and to
reduce the country’s reliance on imports of
gold, two main schemes were launched in
2015: (i) the Sovereign Gold Bond Scheme
and (ii) the Gold Monetization Scheme.

EXTERNAL SECTOR

1.51 One important positive outcome in
2015 is the modest pickup in the growth of
some of the advanced economies. However,
growth in emerging market and developing
economies declined for the fifth consecutive
year. As a result, overall global economic
activity remained subdued in 2015. In its
latest Update of the World Economic Outlook
(WEO), published on 19 January 2016, the
IMF projected growth in the global economy

to improve from 3.1 per cent in 2015, to 3.4
per cent in 2016 and further to 3.6 per cent
in 2017. Growth in advanced economies
is projected at 2.1 per cent in 2016 and to
continue through 2017 at the same rate.

1.52 The slowdown and rebalancing of the
Chinese economy, lower commodity prices,
and strains in some large Emerging Market
and Developing economies (EMDE) are
likely to continue to weigh on their growth
prospects in 2016—17. Assessments indicate
that mixed inflation developments in the
EMDEs reflect the conflicting implications
of weak domestic demand and lower
commodity prices versus marked currency
depreciations over the past year. The WEO
Update also indicated that India and the rest
of emerging Asia are bright spots, with some
other countries facing strong headwinds
from China’s economic rebalancing and
global manufacturing weakness. World trade
volume growth projections have been placed
at 2.6 per cent and 3.4 per cent respectively
for 2015 and 2016, which is much lower
than what was estimated earlier in WEO in
October 2015.

India’s merchandise trade

1.53 After reaching unsustainably high
levels, trade and current account deficits
moderated on import restrictions in 2013-
14 and continued so in 2014-15. It might be
recalled that the restrictions on gold were
withdrawn mid-year in 2014-15 and the
continuance of robust outcome in 2015-16
indicates that the external sector position
is sustainable. Such an outcome in times of
continued low growth in trade volumes and
weak global prospects is significant. India’s
merchandise exports have been declining
continuously since December 2014, which is
in line with the performance of export growth
in different countries. During the current
financial year (April-January 2015-16),
India’s exports declined year-on-year by 17.6



per cent to US$ 217.7 billion and this decline
was broad-based. The decline in India’s
exports owed to sluggish global demand and
low global commodity prices, particularly
petroleum.

1.54 Inkeeping with the global trends of slow
growth, imports have declined by 15.5 per
centin 2015-16 (April-January) to US $ 324.5
billion. Lower imports of petroleum, oil and
lubricants (POL) were the main reason for the
decline in total imports this year so far. POL
imports declined by 41.4 per cent to US$ 73.1
billion 2015-16 (April-January) as against
US$ 124.8 billion 2014-15 (April-January),
as a result of steep fall in international crude
oil prices. Non-POL imports at US$ 251.4
billion in 2015-16 (April- January) were 3.0
per cent lower than non-POL imports of US$
259.1 billion in 2014-15 (April- January).
Gold and silver imports increased by 5.1 per
cent to US$ 32.9 billion in 2015-16 (April-
January) as compared to US$ 31.3 billion
in the corresponding period of the previous
year. Moderation in trade deficit in 2014-15
was due to, among other factors, decline in
the value of POL imports by 16.0 per cent,
caused by fall in international oil price by
20.2 per cent in 2014-15. The moderation
continues through in 2015-16 with further
decline in global crude oil prices, with trade
deficit in 2015-16 (April- January) placed at
US $ 106.8 billion.

1.55 The composition and direction of trade
is undergoing changes and sectors that are
resilient are accounting for higher proportions
to total trade and also changing the trade
direction. During 2015-16 (April-December),
there was a broad-based decline in exports to
Europe, America, Africa, Asia and the CIS.
Imports from all five regions declined, with
the highest decline of 21.5 per cent in imports
from America in 2015-16 (April-December).
India’s imports from China registered a
growth of 2.5 per cent in 2015-16 (April-
December) while imports from other major
countries registered negative growth rates.
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Trade policy and World Trade

Organization negotiations

1.56 In the wake of declining exports, the
government took various measures to boost
exports in the Union Budget 2015-16 and
in the new Foreign Trade Policy (FTP),
for the period 2015-20, announced on 1
April 2015. The focus of the new FTP has
been on supporting both manufacturing
and services exports and improving ease of
doing business. The FTP aims to increase
India’s exports to US$900 billion by 2019-
20 and it also provides the road map for by
the government to align it with the ‘Make in
India’ and ‘Digital India’ programmes and to
ease trade.

1.57 The Tenth Ministerial Conference of the
World Trade Organization (WTO) was held
in Nairobi, Kenya, from 15 to 19 December
2015. The outcomes of the conference,
referred to as the ‘Nairobi Package’ include
Ministerial Decisions on agriculture, cotton
and issues related to Least Developed
Countries (LDCs). These cover public
stockholding for food security purposes, a
Special Safeguard Mechanism (SSM) for
developing countries, a commitment to
abolish export subsidies for farm exports,
particularly from the developed countries, and
measures related to cotton. Decisions were
also taken regarding preferential treatment to
LDCs in the area of services and the criteria
for determining whether exports from LDCs
may benefit from trade preferences. As
regards the future of the Doha Round of
trade negotiations, the Nairobi Ministerial
Declaration reflects divergence amongst
the WTO membership on the relevance of
reaffirming the Doha mandate as the basis
of future negotiations. With the process of
multilateral negotiations being slow, mega-
regional trading agreements like the Trans-
Pacific Partnership have emerged. This
has implications in the long run for many
emerging countries, as the dominant interests
and emphasis of its current membership
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may not be aligned with the requirements of
emerging markets like India.

Balance of Payments

1.58 Despite the decline in merchandise
exports during the first half (H1) of 2015-16,
India’s BoP position remained comfortable.
Some of the salient external sector
developments are: (i) lower trade deficit
and modest growth in invisibles resulted
in lower Current Account Deficit (CAD),
(i) continued increase in Foreign Direct
Investment (FDI) inflows and Non-resident
Indian (NRI) deposits and (iii) net outflow
of portfolio investment. Although, there was
a net outflow under portfolio investment,
capital/financial flows were in excess of the
CAD and the absorption of the same by the
RBI led to an accretion in reserves.

1.59 Trade deficit (on BoP basis) declined
from US§$74.7 billion in 2014-15 (April-
September) to US$71.6 billion in 2015-
16 (April-September). The surplus of net
invisibles increased by around US$1 billion
to US$57.2 billion in the first half of 2015-
16. Moderate growth in invisibles surplus
coupled with lower trade deficit, resulted in a
lower CAD of US$26.8 billion (1.3 per cent
of GDP) in 2014-15 and US$ 14.4 billion
(1.4 per cent of GDP) in H1 of 2015-16.

1.60 Net portfolio investment recorded an
outflow of US$8.7 billion in H1 of 2015-
16 as against net inflow of US$22.2 billion
in H1 of 2014-15. Net FDI reached the
level of US$16.7 billion in H1 of 2015-16
(US$15.1 billion in H1 of 2014-15). External
commercial borrowings (ECBs) are another
relatively less volatile item of the capital/
finance account. Net ECBs were US$ 1.6
billion in 2014-15; during H1 of 2015-16, net
ECBs logged an outflow of US$ 0.9 billion.
During H1 of 2015-16, NRI deposits reached
US$10.1 billion as against 6.5 billion in
H1 of 2014-15. Net capital flows in 2014-
15 were at their second highest at US$88.2
billion. The highest was US$107.9 billion in

2007-8. Net capital inflows were 4.3 per cent
of GDP during 2014-15 (2.6 per cent of GDP
during 2013-14). During HI1 of 2015-16, net
capital/finance flows was US$24.9 billion as
against US$36.5 billion in H1 of 2014-15.
Low levels of CAD coupled with moderate
rise in capital inflows resulted in accretion in
foreign exchange reserves of US$10.6 billion
in H1 of 2015-16.

Foreign exchange reserves

1.61 India’s foreign exchange reserves at
US$351.5 billion as on 5 February 2016
mainly comprised foreign currency assets
amounting to US$328.4 billion, accounting
for about 93.4 per cent of the total. With an
increase in reserves in 2015-16, all traditional
reserve-based external sector vulnerability
indicators, namely foreign exchange cover for
imports and short-term debt, have improved.

Exchange rate

1.62 During 2015-16 (April-January), the
average exchange rate of the rupee depreciated
to I65.04 per US dollar as compared to
60.92 per US dollar in 2014-15 (April-
January). This was mainly on account of the
fact that the dollar strengthened against all the
major currencies because of stronger growth
in the USA as well as the fact that China’s
growth and currency developments this year
deteriorated, impacting the outlook on other
EDMEs owing to risk-aversion perceptions
of global investors. It is, however, instructive
to note that in 2015-16 so far, the rupee has
performed better than the currencies of most
of other EDMEs (except the Chinese yuan).

External debt

1.63 As per the latest available data, India’s
external debt stock increased by US$8.0
billion (1.7 per cent) to US$483.2 billion at
end-September 2015 over end-March 2015.
This rise in external debt occurred on account
of long-term debt, particularly commercial
borrowings and NRI deposits. However, on
a sequential basis, total external debt at end-



September 2015 declined by US$291 million
from the end-June 2015 level. The maturity
pattern of India’s external debt shows the
predominance of long-term borrowings.
At end-September 2015, long-term debt
accounted for 82.2 per cent of India’s total
external debt, vis-a-vis 82.0 per cent at end-
March 2015. Correspondingly, the proportion
of short-term debt declined. India’s external
debt has remained in safe limits, with an
external debt to GDP ratio of 23.7 per cent
and a debt service ratio of 7.5 per cent in
2014-15.

1.64 India’s foreign exchange reserves
provided a cover of 72.5 per cent to total
external debt stock at end-September 2015
vis-a-vis 71.9 per cent at end-March 2015.
The ratio of short-term external debt to foreign
exchange reserves was 24.6 per cent at end-
September 2015 as compared to 25.0 per cent
at end-March 2015. The ratio of short term
debt to total external debt decreased steadily
and stood at 17.8 per cent at end-September
2015 as against 18.0 per cent at end-March
2015.

External sector outlook

1.65 The global economic outlook has
remained under clouds of uncertainty for long,
with periodic financial market turbulence
and heightened risk aversion. The recent
bout of uncertainty owes to developments
and concerns about China’s growth, financial
markets and currency. The spill overs are
causing shocks in vulnerable economies.
India’s external sector outcome continues to
be strong and sustainable because of strong
macroeconomic fundamentals and low
commodity prices. As such, while export
slowdown may continue for a while before
picking up in the next fiscal, continuance of
low global commodity prices augurs well
for sustaining low trade and current account
deficits. As a proportion of GDP, the CAD
is likely to be in the low range of 1-1.5
per cent. While global developments like
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concern over China and normalization of the
monetary policy in the US may affect global
financial flows, with policy reform initiatives
and strong macroeconomic outcome, deficit
in the current account is likely to be more
than fully financed through stable flows and
the volatility in global financial markets may
affect the exchange rate less than in other
emerging economies.

OuTLOOK

1.66 The Indian economy has made
substantial improvements in its
macroeconomic fundamentals and impressive
strides in reducing macro-vulnerability
with reforms in key areas, pursuit of fiscal
prudence and consolidation, focus on price
stability and the resultant benign price
situation and comfortable level of external
current account. With improved industrial
growth supplementing the buoyant services
sector, overall economic growth has also
picked up. Set against the background of the
unsupportive global economic landscape,
and back-to-back weak monsoons with
deleterious effects on farm production, the
growth rate of 7.6 per cent in 2015-16 as
estimated by the CSO is encouraging. In
sharp contrast, the global economy, shrouded
in uncertainties and constrained by sluggish
demand, has failed to generate confidence.
While the emerging market economies
have clearly slowed down, the large
Chinese economy is faced with concerns of
rebalancing investment and consumption
activities. In this milieu, the Indian economy
stands out as a haven of macroeconomic
stability, resilience and optimism and can be
expected to register GDP growth that could
be in the range of 7.0 to 7.75 per cent in the
coming year.

1.67 With focus on reforms in key sectors
coupled with stable macroeconomic
conditions, the above growth prospect for the
economy in the next year appears reasonable.
Yet, the outlook will be conditioned by a
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number of factors; some of which indicate
downside risks; the strongest of them being
weak global demand. In 2015-16, the external
vulnerability indicators improved and the
rupee weathered the depreciation pressure
better than the currencies of most emerging
market economies. The headwinds to growth
may come from sluggish global demand as
the Indian economy is closely integrated with
the rest of the world; exports and imports
together constitute 42 per cent of the GDP,
even at the reduced levels in 2015-16. On the
brighter side, however, the composite growth
of India’s trading partners is projected to
modestly improve in 2016. Improved
competitiveness and brighter perceptions
about the Indian economy get reflected in
greater investment inflows.

1.68 From the angle of aggregate demand,
domestic absorption has remained reasonably
strong, despitereductioninoverallinvestment.
Private consumption has, of late, been the
major driver of growth. The possible shifts
on the consumption front in the next year are:
first, consumption incentives flowing from
declining oil prices may partially recede in
the next year; second, the pay commission
awards could potentially add modestly to
consumption demand; third, an improved
farm sector performance can add to rural
consumption. However, it may be hard to
endlessly expect significantly higher growth
impetus from consumption. Government’s
focus on fiscal consolidation rightly limits
the option of raising general government
consumption expenditure. Private corporate
savings and investment showed encouraging
results in 2014-15; but the eventual outcome
may also be influenced by indications of
excess capacity in some sectors. However,
with multifaceted measures from the
government to foster industry and enterprise,
investment-led growth should return.

1.69 To encapsulate, in the short run, Indian
growth may fall short of its growth potential
of 8-9 per cent. Yet, the economy could

continue weathering the global sluggishness
with resilience and consolidate the gains
in macroeconomic stability in the year
ahead. This is an outlook that multilateral
institutions, in their latest assessments, have
also attested to.

SECTORAL DEVELOPMENTS
Agriculture

1.70 The contribution of agriculture and allied
sectors to the GVA (at 2011-12 prices) of the
country has been declining. The growth rates
in agriculture have been fluctuating at 1.5 per
cent in 2012-13, 4.2 per cent in 2013-14, (-)
0.2 per cent in 2014-15 and a likely gowth
of 1.1 per cent in 2015-16. The uncertainties
in growth in agriculture are explained by the
fact that 60 per cent of agriculture in India is
rainfall dependent and there have been two
consecutive years of less then normal rainfall
in 2014-15 and 2015-16.

1.71 As per the Second Advance Estimates
for 2015-16 released on 15 February 2016,
foodgrains production during 2015-16,
estimated at 253.16 million tonnes, is
expected to be higher by 1.14 million tonnes
over the production of 252.02 million tonnes
during 2014-15. As per the fourth AE, the
production of foodgrains during 2014-15 is
placed at 252.7 million tonnes (rice at 104.8
million tonnes and wheat at 88.9 million
tonnes) vis-a-vis 265.0 million tonnes (rice
at 106.6 million tonnes and wheat at 95.9
million tonnes) in 2013-14 (final estimates)
and the production of pulses is estimated at
17.2 million tonnes, sugarcane at 359.3 million
tonnes, oilseeds at 26.7 million tonnes and
cotton at 35.5 million bales of 170 kg each.

1.72 At present, there are multifarious issues
and challenges faced by the agriculture
sector and in order to revive it, a significantly
different approach needs to be followed. The
following measures, inter alia, need to be
taken to step up productivity in agriculture
and transform the sector:
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Table 1.11: Agriculture Sector: Key indicators (per cent change at 2011-12 prices)

Item 2011-12% 2012-13* 2013-14*  2014-15@
Growth in GDP in agriculture & allied sectors (at 5.0# 1.5 4.2 -0.2
constant 2011-12 prices)

Share of agriculture & allied sectors in total GVA (at 18.5 18.2 18.3 17.4
current 2011-12 prices)

Share of crops 12.1 11.8 11.9 10.9
Share of livestock 4.0 4.1 4.1 4.4
Share of forestry and logging 1.5 1.5 1.4 1.2
Share of fishing 0.8 0.9 0.9 0.9
Share of agriculture & allied sectors in total GCF (at 8.6 7.8 8.6 7.7
current 2011-12 prices)

Share of crops 73 6.6 7.3 6.4
Share of livestock 0.8 0.8 0.8 0.8
Share of forestry and logging 0.1 0.1 0.1 0.1
Share of fishing 0.4 0.4 0.5 0.5
GCF in agriculture & allied sectors as per cent to GVA 18.3 16.3 17.0 15.8

of the sector (at current 2011-12 prices)

Source: CSO.

Notes: # at 2004-05 prices; * Second RE (new series); @ First RE.

* Need to scale up investments to expand
water efficient irrigation to achieve ‘more
crop per drop’ to improve productivity
in agriculture. The low and skewed
distribution of irrigated area needs to
be corrected through appropriate policy
measures.

* Effective use of other inputs like
fertilizers, quality seeds and pesticides
is also required, along with irrigation,
to reach optimal agricultural potential of
India.

* The success of dairy, an allied sector,
has been the result of an integrated
cooperative system of milk collection,
transportation, processing and
distribution. Diversification of the
produce through value added products
in the dairy industry has minimized the
seasonal impact on suppliers, which is
a strategy that needs to be emulated by
other allied sectors in agriculture.

»  There is tremendous potential to increase
availability of agricultural produce by
reducing wastage in the post-harvest

value chain. Reducing post-harvest losses
through investments in storage facilities
and drying facilities will also help ensure
food security for the population.

Industrial, Corporate and Infrastructure
Performance

1.73 The industrial sector has continued to
perform well in the wake of various reforms
measures undertaken by the government
recently. As per the data on RE of national
income, the growth of the industrial
sector comprising mining and quarrying,
manufacturing, electricity, gas, water supply
and other utility services, and construction is
5.9 per cent during 2014-15, as against 5.0 per
cent during 2013-14. The growth is expected
to strengthen further to 7.3 per cent for 2015-
16 as per the AE released by the CSO recently.
Within the industrial sector, manufacturing
is expected to register a growth of 9.5 per
cent. In the first nine months of 2015-16,
the growth rate in terms of the IIP was 3.1
per cent as compared to 2.6 per cent in the
corresponding period of 2014-15. The rate of
growth of GCF in industry registered a sharp
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rise from (-) 3.7 per cent in 2013-14 to 3.6 per
cent in 2014-15, showing upward momentum
of investment in industry. The sector-wise
shares in overall GCF shows that the share
of electricity has gone up, while those of
mining, manufacturing and construction have
declined.

1.74 The eight core infrastructure-supportive
industries--coal, crude oil, natural gas,
refinery products, fertilizers, steel, cement
and electricity--that have a total weight of
nearly 38 per cent in the IIP registered a
cumulative growth of 1.9 per cent during
April-December 2015-16 as compared to
5.7 per cent during April-December, 2014-
15. Month-wise performance of eight core
sectors shows that the production of coal
and fertilizer increased substantially, while
that of crude oil, natural gas and steel mostly
declined. Refinery products, cement and
electricity attained moderate growth.

1.75 The performance of the corporate sector
highlighted that the growth of sales has been
contracting since Q3 of 2014-15. Similarly,
the last four successive quarters since Q3
of 2014-15, witnessed a steep contraction
in raw material expenses. Y-0-Y growth in
interest expenses moderated during 2014-15
as compared to 2013-14. There was a further
decline in the growth of interest expenses
from 9.4 per cent in Q1 of 2015-16 to 4.2 per
cent in Q2 of 2015-16. Other income, which
was contracting since Q3 of 2014-15, grew
by 12.5 per cent in Q2 of 2015-16. Net profit
grew by 19.8 per cent in Q2 of 2015-16, after
a contraction in three successive quarters.
Growth in credit flow to the industrial
sector, including mining and manufacturing,
has slowed down in 2015-16 as compared
to 2014-15. Growth of credit flow to the
manufacturing sector was 2.5 per cent in
2015-16 (up to December) as compared 13.2
per cent in 2014-15 (up to December).

1.76 With a view to creating investment
and a Dbusiness-friendly environment,

the government has initiated various
reform measures for simplification and
rationalization of procedures and processes
to attract more FDI. The impact of these has
started becoming visible. After the launch of
the initiatives in September 2014, there was
nearly 40 per cent increase in FDI inflows
during October 2014 to June 2015 over the
corresponding period of the previous year.
During April-November 2015-16, total FDI
inflows of were US$34.8 billion as compared
to US$27.7 billion during April-November
2014-15, showing a 26 per cent surge. The
FDI equity inflows also increased from US
$18.9 billion during April-November 2014-
15 to US$24.8 billion during April-November
2015-16, showing a 31 per cent growth.

1.77 Development of the infrastructure
sector has been a priority area for the
government and has witnessed enhanced
public investment. Many reforms have
been initiated in the infrastructure sector,
resulting in robust growth in most of the
sectors. Major infrastructure sectors, namely
power, road, railways, civil aviation, ports
and telecommunication, have performed
better during 2014-15 as compared to 2013-
14. During 2014-15, electricity generation
was 1048.4 billion units (BU) as against a
target of 1023 BU, registering Y-O-Y growth
of 8.4 per cent. Continuing with similar
trends, electricity generation in the country
during the current year (April-December
2015) registered a growth of 4.4 per cent.
Considering the renewable energy potential
of the country, the government has laid major
emphasis on this sector. A total of 3030 MW
of grid-connected power generation capacity
from renewable energy sources like solar and
wind has been added so far this fiscal (April-
December), taking the cumulative generation
capacity in the country to over 38,820 MW
from the sources.

1.78 In Indian Railways, the freight carried
shows an increase of 9.0 million tonnes
during April-November 2015, over the freight



traffic of 2014-15, translating into growth of
1.3 per cent. Under the National Highways
Development Project (NHDP), total length of
26, 177 km road has been completed as on 31
December 2015. Similarly, the civil aviation
sector witnessed an improvement of 20.4 per
cent in domestic traffic and 7.8 per cent in
international passenger traffic during April-
November 2015-16 over the same period of
the previous year. During April-September
2015 while cargo traffic at all ports increased
by 1.1 per cent, major ports reported an
increase of 4.1 per cent and non-major ports
a decline of 1.0 per cent as compared to
the corresponding period in 2014-15. The
performance of the telecommunication sector
during 2015-16 has been encouraging, with
approximately 33.4 million new telephone
connections added during April-October
2015, which is way ahead of the 29.7 million
new connections in the corresponding period
of 2014-15.

Services Sector

1.79 The services sector has emerged as the
most dynamic sector globally and remains
the key driver of India’s economic growth.
The global growth of services in the post-
crisis period (2010-14) at 2.5 per cent was
lower than the 3.0 per cent growth in the
pre-crisis period (2001-8). India’s services
sector growth in the pre-crisis period was
9.3 per cent which declined to 8.6 per cent
in the post crisis period. The impact of the
global financial crisis was more pronounced
in services trade, with the Compound Annual
Growth Rate (CAGR) of world commercial
services exports during the post-crisis period
decelerating to 6.4 per cent compared to the
15.0 per cent during the pre-crisis period. The
corresponding growth for India in the pre-
crisis and post-crisis periods was 30.1 per
cent and 7.5 per cent respectively. In 2015,
world’s services trade growth was in negative
territory from Q1 to Q3, and this was so for
India in Q2 and Q3.
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1.80 Services sector growth in India
accelerated to 10.3 per cent in 2014-15 from
7.8 per cent in the previous year, on account
of higher growth in services sub-sectors
like trade, repair, hotels & restaurants (10.7
per cent), financial services (7.9 per cent),
public administration and defence (9.8 per
cent), and other services (11.4 per cent). In
2015-16, as per the AE, the services sector
registered a growth of 9.2 per cent (constant
prices), mainly due to the lower growth of 6.9
per cent in public administration, defence and
other services vis-a-vis 10.7 per cent growth
achieved in 2014-15.

1.81 The share of services in the Gross State
Domestic Product (GSDP) varies across
states. Out of the 23 states and union territories
(UT) for which data is available for 2014-15,
the services sector accounted for 87.5 per cent
of Delhi’s GSDP, followed by Maharashtra at
63.8 per cent, with growth rates of 8.2 per
cent and 5.7 per cent respectively. On the
other extreme, services sector accounted for
only 30.2 per cent of the GSDP in Arunachal
Pradesh in 2014-15.

1.82 In 2014-15, while total FDI equity
inflows grew by 27.3 per cent to US$30.9
billion, FDI equity inflows to the services
sector (top 10 services including construction)
grew by a whopping 70.4 per cent to US$16.4
billion. This rising trend is continuing in the
first seven months of 2015-16, with the FDI
equity inflows in the services sector growing
by 74.7 per cent to US$14.8 billion, while
total FDI equity inflows grew by 26.1 per
cent to US$27.1 billion.

1.83 India’s services exports increased from
US$16.8 billion in 2001 to US$155.6 billion
in 2014, making the country the eighth
largest services exporter in the world. The
share of India’s services exports in global
services exports, at 3.2 per cent in 2014, is
nearly double that of its merchandise exports
in global merchandise exports at 1.7 per cent.
Of late, India’s services exports witnessed
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sluggishness, much more discernible since
H2 of 2014-15 with 3.7 per cent growth,
which decelerated further to 0.7 per cent in
HI1 of 2015-16. The impact of the global
slowdown on services exports is evident.
Growth of net services, which has been a
major source of financing India’s trade deficit
in recent years, decelerated to 5.0 per cent in
2014-15 from 12.4 per cent in 2013-14 and
became negative at (-) 3.1 per cent in HI of
2015-16. This was mainly due to a 17 per
cent reduction in receipts from transportation
services and increased payments of non-
software miscellaneous services.

1.84 Foreign Tourist Arrivals (FTA)
registered a growth of 10.2 per cent and
there was nearly 9.7 per cent growth in
Foreign Exchange Earnings (FEE) in 2014.1t
decelerated to 4.5 per cent in terms of FTAs
and fell by 2.8 per cent in terms of FEEs in
2015.

1.85 The shipping sector has been passing
through tumultuous waters in recent years.
The Baltic Dry Index, a freight index and a
good proxy for the robustness of trade and
also an indicator of shipping services declined
from 10720 in May 2008 to 747 in December
2008, but partially recovered to 2517 in May
2009. Though it picked up slightly in the
following years, it has remained very low in
the recent months, reaching 386 in January
2016 and has averaged 300 in February 2016
so far. This is a reflection of slowdown in
India’s and the world’s merchandise trade as
well as of overseas shipping services.

1.86 The three prominent ports-related
performance  indicators have  shown
improvement with the average turnaround
time and average pre-berthing detention time
falling to 2.08 days and 0.17 day respectively
and the average output per ship berth day
improving to 12,570 tonnes in 2015-16 (up
to November 2015).

1.87 Total revenue (exports plus domestic)
of the information technology and business

process management (IT-BPM) sector for
2015-16 including and excluding hardware
is expected at US$143 billion and US$129
billion, with growths of 8.3 per cent and 9.3
per cent respectively over the previous year.
Exports including hardware and excluding
hardware are likely to record 10.2 per cent
growth (both) to reach US$ 108 billion and
US$107.6 billion respectively. The domestic
market including hardware and excluding
hardware is set to grow at 2.9 per cent to
reach US$35 billion (excluding e-commerce)
and 4.8 per cent to reach US$ 22 billion over
the previous year respectively. E-commerce
growth in 2015-16 is expected at 21.4 per
cent to reach US$17 billion.

1.88 Despite the slowdown, the growth
prospects of the services sector are promising,
as also indicated by some other estimates like
the Nikkei/Markit Services PMI for India,
which rose to 54.3 in January 2016 from 53.6
in December 2015, the highest reading since
June 2014. A targeted policy of speedily
addressing the issues in major and potential
services can result in higher dividends in the
form of higher services growth and services
exports which in turn can help in pulling the
economy to higher growth.

Social Infrastructure, Employment and
Human Development

1.89 Social infrastructure like education
and health is critical for improving the
output productivity of the population. Lack
of access to affordable and quality health
and educational facilities leads to economic
impoverishment and lowers potential human
capabilities for many. Economic development
needs to be inclusive by involving all sections
of society, deprived and marginalized groups
like women and children, scheduled tribes,
scheduled castes, the differently abled and
senior citizens. Additionally, skill gaps in
various productive sectors in India are large
and will require upscaling of training and
skill development to maximize the benefits of



its demographic dividend and make India’s
development trajectory more inclusive and
productive. Thus, India has to address the
challenges of not just providing employment
but of increasing the employability of
the labour force, which is correlated to
knowledge and skills developed through
quality education and training along with
ensuring good quality of health.

1.90 Expenditure on Social Infrastructure:
Expenditure on education as a proportion of
GDP has hovered around 3 per cent during
the period 2008-09 to 2014-15. Similarly,
there has not been any significant change in
the expenditure on health as a proportion of
GDP, which has remained stagnant at less than
2 per cent during the same period. However,
increase in expenditure may not always be
a guarantee for appropriate outcomes. The
efficiency of expenses incurred so far can be
assessed by the performance of various social
indicators.

1.91 Progress in Education: Though India
has made considerable progress in education
over the years, there still persist inequalities
in access and achievements across regions
and populations. As per the Annual Status of
Education Report (ASER 2014), the trends in
enrolment reflect a decline in the percentage
of enrolment in government schools from
72.9 per cent in 2007 to 63.1 per cent in
rural areas (with corresponding increase in
private schools enrolment), while levels of
the children in class V who can read class II
text declined during the same period. There
has been perceptible improvement in the
education of girls, with the Gender Parity
Index becoming favourable at all levels of
school education, except for scheduled caste
students in higher education and scheduled
tribe students at all levels of education, for
which special efforts have to be made.

1.92 Employment Scenario: As per the
fourth Annual Employment-Unemployment
Survey conducted by the Labour Bureau
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during the period January 2014 to July 2014,
the Labour Force Participation Rate (LFPR)
(usual principal status) is 52.5 for all persons.
The LFPR of women is significantly lower
than that of males in both rural and urban
areas. The Worker Population Ratio (WPR)
reflects similar patterns. Female participation
in the labour force and employment rates
are affected by economic, social and
cultural issues and unpaid work by women
remain unaccounted for by the conventional
employment surveys. A notable aspect of the
employment situation in India is the large
share of informal employment and growth
in informal employment in the organized
sector. The share of informal employment
in total employment has remained above 90
per cent throughout the period 2004-05 to
2011-12. The informal sector has to be given
due attention in order to achieve the stated
development objectives. In a major initiative
for bringing compliance in the system, the
central and state governments have initiated
reforms in the labour markets.

1.93 Skill Development: At present there is
preponderance of unskilled workers in India,
mainly engaged in less productive informal
sectors. According to the NSDC (National
Skill Development Corporation), there is a
severe quality gap and lack of availability
of trainers in the vocational education and
training sector. By 2017, the skill gap within
the vocational training sector including both
teachers and non-teachers will be to the tune
of 211,000. The workforce requirement is
projected to increase to 320,000 by 2022.
The government has to invest in bridging
the skill gap in the vocational education and
training sector to improve the employability
of people. A multipronged policy approach
to enable skill development (including but
not limited to initiatives such as setting up
of SSCs (Sector Skill Councils), definition
of Occupation Standards, definition of NSQF
(National Skills Qualification Framework)
funding initiatives such as the Standard
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Training and Assessment Reward (STAR)
scheme are likely to create a widespread
positive impact on the skills ecosystem in
India. Besides, under the Pradhan Mantri
Kaushal Vikas Yojana aiming to offer 24 lakh
Indian youth meaningful, industry-relevant,
skill-based training, 4.38 lakh persons have
successfully completed training throughout
India.

1.94 Health and Sanitation: There are
innumerable challenges in the delivery of
efficient health services in India given the
paucity of resources and the plethora of
requirements in the health sector. According
to the World Bank’s Universal Health
Coverage (UHC) Index 2015, India’s level of
immunization is very low. High-risk patients
like children and pregnant women require
special preventive health care services.
With the aim of covering all those children
who are either unvaccinated, or are partially
vaccinated, againstseven vaccine-preventable
diseases by 2020, Mission Indradhanush was
launched in December 2014 and has covered
352 districts of the country so far.

1.95 Health is closely related to sanitation
and a hygienic environment. The progress
in sanitation has witnessed a spurt since
the launch of the Swachh Bharat Mission.
More than 122 lakh toilets have already been
constructed in rural areas since the beginning
of the Swachh Bharat Mission (Gramin). It is
also imperative that the constructed toilets are
maintained and utilized by the beneficiaries
to reap the benefits of the Swachh Bharat
Mission. In order to improve availability of
drinking water in rural areas, the National
Rural Drinking Water Programme initiated
a new World Bank-supported project named
the Rural Water Supply and Sanitation
Project—Low Income States.

1.96 Poverty: Poverty estimates based on the
Tendulkar Committee methodology using
household consumption expenditure survey
data collected by the NSSO in its 68th round

(2011-12), show that the incidence of poverty
declined from 37.2 per cent in 2004-5 to 21.9
per cent in 2011-12 for the country as a whole,
with a sharper decline in the number of rural
poor. The high rural poverty can be attributed
to lower farm incomes due to subsistence
agriculture, lack of sustainable livelihoods in
rural areas, impact of rise in prices of food
products on rural incomes, lack of skills,
underemployment and unemployment.

1.97 Technology for Efficient Delivery of
Services: Technology will play a crucial role
as an enabler of inclusiveness and provider
of efficient services by preventing leakages.
The government has introduced the game-
changing potential of technology-enabled
Direct Benefits Transfers (DBT), namely the
JAM (Jan Dhan-Aadhaar-Mobile) Number
Trinity solution, which offers possibilities
for effectively targeting public resources to
those who need them most, and including all
those who have been deprived in multiple
ways. The progress is already evident with
overhauling of the subsidy regime and moving
to Aadhaar- based DBT. It is paving way for
expenditure rationalization and is ensuring
the removal of, so far undetected, fake and
duplicate entities from the beneficiary lists,
resulting in substantial savings of public
money for giving renewed focus on social
welfare schemes.

Climate Change and  Sustainable

Development

1.98 The year 2015 witnessed two landmark
international events. The historic climate
change agreement under the United Nations
Framework Convention on Climate Change
(UNFCCC) was adopted by 195 nations in
Paris in December 2015, with the aim of
keeping the rise in global temperature well
below 2°C, which will set the world towards
a low carbon, resilient and sustainable future.
The world also witnessed the adoption of
the Sustainable Development Goals (SDGs)
in September 2015 which replace the



Millennium Development Goals (MDGs) and
set the development agenda for the next 15
years with the aim of guiding the international
community and national governments on a
path of sustainable development.

1.99 Placing emphasis on concepts like
climate justice and sustainable lifestyles,
the Paris agreement seeks to enhance the
‘implementation of the Convention’ while
reflecting the principles of equity and
common but differentiated responsibilities
and respective capabilities, in the light of
different national circumstances. Further,
the Agreement is not mitigation-centric
and covers all crucial areas identified
as essential for a landmark conclusion,
including adaptation, loss and damage,
finance, technology, capacity building and
transparency of action and support. To
achieve the long-term temperature goal of
keeping the increase below 2°C, parties in
the Agreement aim to reach global peaking
of greenhouse gas as soon as possible
while noting that developing countries will
take longer to peak their emissions. The
agreement also establishes a framework for
global stocktaking to assess the collective
action towards achieving the long-term goals
mentioned in the agreement.

1.100 The Agreement provides binding
obligation for developed countries to provide
financial resources to developing countries
for both mitigation and adaptation while
encouraging other countries to provide
support on voluntary basis. It reaffirms
that developed countries will take the lead
in mobilizing climate finance from a wide
variety of sources, instruments and channels,
noting the significant role of public funds. The
decision also sets a new collective quantified
goal from a floor of US$100 billion per year
prior to 2025 , taking into account the needs
and priorities of developing countries. Pre-
2020 actions are also part of the decisions.
The Agreement also called upon developed
countries to scale up their level of financial
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support with a complete road map for
achieving the goal of jointly providing
US$100 billion by 2020 for mitigation
and adaptation, by significantly increasing
adaptation finance from current levels and to
further provide appropriate technology and
capacity building support.

1.101 The United Nations General Assembly
(UNGA) in its 17" session in September
2015 announced a set of 17 SDGs and 169
targets which will stimulate action over the
next 15 years. This set of goals replaces
the MDGs which were coming to an end in
2015 and aims to work on the areas which
could not be completed earlier. The agenda
highlights poverty eradication, combating
inequalities, promoting gender equality and
the empowerment of women and girls as the
ambient goal and has at its core the integration
of the economic, social and environmental
dimensions of sustainable development. This
also calls for an invigorated global partnership
for sustainable development, including
multi-stakeholder partnerships, in addition to
enhancing capacities of stakeholders in better
quality measurement and compilation of data
or information on sustainable development.

1.102 Domestically, many initiatives have
been taken by India on climate change
and sustainable development. India has
submitted ambitious targets in its Intended
Nationally Determined Contribution (INDC)
in the renewable energy sector, mainly from
solar and wind energy. With a potential of
more than 100 GW, the aim is to achieve a
target of 60 GW of wind power as well as
100 GW of solar power installed capacity
by 2022. India’s INDC is comprehensive
and covers all elements, i.e. adaptation,
mitigation, finance, technology and capacity
building. The country’s goal is to reduce
overall emission intensity and improve
energy efficiency of its economy over time,
at the same time protecting the vulnerable
sectors and segments of the economy
and society. The principle of equity and
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Common but Differentiated Responsibilities
(CBDR), historical responsibilities and
India’s development imperatives, enhanced
adaptation requirements, etc. have been a
recurring theme in the INDC document.
India’s INDC has been welcomed as fair and
ambitious specifically on renewable energy
and forestry sector.

1.103 India has also taken the initiative of
setting up an International Solar Alliance
(ISA), an alliance of 121 solar-resource-rich
countries, lying fully or partially between the
Tropic of Cancer and Tropic of Capricorn.
This alliance was jointly launched by the
Prime Minister of India and President of
France on 30 November 2015 at Paris, on the
sidelines of the 21st Conference of Parties
to the UNFCCC. The Paris declaration on

the ISA states that the countries share the
collective ambition to undertake innovative
and concerted efforts for reducing the cost
of finance and technology for immediate
deployment of competitive solar generation
and to pave the way for future solar generation,
storage and good technologies for countries’
individual needs.

1.104 Successful implementation of the
Paris Agreement, SDGs and the ambitious
targets set out in the INDCs would require
huge financing which cannot be met through
budgetary sources alone. In this context it is
important that the issue of mobilization and
tracking of finance, with increased importance
to adaptation and clean technology is
adequately addressed.
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Financial year 2015-16 ushered in a new era of ‘co-operative federalism with shared
responsibilities’ and more coordinated efforts between the centre and states for
achieving development goals, following the recommendations of the 14th Finance
Commission. The General Budget 2015-16 was presented in a more stable economic
environment as compared to the just preceding years, with the economy showing
signs of revival of growth. Against this background, the fiscal policy for 2015-16 was
calibrated with three main objectives: first, to amplify the growth revival with greater
emphasis on public investment at a time when private investment was understandably
lean; second, to institutionalize the changing structure of cooperative federalism;
and third, to continue the commitment to fiscal consolidation.

2.2 Budget 2015-16 sought to achieve the
delicate equilibrium between the concerns of
stirring growth, accommodating the resource
transfer that greater fiscal federalism entailed
and ensuring fiscal consolidation. This was
intended to be achieved through higher
capital expenditure, greater net resource
transfers to states, higher gross tax revenues
and expenditure rationalisation. The Budget
also signalled government’s intent on fiscal

consolidation with respect to all major deficit
indicators (Table 2.1), albeit with a revised
medium-term framework that opted for
shifting the fiscal deficit target of 3 per cent of
the GDP by one year, from 2016-17 to 2017-
18. Accordingly, the envisaged fiscal deficit
to GDP targets were 3.9 per cent in 2015-16,
3.5 per cent in 2016-17 and 3.0 per cent in
2017-18.

Table 2.1 Major Fiscal Indicators of the Centre

Fiscal Indicator 2012-13 2013-14 2014-15 2015-16 2012-13 2013-14 2014-15 2015-16

P BE P BE

3 lakh crore Per cent of GDP

Revenue receipts 8.8 10.1 11.0 11.4 8.8 9.0 8.8 8.1
Gross tax revenue 10.4 11.4 12.5 14.5 10.4 10.1 10.0 10.3
Net tax to centre 7.4 8.2 9.0 9.2 7.5 7.2 7.2 6.5
Total expenditure 14.1 15.6 16.4 17.8 14.2 13.8 13.2 12.6
Revenue expenditure 12.4 13.7 14.6 15.4 12.5 12.2 11.7 10.9
Capital expenditure 1.7 1.9 1.9 2.4 1.7 1.7 1.5 1.7
Revenue deficit 3.6 3.6 3.6 3.9 3.7 32 2.9 2.8
Fiscal deficit 4.9 5.0 5.0 5.6 4.9 4.5 4.0 3.9
Primary deficit 1.8 1.3 1.0 1.0 1.8 1.1 0.8 0.7

Source: Budget documents, Controller General of Account (CGA) and Central Statistical Office (CSO).

Note: BE is budget estimates P : Provisional
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TRENDS IN RECEIPTS

2.3 Central government receipts can
broadly be divided into non-debt and debt
receipts. The non-debt receipts comprise tax
revenue, non-tax revenue, recovery of loans
and disinvestment receipts, whereas debt
receipts mostly consist of market borrowings
and other liabilities, which the government is
obliged torepay in the future. The composition
of non-debt receipts is plotted in Figure 2.1.
The decline in share of net tax revenue to
the centre in non-debt receipts 2015-16 is
mainly on account of the implementation
of the 14th Finance Commission (FFC)
recommendations that advocated higher tax
devolution to the states for fostering fiscal
federalism.

Figure 2.1: Composition of Non-debt Receipts
(per cent)
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Tax Revenue

2.4 Fiscal consolidation entails revenue
augmentation and expenditure rationalization.
In the post-FRBMA (Fiscal Responsibility
and Budget Management Act 2003) period
from 2004-5 to 2007-8, significant fiscal
consolidation could be achieved largely due
to buoyant tax revenues with net tax revenue
to the centre increasing by 1.9 percentage
points of GDP. Fiscal consolidation was
paused post the financial crisis that led to tax
concessions and higher public expenditure,
as part of the growth revival strategy and this

probably continued somewhat longer than
required.

2.5 Budget 2015-16 envisaged a growth
of 15.8 per cent in gross tax revenue (GTR)
over the revised estimates (RE) of 2014-15.
GTR was estimated to be I14.49 lakh crore
for 2015-16 (Table 2.2), which was 10.3 per
cent of GDP (Figure 2.2). The growth in GTR
was estimated to be led by a 19.5 per cent
growth in indirect taxes (IDT), as against
a 13.1 per cent growth envisaged in direct
taxes (DT). Roughly 54 per cent of the GTR
was estimated to accrue from direct taxes and
the remaining 46 per cent from indirect taxes
(Figure 2.3).

Table 2.2: Sources of GTR (X lakh crore)
2011-12 2012-13 2013-14 2014-15 2015-16

P BE
GTR 889 1036 11.39 1245 14.49
CT 3.23 3.56 3.95 4.29 4.71
IT 1.64 1.97 2.38 2.58 3.21
CD 1.49 1.65 1.72 1.88 2.08
UED 1.45 1.76 1.69 1.89 2.29
ST 0.98 1.33 1.55 1.68 2.10

Notes: GTR=gross tax revenue = CT= corporation tax
IT=income tax UED= union excise duty CD=custom
duty ST=service tax

Source: Budget documents and CGA.

Figure 2.2: Tax Revenue as Per Cent of GDP
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. . ] three years (Figure 2.4). The performance of
Figure 2.3: Contribution of Different . e . .
Taxes in GTR in 2015-16 BE indirect taxes in the first nine months of 2015-
o 16 indicates that the budget estimates are
1% likely to be achieved and possibly exceeded,
partly on account of measures taken by the
UED government to enhance revenue by raising
excise duty on petroleum products. Boxes 2.1
and 2.2 enumerate the other major measures
initiated on both indirect and direct taxes in
2015-16.
Figure 2.4: Growth in Tax Revenue (per cent)
o 250
20.0
Source: Budget 2015-16.
15.0
2.6 The rates of growth of tax revenues
envisaged in the budget estimates (BE) of 10:0
2015-16 over RE 2014-15 might have initially 5o
looked optimistic, especially for indirect
taxes, partly because the targeted growth o e er 1 b uep st
in tax revenue was much higher than the
m2015-16 BE @ Last 3year avg growth

average growth registered in the preceding

Source: Budget documents & CGA.

Box 2.1: Indirect Tax Measures in 2015-16

A. Customs

Reduction in duty on certain inputs to address the problem of' duty inversion: Metal parts for use in the
manufacture of electrical insulators; ethylene-propylene-non-conjugated-Diene Rubber (EPDM), water blocking
tape and Mica glass tape for use in the manufacture of insulated wires and cables; magnetron upto 1 KW for use
in the manufacture of microwave ovens; C- Block for compressor, over load protector & positive thermal co-
efficient and Crank Shaft for compressor, for use in the manufacture of Refrigerator compressors; zeolite, ceria
zirconia compounds and cerium compounds for use in the manufacture of washcoats, which are further used in
manufacture of catalytic converters; anthraquinone for manufacture of hydrogen peroxide; Sulphuric acid for use
in the manufacture of fertilizers.

Reduction in Basic Customs Duty to reduce the cost of raw materials: ethylene dichloride, vinyl chloride
monomer and styrene monomer from 2.5 per cent to 2 per cent; isoprene and liquefied butanes from 5 per cent to
2.5 per cent; butyl acrylate from 7.5 per cent to 5 per cent; ulexite ore from 2.5 per cent to Nil; antimony metal,
antimony waste and scrap from 5 per cent to 2.5 per cent; specified components for use in the manufacture of
specified CNC lathe machines and machining centers from 7.5 per cent to 2.5 per cent; certain specified inputs
for use in the manufacture of flexible medical video endoscopes from 5 per cent to 2.5 per cent; HDPE  for
use in the manufacture of telecommunication grade optical fibre cables from 7.5 per cent to Nil per cent; black
light unit module for use in the manufacture of LCD/LED TV panels from 10 per cent to Nil; organic LED TV
panels from 10 per cent to Nil; CVD and SAD are being fully exempted on specified raw materials for use in the
manufacture of pacemakers; evacuated tubes with three layers of solar selective coating for use in the manufacture
of solar water heater and system to Nil; active energy controller for use in the manufacture of Renewable Power
System Inverters to 5 per cent, subject to certification by MNRE; parts, components and accessories for use in the
manufacture of tablet computers and their sub-parts for use in manufacture of parts, components and accessories
were fully exempted from BCD, CVD and SAD.
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Reduction in SAD to address the problem of CENVAT credit accumulation: all goods [except populated
PCBs], falling under any chapter of the Customs Tariff, for use in manufacture of IT A bound goods from 4 per
cent to Nil; naphtha, ethylene dichloride, vinyl chloride monomer and styrene monomer for manufacture of
excisable goods from 4 per cent to 2 per cent; metal scrap of iron & steel, copper, brass and aiuminiurn from 4
per cent to 2 per cent; inputs for use in the manufacture of LED drivers and MCPCB for LED lights, fixtures and
LED lamps from 4 per cent to Nil.

Increase in Basic Customs Duty: metallurgical coke from 2.5 per cent to 5 per cent; tariff rate on commercial
vehicles from 10 per cent to 40 per cent and effective rate from 10 per cent to 20 per cent. However, customs
duty on commercial vehicles in completely knocked down kits and electrically operated vehicles including those
in CKD condition will continue to be at 10 per cent.

B. Excise

Excise duty structure on certain goods was restructured as follows: mobiles handsets, including cellular
phones from 1 per cent without CENVAT credit or 6 per cent with CENVAT credit to 1 per cent without CENV
AT credit or 12.5 per cent with CENVAT credit; tablet computers from 12 per cent to 2 per cent without CENVAT
credit or 12.5 with CENVAT credit; specified raw materials for use in the manufacture of pacemakers to Nil;
wafers for use in the manufacture of integrated circuit (1 C) modules for smart cards from 12 per cent to 6 per
cent; inputs for use in the manufacture of LED drivers and MCPCB for LED lights, fixtures and LED lamps from
12 per cent to 6 per cent; duty on Pig iron SO grade and Ferro-silicon-magnesium for use in the manufacture of
cast components of wind operated electricity generators reduced to Nil, subject to certification by MNRE; solar
water heater and system from 12 per cent to Nil without CENVAT credit or 12.5 per cent with CENVAT credit;
round copper wire and tin alloys for use in the manufacture of Solar PV ribbon for manufacture of solar PV cells
to Nil subject to certification by Department of Electronics and Information Technology.

Reduction in number of levies: Education cess and secondary & higher education cess on excisable goods were
subsumed in Basic Excise duty.

Improving the quality of life and public health through Swachh Bharat initiatives: Increase in the clean
energy cess levied on coal, lignite and peat from Rs. 100 per tonne to Rs.200 per tonne; extension upto 31.03.2016
of the concessional customs and excise duty rates on specified parts of electrically operated vehicles and hybrid
vehicles; increase in excise duty on sacks and bags of polymers of ethylene other than for industrial use from 12
per cent to 15 per cent.

C. Measures post-Budget 2015-16 (Excise and Customs)
*  Basic customs duty on specified steel goods was increased to 10/ 12.5 per cent.
e  Anti-dumping duty and safeguard duty was imposed on specified goods.

+  Basic customs duty and excise duty was exempted on specified bunker fuels for use in Indian Flag vessels
for carrying export-import containers, empty containers and domestic containerized cargo.

*  Excise duty was exempted on RBD Palm Stearin, Methanol and Sodium Methoxide for use in the manufacture
of specified biodiesel for a period upto 31.03 .20 16.

*  Basic customs duty was increased on sugar from 15 per cent to 25 per cent which was later increased to 40
per cent.

*  Excise duty was exempted on ethanol produced from molasses generated from cane crushed in the sugar
season 2015-16 i.e. 1st October, 2015 onwards, for supply to the specified public sector oil marketing
companies, for the purposes of blending with petrol. Also, input tax credit was allowed to manufacturers of
such exempted ethanol.

*  Basic customs duty was increased on crude edible oils (of vegetable origin) from 7.5 per cent to 12.5 per
cent and refined edible oils (of vegetable origin) from 15 per cent to 20 per cent.

*  Basic customs duty was increased on ghee, butter and butter oil from 30 per cent to 40 per cent for a period
up to and inclusive of the 31 st day of March, 2016.

*  Basic customs duty of 10 was imposed on wheat which was later increased to 25 per cent for a period up to
31.03.2016.

+ CVD and SAD exemptions available to specified defence supplies were withdrawn. Exemption from excise
duty available to defence PSUs and ordnance factories was withdrawn.

Contd....
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D. Service tax

Education cess and secondary & higher education cess on taxable services were subsumed in Service tax
with effect from 01.06.2015.

Registration in service tax to be granted within two working days.

Time limit for taking CENVAT credit of duty/tax paid on inputs and input services was extended from six
months to one year.

For availing CENVAT credit of service tax paid under reverse charge mechanism, the condition of having
made the payment of consideration to the service provider was done away with.

Penalty provisions in service tax were rationalized to encourage compliance and early dispute resolution.
Service tax assesses were allowed to issue digitally signed invoices and maintain other records electronically.
Instructions were issued providing for withdrawal of prosecution where a notice was exonerated in quasi-
judicial proceedings and such order has attained finality.

If the export proceeds are not received within the prescribed time period, the exporter would have to reverse
the Cenvat Credit. Re-credit of such reversed Cenvat credit was allowed, if such export proceeds are received
within one year from the specified period.

Uniform abatement of 70 per cent from gross value prescribed for transport by rail, road and vessel.
Restrictions were placed on exemption on specified services of construction, repair, maintenance, renovation
or alteration service provided to the Government, a local authority, or a governmental authority.
Exemption to construction, erection, commissioning or installation of original works pertaining to an airport
or port is being withdrawn.

Exemption to services provided by a performing artist in folk or classical art form of music, or dance, or
theatre, would be limited only to such cases where amount charged is upto Rs 1,00,000 for a performance.
Exemption to transportation of food stuff by rail, or vessels or road would be limited to food grains including
rice and pulses, flour, milk and salt. Transportation of agricultural produce is separately exempt.
Exemptions are being withdrawn on services provided by a mutual fund agent to a mutual fund or assets
management company, distributor to a mutual fund or AMC, selling or marketing agent of lottery ticket to
a distributor.

Services by common affluent treatment plants were exempted.

Certain pre-cold storage services relating to fruits and vegetables were exempted.

Service provided by way of admission to museum, zoo, national park, wild life sanctuary and a tiger reserve
was exempted.

The negative list entry that covers “admission to entertainment event or access to amusement facility” was
omitted.

Service tax would be levied on services by way of admission to entertainment event of concerts, pageants,
musical performances concerts, award functions and sporting events other than the recognized sporting
event, if the amount charged is more than Rs. 500 for right to admission to such an event.

The entry in the negative list was pruned to exclude services related to carrying out production or manufacture
of alcoholic liquor for human consumption.

E. Service Tax: post-Budget 2015-16

Service tax on Pradhan Mantri Suraksha Bima Yojna, Pradhan Mantri Jeevan Jyoti Bima Yojana; Pradhan
Mantri Jan Dhan Yogana; and on services by way of collection of contribution under Atal Pension Yojana
were exempted.

Specified services under Power System Development Fund Scheme were exempted.

In the case of good transport service, a single composite service need not be broken into its components and
considered as constituting separate services, if it is provided as such in the ordinary course of business.

The service tax payable under section 66B of the Finance Act, 1994, on the service provided by an Indian
bank or other entity acting as an agent to the MTSO in relation to remittance of foreign currency from
outside India to India, in from the 1st day of July, 2012 and ending with the 13th day of October, 2014, but
for the said practice, shall not be required to be paid.

Charitable activities on advancement of yoga provided by an entity registered under Section 12 AA of the
Income Tax Act were exempted.

Contd....
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Specified services provided by Business Facilitators/Business Correspondents with respect to a Basic Saving
Bank Deposit were exempted.

Detailed guidelines were issued for speedy disbursal of pending refund claims of exporters of services under
rule 5 of the CENVAT Credit Rules, 2004.

Swachh Bharat Cess was imposed at the rate of 0.5 per cent on all services, which are presently liable to
service tax with effect from 15th November 2015 and not otherwise exempt or in the negative list.

Distinct nature of manpower supply services/ service of job work were clarified.

Box 2.2: Direct Tax Measures in 2015-16

The levy of wealth tax was abolished and replaced it with an additional surcharge of 2 on the super-rich with
a taxable income of over Rs 1 crore.

Investment in Sukanya Samriddhi Scheme was made eligible for deduction u/s 80C of the Income Tax Act,
1961 (the Act).

The limit of deduction u/s 80D of the Act was increased from ¥ 15,000/- to I 25,000/- on health insurance
premium (in case of senior citizen from ¥ 20,000/- to T 30,000/-).

The limit of deduction in their case u/s 80DDB of the Act was increased from Rs 60,000/- to Rs. 80,000/- in
respect of expenditure on account of specified diseases.

The limit of deduction u/s 80DD and 80U of the Act was increased from I 50,000/- to ¥ 75,000/- in case of
disability and from ¥ 1 lakh to ¥ 1.25 lakh in case of severe disability.

An additional deduction of ¥ 50,000 was provided for contribution to the New Pension Scheme under
Section 80CCD over and above the limit of ¥ 1.5 lakh.

Exemption limit of transportation allowance was increased from ¥ 800 per month to ¥ 1600 per month to
any employee and from ¥ 1600 to ¥ 3200 in case of an employee who is blind, orthopedically handicapped
and, deaf and dumb.

Deduction u/s 80JJAA of the Act was extended to all assesses, hitherto available only to companies along
with the reduction in eligibility threshold of minimum hundred workmen to fifty.

Pass through status was provided to Category-I and Category-11 Alternative Investment Funds governed by
the regulations of Securities and Exchange Board of India.

To facilitate relocation of fund managers of offshore funds in India, the permanent establishment norms
were modified.

The rate of tax on royalty and fees for technical services was reduced from 25 per cent to 10 per cent.
The indirect transfer provisions were modified to provide clarity regarding its applicability.

The residency requirement regarding companies incorporated outside India was modified.

Yoga was included as a specific category of activity in the definition of ‘charitable purpose’.

The period of applicability of reduced rate of tax at 5 per cent on income of foreign investors (FII and QFI)
from corporate bonds and government securities was extended from 31.5.2015 to 30.06.2017.

An additional investment allowance to new manufacturing units set-up during the period 01.04.2015 to
31.03.2020 in notified backward areas of the states of Andhra Pradesh, Bihar, Telangana and West Bengal
was provided.

The scope of reporting of foreign remittances was expanded.

The scope of TDS on interest on bank deposits was expanded by bringing the interest on recurring deposits
within the ambit of TDS.

The facility for filing self-declaration for certain Insurance payments was provided.

Tax neutrality on transfer of units on merger of similar schemes of a Mutual Fund was provided.
Mechanisms to prevent tax disputes and to provide speedy disposal was strengthened. Scope of advance
rulings and settlement of cases was further broadened.

Black Money (Undisclosed Foreign Income and Assets) and Imposition of Tax Act 2015 was enacted and
Rules thereunder have been notified.

For collection of Information in non-intrusive manner third party reporting mechanism was broadened and
strengthened. Norms for Mandatory Quoting of PAN were also rationalized and broadened.



Tax Expenditure

2.7 The divergence between the statutory
tax rate and effective tax rate (defined as
the ratio of total tax revenue collected to the
aggregate tax base) is mainly on account
of tax exemptions. Tax expenditure is also
termed as ‘revenue forgone’, but it does
not necessarily imply that this quantum of
revenue has been waived by the government.
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It should be interpreted as targeted incentives
for the promotion of certain sectors that may
not, in the absence of such incentives, have
come up. Arguably, high tax expenditure
can make the tax system unduly complex.
Tax expenditures have been brought down
significantly as a result of simplification
of the tax system and improvements in tax
administration in recent years (Figure 2.5).

Figure 2.5: Tax Expenditure as Per Cent of Tax Collection under Respective Heads

and as Per Cent of GDP
35.0 A. Corporation Tax 14 1400 B. IncomeTax 08
30.0 12| | 35.0 0.7
1.0 30.0 0.6
25.0
08] | 250 0.5
20.0
0.6 20.0 04
15.0
041 1150 03
10.0 021 | 100 0.2
$ O QO N O Vv X ' '
I AR A IO SIPNIPVPCINPURC
NN NN SRS AR NG ARG A
R N q/Q %Q ,»Q %Q ‘19 %Q %Q Q,Q\
= = = = % of tax collection % of GDP (RHS) e = == % of tax collection % of GDP (RHS)
1900 C. Excise Duty 3.2| | 260.0 D. Custom Duty 3.7
170.0 o
2711 2100 . 32
150.0 :
2.7
130.0 2.2
160.0 ceo X
110.0 ¢ "Secee 22
1.7 , ,
90.0
1100 17
70.0 1.2 ' .
50.0 60.0
0.7 ' 0.7
30.0 '
10.0 0.2 10.0 0.2
 ® O X O D X $ O O D DD »
R AR QQ‘\'Q QQ%'Q Q@,\ Q@'\ Q\\,\ Q\’V\ Q\%,\ R
P D DD DO O I N
= = = = % of tax collection % of GDP (RHS) = = = = % of tax collection % of GDP (RHS)
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Note : Numbers for 2014-15 are projected.



38 Economic Survey 2015-16

Non-Tax Revenue

2.8 Non-tax revenue mainly consists of
interest and dividend receipts, external grants
and receipts from services provided by the
central government which include fiscal
services like currency and mint, general
services like the Union Public Service
Commission police, etc.; social services like
education, health, etc. and economic services
like irrigation and transportation. The Budget
for 2015-16 envisaged generation of I 2.22
lakh crore (Table 2.3) from non-tax revenue,
which was 1.6 per cent of GDP and constituted
18 per cent of non-debt receipts.

Table 2.3: Trend in Non-tax Revenue

(Xcrore)

2013-14 2014-15 2015-16

P BE

Interest receipts 21868 24265 23599
Dividend and profit 90435 89912 100651
External grants 3618 1268 1774
Others 81475 80209 94413
Receipts of UTs 1474 1305 1296
Total 198870 196959 221733

Source: Budget documents and CGA.

Non-Debt Capital Receipts

2.9 Non-debt capital receipts mainly
consist of recovery of loans and advances,
and disinvestment receipts. The share of
recovery of loans has been declining in non-
debt capital receipts mainly because of the
12" Finance Commission’s recommendation
against loan intermediation from the centre
to states, and allowing the states to directly
borrow from the market. The Budget for
2015-16 placed non-debt capital receipts at
380,253 crore, comprising 10,753 crore of
recovery of loans and < 69,500 crore of other
receipts (mainly disinvestment).

TRENDS IN EXPENDITURE

2.10 Rationalization and reprioritization
of public expenditure is integral to fiscal

reforms. In particular, it is a challenge to
attain fiscal consolidation while ensuring
that sufficient funds are allocated for public
investment, in the face of low tax to GDP
ratio. Therefore, improving the quality of
expenditure becomes central to achieving
sustained fiscal consolidation.

Quality of Expenditure

2.11 The Budget for 2015-16 estimated a
total expenditure at I17.77 lakh crore, which
was 5.7 per cent higher than the 2014-15 RE
and 8.1 per cent higher than the provisional
estimates (P) of 2014-15. Within this, the
expected growth in capital expenditure
was 25.5 per cent and growth in revenue
expenditure was 3.2 per cent over RE 2014-
15. Underlining the need for greater public
investment to aid growth revival, Budget
2015-16 ensured a higher share for capital
expenditure from the total pool of expenditure
(Figure 2.6). As a proportion of GDP, total
capital expenditure and non-defence capital
expenditure were both raised by more than
0.2 percentage points of GDP (Figure 2.7).
Budget 2015-16 sought to achieve the
proposed expansion of capital expenditure
on railways, roads and others without
compromising defence capital expenditure.

Figure 2.6: Revenue and Capital expenditure as
per cent of total expenditure
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Figure 2.7: Revenue and Capital expenditure
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Plan Expenditure

2.12 Two major developments that took
place in two consecutive years transformed
the whole plan expenditure regime. First,
in the Budget for 2014-15, the centrally
sponsored schemes were restructured and
reclassified into 66 programmes for greater
synergy and effective implementation. CSS
funds are released as central assistance to
state plans and also routed through the states’
budgets. This provides greater autonomy,
authority and responsibility to the states
in implementation of schemes. As a result,
central assistance to the plans of states and
union territories (UT) recorded a significant
increase in 2014-15(P) (Figure 2.8).

2.13 Second, there was a readjustment in
the manner of allocation of plan funds to the
states in the Budget for 2015-16 following
the acceptance of major recommendations of
FFC. The FFC had recommended allocation
of greater resources to states through the
automatic route by increasing the states’
share in the divisible pool of taxes from 32
per cent to 42 per cent, and counterbalancing
this increase in devolution by curtailing the
resources transferred under central plan

Figure 2.8: Share of Central Plan and
Central Assistance for State and UT Plans in
of Total Plan Expenditure (Per Cent)
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assistance to the states and by changing
the expenditure-sharing pattern. These
developments translated into a decline in
central assistance to the states (Figure 2.8)
and also led to a decline in the share of plan
expenditure in 2015-16 (BE) vis-a-vis the
average of shares during 2010-11 to 2014-
15 (Figure 2.9). However, there has been an
increase in overall resource transfer to states
as discussed later in the chapter.

Figure 2.9: Plan and Non-plan Expenditure of
the Centre as Per Cent of Total Expenditure
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2.14 Given the change in the pattern of plan
expenditure, the budget did well to allocate
a plan outlay of 4.65 lakh crore in 2015-
16 (2.60 lakh crore for central plan and
%2.05 lakh crore for central assistance to
states and UTs) as against 34.54 lakh crore
in 2014-15 (P). Furthermore, the broad
sector-wise allocations of central plan outlay
(gross budgetary support to central plan plus
internal and extra-budgetary resources of the
central public sector enterprises) indicate that
transport, energy, social services and industry
and minerals together constituted roughly 84
per cent of the BE of 2015-16 (Figure 2.10).

Figure 2.10: Central Plan Outlay by
Sectors in BE 2015-16 (in per cent)
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Non-plan Expenditure

2.15 Non-plan expenditure constituted 73.8
per cent of the total expenditure in BE 2015-
16, which is 3 percentage points higher than
the average of the last five years ending 2014-
15. Out of the total non-plan expenditure of
13.12 lakh crore in BE 2015-16, revenue
expenditure accounted for around 92 per
cent; the remaining 8 per cent was mainly
defence capital expenditure. Second, the
share of committed expenditure (interest
payment and pension) was roughly 41.5 per
cent as against the last five years’ (ending
2014-15) average of approximately 38.6 per
cent (Figure 2.11).

Figure 2.11: Composition of Non-plan
Expenditure (in per cent)
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Note:

IP=Interest payment DF=Defence
SU=Subsidies PO=Police
PN= Pension OT=Others

GR=Grants to states and UTs

AVG= Average of last five year ending to 2014-15.

2.16 One of the major constraints in the
rationalization of non-plan expenditure
is committed expenditure. Committed
expenditure occurs on two counts: first,
interest liability on debt incurred in the
past, and second, pension payment to
superannuated/retiring ~ workforce  from
government services. BE 2015-16 estimated
committed expenditure at I5.45 lakh crore, as
against ¥4.87 lakh crore in 2014-15(P) (Table
2.4). The share of committed expenditure in
total non-plan expenditure (NPE in Figure
2.11) has been constantly increasing, but it
started declining post 2013-14 as a per cent
of the GDP and BE 2015-16 estimated a
decline to 3.86 per cent of the GDP, from
3.90 per cent in 2014-15 (Figure 2.11). The
diverging trends in committed expenditure
seen under two different indicators (Figure
2.12a) are also the result of rationalization
in other categories of non-plan expenditure.
For example, the decline in the subsidy bill
increased the relative share of committed
expenditure in non-plan expenditure.



Table 2.4: Committed Expenditure (X crore)

2013-14 2014-15 2015-16

P BE

Interest payments 374254 404019 456145
Pensions 74896 82954 88521
Total 449150 486973 544666

Source: Budget documents & CGA.

Figure 2.12a: Committed Expenditure
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2.17 The subsidy bill for BE 2015-16 was
placed at ¥2.44 lakh crore, which was 1.7
per cent of GDP. The deregulation of petrol
and diesel prices and direct benefit transfer
of subsidy for domestic LPG, along with a
decline in global crude oil prices, helped
in containing the petroleum subsidy bill
at 330,000 crore in BE 2015-16 as against
%57,769 crore in 2014-15 (P) (Table 2.5). The
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total subsidy bill as a proportion of GDP has
been declining since 2012-13 and is expected
to be below 2 per cent of GDP as per BE
2015-16 (Figure 2.12b). The rationalization
and reprioritization of subsidies through
better targeting would play a vital role in fiscal
consolidation and in targeting expenditure

more towards inclusive  development
(Box 2.3).

Figure 2.12b: Subsidy Bill as Per Cent of GDP
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Source: Budget documents, CGA and CSO.

Table 2.5: Total Subsidies (Zcrore)
2013-14 2014-15P 2015-16 BE

Food 92000 122676 124419
Fertilizer 67339 70967 _ _ _ 72969
Petroleum 85378 ¢60270 30000°
Others 9915 LT T e

Source: Budget documents & CGA.

Box 2.3: Trends in Subsidies on Petroleum Products

Provision of subsidies to the poor has large welfare dimensions; but fiscal prudence considerations required to
containing subsidies to sustainable levels. These seemingly conflicting objectives can be reconciled by making
subsidies transparent, efficient and targeted through initiatives like direct benefits transfer wherever feasible.
Petroleum subsidy is a major subsidy with somewhat limited welfare dimension, but has resulted in a fiscal drag.

This box traces the problem in detail.

The explicit subsidies paid from the union budget increased over six-fold from around X 43,000 crore in 2002-03
to nearly ¥2,67,000 crore in 2014-15 (RE). As a ratio of GDP, subsidies from the union budget peaked in 2012-
13 to reach 2.58 per cent. The share of major sectors, namely food, fertilizer and petroleum, along with ‘others’

receiving these subsidies is depicted in Figure 1.

Petroleum pricing policies, under-recoveries of oil marketing companies and subsidies provided by
government: The prices of petroleum products were determined by the government under what is known as
the administrative pricing mechanism (APM), with effect from July 1975 and this continued till 2002. Under
the APM, the oil refining and marketing companies were compensated to meet operating costs and certain return
on net worth. An oil pool account was maintained to ensure stable domestic prices of petroleum products (to

Contd....



42 Economic Survey 2015-16

Figure 1: Sectoral Distribution of Subsidies in India (per cent)
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prevent the fluctuating international prices from affecting domestic oil prices). Products like LPG for cooking
and kerosene oil for domestic users were provided at subsidized rates and, to compensate for it, products like
motor spirit and aviation turbine fuel were charged at higher rates.

However, it was being increasingly realized that the APM was coming in the way of expansion programmes of
the refinery and marketing companies and that private companies would find it difficult to invest in the sector.
Hence, following the recommendations of the Strategic Planning Group on Restructuring of Oil Industry (also
known as the ‘R’ group), the government decided to dismantle the APM in a phased manner.

Since the dismantling of the APM, petroleum pricing and subsidy regimes have followed a rather chequered
path. In the post APM phase, subsidies were to be provided only for kerosene oil and domestic cooking gas for
a limited time. However, following the sustained increase in international prices of crude oil, particularly since
2004-5, the government was in effect controlling the revision in prices of almost all petroleum products. Higher
levels of international oil prices were not commensurately passed on to the consumers, leading to significant
escalation in under-recoveries of the oil marketing companies. These under-recoveries were financed through a
mix of (i) issuing of ‘oil-bonds’ (below-the-line budget entity); (ii) requiring the upstream companies like the Oil
and Natural Gas Corporation (ONGC) and Oil India Limited (OIL) to charge discounted prices on crude oil sold
to the oil marketing companies (OMCs) and (iii) direct subsidy from the budget. Prices of petroleum products
were also controlled through downward revision of taxes and duties, which impacted indirect tax collections
directly, and with less than full pricing and burden-sharing arrangements by upstream companies like the ONGC,
direct tax revenue and non-tax revenues, i.e. profits and dividends, also declined.

Clearly, the system in place could not be sustained for long, keeping in view the fact that crude oil prices had
more than doubled between 2004-5 and 2008-9. Following the recommendations of the Committee on Taxation
of Petroleum Products, the government decided to discontinue issuance of oil bonds with effect from 2009-10
and provide the subsidy directly from budgetary resources. However, the upstream oil companies continued to
share the burden by providing crude oil to OMCs at discounted prices. As international oil prices remained high,
budgetary subsidies to the petroleum sector increased from nearly 3000 crore in 2004-5 to I15000 crore in
2009-10 and further to ¥97,000 crore in 2012-13, accounting for 38 per cent of total subsidies. They fell to close
to ¥85,000 crore in 2013-14.

Following the recommendations of the Expert Group on A Viable and Sustainable System of Pricing of Petroleum
Products, the government deregulated the prices of petrol with effect from June 2010. Similarly, OMCs were
permitted to raise the prices of diesel oil in small doses (typically 40-50 paisa per litre per month) from January
2013. They were also allowed to sell diesel to bulk consumers at non-subsidized rates. Caps were imposed on the
number of LPG cylinders that could be sold to domestic consumers at subsidized rates.

The under-recoveries of the OMCs started declining as a result of these measures and more so on account of a
significant reduction in international prices of crude oil. The government announced the decision to decontrol
the prices of diesel in October 2014, ending under-recoveries in diesel which formed the bulk of the under-
recoveries. The continuing reduction in international prices of crude oil since the second half of 2014 has also
had significant impact on the level of subsidies and overall public finance. As a result of these developments,
subsidies on petroleum products declined to around 60,000 crore in 2014-15 and around ¥28,000 crore in April-
December 2015.



TRENDS IN DEFICIT AND FINANCING OF
THE DEFICIT

2.18 Budget 2015-16 sought to contain the
fiscal deficit at ¥5.56 lakh crore (3.9 per cent
of GDP) as against I5.13 lakh crore (4.1 per
cent of GDP) in 2014-15 (RE). Revenue
deficit (RD) was estimated at I3.94 lakh
crore (2.8 per cent of GDP) in 2015-16 (BE)
as against I3.62 lakh crore (2.9 per cent of
GDP) in 2014-15 (RE) (Figure 2.13).

Figure 2.13: Trend in Deficits as per cent of GDP
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Source: Budget documents, CGA and CSO.

2.19 Unlike some other countries, the
financing of fiscal deficit in India is mostly
from domestic sources. Domestic sources
constitute roughly 98 per cent of the deficit
financing, and approximately 84 per cent of
domestic financing is from market borrowings
(Figure 2.14).

Figure 2.14: Financing of Fiscal deficit
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ProvisioNnaL OutcoME IN 2015-16 (up
TO DECEMBER) VIs-A-vis BE 2015-16

2.20 The accounts for April-December
2015-16, released by the Controller General
of Accounts show that the fiscal deficit of the
union government at end-December 2015,
as a percentage of BE, is lower than in the
corresponding period of the last year (Table
2.6), but slightly higher than the average
of the last five years, which was 82.3 per
cent. This benign fiscal outcome so far in
the year was due to improved tax buoyancy
and prudent expenditure management with
assistance from the decline in oil prices.
The other notable highlights of the fiscal
outcome in the current year till December
2015 included increased tax devolution to
the states in line with the recommendations
of the FFC, achieving the highest increase in
capital expenditure in the last six years and
decline in major subsidies.

2.21 Theacceptance of the recommendations
of the FFC for increased tax devolution has
marked a watershed in India’s cooperative
federalism. In keeping with the changed rules
for devolution, the taxes assigned to states/
UTs were raised by 36.6 per cent in the current
year so far. Hence, the growth so far in taxes
net to the centre was less than the growth in
GTR (Table 2.6). With the grants and loans
to states/UTs declining by about 5.7 per cent,
the total resources transferred to states/UTs
(during April-December 2015) increased by
about 15.4 per cent, as compared to April-
December 2014 (Figure 2.15).

Figure 2.15: Resources Transferred to
States and UTs (in crore)
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2.22 The robust growth in GTR in the first
three quarters of the year (Table 2.6) was
aided by the 34.8 per cent growth in indirect
taxes, with union excise duties growing by
about 68 per cent. Excise collections may
have been bolstered by improving dynamics
of economic activity and also measures like
increasing the excise duty on petrol and
diesel in the backdrop of falling international
prices of crude oil. Consequently, indirect tax
collections as a ratio of BE at end-December
2015 stood at 71.3 per cent of BE, as compared
to 54.8 per cent at end-December 2014.
Direct taxes—both on personal income and
corporate income--grew by more than 10 per
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cent during the period. While growth in non-
tax revenue remained robust, disinvestment
receipts (included in other capital receipts
in Table 2.6) at end-December 2015, though
higher than in the previous year, stood only at
18.5 per cent of the BE.

2.23 Most of the 33.5 per cent increase in
capital expenditure was on the plan side.
Revenue expenditure in April-December
2015 was only modestly higher; mainly on
account of the 18.3 per cent decline in plan
revenue expenditure largely reflecting the
change in pattern of devolution to the states/
UTs. Grants-in-aid to states under this head

Table 2.6: Provisional Outcome for 2015-16 (Till December 2015)

BE

April-December

(Rcrore)  Apsolute number

Per cent of Growth over last

(Zcrore) respective BE year (per cent)
2015-16 2014-15 2015-16 2014-15 2015-16 2014-15 2015-16
1 Revenue receipts 1141575 693773 803808 58.3 70.4 9.4 15.9
Gross tax revenue 1449490 795686 963229 58.3 66.5 7.0 21.1
Tax (net to centre) 919842 545714 622248 55.8 67.6 54 14.0
Non-tax revenue 221733 148059 181561 69.7 81.9 273 22.6
2 Capital receipts 635902 542615 510189 89.7 80.2 2.4 -6.0
Recovery of loans 10753 8282 9138 78.7 85.0 3.0 10.3
Other receipts 69500 1952 12866 3.1 18.5 -64.1 559.1
3 Total receipts 1777477 1236388 1313997 68.9 73.9 6.2 6.3
Non-Plan expenditure 1312200 883757 968019 72.4 73.8 8.8 9.5
a) Revenue account 1206027 813270 895386 73 74.2 11.2 10.1
Interest payments 456145 275220 302298 64.5 66.3 10.8 9.8
Major subsidies 227388 212418 208759 84.5 91.8 12.5 -1.7
Pensions 88521 68104 69467 83.1 78.5 26.4 2.0
b) Capital account 106173 70487 72633 67 68.4 -13.4 3.0
5 Plan expenditure 465277 352631 345978 61.3 74.4 0.4 -1.9
a) Revenue account 330020 282278 230656 62.2 69.9 3.0 -18.3
b) Capital account 135257 70353 115322 57.9 85.3 -8.9 63.9
6 Total expenditure 1777477 1236388 1313997 68.9 73.9 6.2 6.3
a) Revenue expenditure 1536047 1095548 1126042 69.9 733 9.0 2.8
b) Capital expenditure 241430 140840 187955 62.1 77.9 -11.2 335
Revenue deficit 394472 401775 322234 106.2 81.7 8.2 -19.8
8 Effective revenue deficit 283921 303912 229446 144.6 80.8 10.4 -24.5
9 Fiscal deficit 555649 532381 488185 100.2 87.9 3.1 -8.3
10 Primary deficit 99504 257161 185887 246.9 186.8 -4.0 -27.7

Source: CGA monthly account and Budget documents.



declined from 2.05 lakh crore last year
(April-December) to ¥1.50 lakh crore this
year. However, non-plan grants to states
increased from %0.35 lakh crore to X0.74 lakh
crore during the period.

2.24 The 1.7 per cent decline in major
subsidies was due to a near 44.7 per cent
decline in petroleum subsidy (April-
December) that occurred due to a steep
decline in international crude oil prices. The
other major subsidies—food and fertilizer—
increased by 10.4 per cent and 13.7 per cent
respectively during the period.

PERFORMANCE OF DEPARTMENTAL
ENTERPRISES OF THE CENTRAL
GOVERNMENT

Department of Posts

2.25 The gross receipts of the Department
of Posts in 2014-15 were placed at ¥11,636
crore. The gross and net working expenses
during the year were 18,557 crore and
%17,895 crore respectively, which resulted in
adeficit of¥6259 crore. In 2015-16, the gross
receipts are expected to increase to 312,237
crore, with gross and net working expenses
estimated at 20,185 crore and 19,540 crore
respectively. The deficit is projected to be
%7303 crore.

Railways

2.26 The key focus areas for Indian
Railways include fast tracking of capacity
augmentation, network  modernization,
improvement in asset utilization and
productivity, modernization of rolling stock
and maintenance practices, improving the
quality and pricing of services and improving
energy efficiency in operations. Investments
are being prioritized in important areas
like dedicated freight corridors, high speed
rail, high-capacity rolling stock, last mile
rail linkages and port connectivity. During
2014-15, the freight earnings, passenger
earnings (including coaching earnings) and
gross traffic receipts of the Railways grew
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by 12.7 per cent, 14.9 per cent and 12.3 per
cent respectively over 2013-14. Gross traffic
receipts of the Railways were estimated to
increase to I1.84 lakh crore in BE 2015-16,
as against I1.57 lakh crore in 2014-15. The
operating ratio of the Railways, which stood
at 91.3 per cent in 2014-15, and net revenue
as a proportion of capital-at-charge, which
was 7.0 per cent in the previous year, are also
likely to see improvements in 2015-16.

GOVERNMENT DEBT

2.27 The public debt management policy
in India focuses on maintaining a long-
run sustainable debt structure at lowest
possible cost. Prolonged fiscal deficits lead
to accumulation of debt beyond levels that
are sustainable and can result in higher real
and nominal interest rates, slower growth in
capital formation and potentially lower rates
of output growth. High and rising public
debt levels may also impact public finances
through debt servicing dynamics that worsen
the government’s fiscal position.

2.28 The total outstanding liabilities of the
central government were 362.78 lakh crore
at end-March 2015, accounting for 49.6 per
cent of GDP and comprising 39.2 per cent
public debt (internal debt plus external debt)
and 10.3 per cent other liabilities (small
savings, provident funds, etc.) (Table 2.7).
Total outstanding liabilities were estimated at
%68.94 lakh crore in BE 2015-16.

2.29 Figure 2.16A shows how robust GDP
growth kept the increasing debt of the central
government at sustainable levels, relative to
the size of the economy. The figure also brings
forth an issue of the temporal valuation of the
external liabilities of the centre. The degree
of external liability of the government, as
shown in Figure 2.16 B, may change purely
on account of currency movements, even
without new borrowing. By any measure,
however, external debt is only a small fraction
of the total liabilities of the centre and is a
declining proportion of GDP (Table 2.7).
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Table 2.7: Total Outstanding Liabilities of the Central Government at end-March

(as per cent of GDP)

2011-12 2012-13 2013-14 2014-15 RE 2015-16 BE

1.Internal liabilities # 49.8 49.2 48.7 48.1 47.4
a)Internal debt 37.0 37.8 37.6 37.7 37.6
i)Market borrowings 28.8 30.0 30.5 30.8 30.9
i1)Others 8.2 7.8 7.1 7.0 6.7
b).Other internal liabilities 12.8 11.3 11.0 10.3 9.9
2.External debt(outstanding)* 1.9 1.8 1.6 1.5 1.5
3.Total outstanding liabilities (1+2) 51.7 51.0 50.3 49.6 48.9

Source: Union budget documents and DMO.

Notes: * External debt figures represent borrowings by central government from external sources and are based upon
historical rates of exchange; # Internal debt includes net borrowing of 320,000 crore for 2015-16 (BE) under the Market

Stabilization Scheme.

Figure 2.16 A: Central Government Total
Liabilities as Per Cent of GDP
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Figure 2.16 B: Central Government
External Liabilities as Per Cent of GDP
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(RBI) and Debt Management Office (DMO).

Source: Union budget documents, RBI and DMO.

Notes:* External liabilities at historical exchange rate otherwise it is at current exchange rate.

FISCAL PERFORMANCE OF THE GENERAL
GOVERNMENT

2.30 In the new regime of fiscal federalism,
an analysis of the general government offers
greater insights than a separate analysis of
either the centre or the states, mainly for two
reasons. First, since the implementation of
the recommendations of the 12th Finance
Commission, the share of states in national
taxes has been increasing (Figure 2.17A);
and, second, with the acceptance of the FFC
recommendations, the transfer of untied
resources from the centre to the states has
increased considerably (Figure 2.17 B).

2.31 The general government (centre

plus states) has been on the path of fiscal
consolidation and fiscal discipline, as
reflected in the debt dynamics (Figure 2.18).
The fiscal deficit of general government is
further expected to decline from 6.9 per cent
of GDP in 2014-15 (RE) to 6.3 per cent of
GDP in 2015-16 (BE) (Figure 2.19).

2.32 Based on the first eight months’ data of
the current year, it is observed that both the
centre and the states have stuck to the plan of
ensuring quality of expenditure and boosting
public investment. The general government
capital expenditure in first the eight months
of 2015-16 increased by 26.9 per cent over
the corresponding period of the previous year
(Figure 2.20).
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Figure 2.17A: Share of Centre and States Figure 2.17B: Resources Transferred to
in National Taxes (per cent) States (% of GDP)
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Figure 2.18: General Government Figure 2.19:General and State Government
Liabilities (per cent of GDP) RD and FD (% of GDP)
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48 Economic Survey 2015-16

Figure 2.20: Growth in General Government
Capital Expenditure in (April-November) (per cent)
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2.33 Significant increase in revenue receipts,
led by buoyant indirect tax collections,
higher level of capital expenditure on
the plan side, lower level of subsidies on
petroleum products helped in a large measure
by declining international prices of crude oil,
and enhanced untied resources transferred
to the states following the acceptance of
the recommendations of the FFC are some
of the salient developments of the fiscal
performance in 2015-16 so far. Given the

pattern of revenue and expenditure in the first
nine months of the current financial year, in
spite of the challenges posed by a lower than
projected nominal GDP growth, the fiscal
deficit target of 3.9 per cent of GDP seems
achievable.

2.34 The coming year is expected to be
a challenging one from the fiscal point
of view. With global slowdown likely to
persist, the chances of India’s growth rate
in 2016-17 increasing significantly beyond
2015-16 levels are not very high. Similarly,
in contrast to the current year, the subsidy
bill on petroleum products may not reap the
advantages of steeply declining oil prices.
The implementation of the Pay Commission
recommendations and the One Rank One
Pension (OROP) scheme will put additional
burden on expenditure. Improving tax
compliance through better tax administration,
tapping new sources of revenue, etc. could
help raise more revenue and keep the fiscal
deficit at levels projected in the revised fiscal
road map.
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CHAPTER

With headline inflation falling, the Reserve Bank of India has been easing the
monetary policy rates. Concerns about China'’s economic growth and financial
markets, low levels of global commodity prices and divergent monetary policy
stances of the key economies have been periodically rekindling volatility in the
global financial markets. Investors by and large are becoming risk averse and
prefer to flee to safe havens each time a fresh crisis looms over the markets.
India like most other emerging market economies has not been immune. Yet the
Indian equity market has been relatively resilient during this period compared
to the other major emerging market economies. The market has rebounded
time and time again, and it is hoped that as the global financial markets settle
down, India can become the leading investment destination owing to its robust
macroeconomic fundamentals. Banking sector gross credit deployment has been
sluggish during the financial year. Increasing levels of gross non-performing
assets have reduced the banking sector's capacity to lend. Sluggish growth
and increasing indebtedness in some sectors of the economy have impacted the
asset quality of banks and this is a cause for concern. Financial inclusion is
proceeding apace under the Pradhan Mantri Jan Dhan Yojana, while the Atal

Pension Yojana is extending the reach of the New Pension Scheme.

MONETARY DEVELOPMENTS DURING Table 3.1: Revision in Policy Rates
2015-16 Effective =~ Bank Repo Re- Cash Statu-
. date rate/ rate verse reserve tory li-
3.2 The agreement on monetary policy MSF (per repo ratio quidity
framework signed between the Government rate* cent) rate  (per ratio
and Reserve Bank of India (RBI) in February (per (per centof  (per
2015 has shaped the monetary policy stance in cent) cent) NDTL) 1\c1:)n1t“ I(jf
2015-16. The RBI further eased its monetary )
olicy stance during the year 2015. Headline 09-08-2014 - 9.00 800 7.00  4.00 22.00
P 5 t?' oy %h y e id 15-01-2015 875 775 675 400 22.00
H(I:PaI lofnu aseb lon 6e consumer pglci md e’; 07022015 875 7.75 675 400 21.50
(CPD fell to below 6 per cent much ahead o 04-03-2015 850 7.50 650  4.00 21.50
the January 291 6 targgt. The RBI reduced the 02-06-2015 825 725 625 400 2150
statutory liquidity ratio by 0.50 per cent to 29-09-2015 775 675 575  4.00 21.50
21.50 per cent in February 2015 and further
Source : RBI.

eased the policy repo rate during the year to
6.75 per cent, in all making a substantial cut
of 125 basis points (bps) between January

Notes: *: Bank Rate was aligned to MSF rate with effect
from February 13, 2012. NDTL is net demand and time
liabilities.



50

Economic Survey 2015-16

Table 3.2: Year-on-Year Change in Monetary Aggregates as on December of Each Year (per cent)

2015 2014 2013 2012 2011 2010
1. Currency in circulation 13.0 9.6 11.1 12.0 12.4 18.2
2.Cash with banks 11.0 15.6 8.3 17.3 12.8 31.5
3. Currency with the public 13.0 9.3 11.2 11.8 12.4 17.7
4. Bankers’ deposits with the RBI 17.9 7.4 9.0 -15.3 12.1 353
5. Demand deposits 11.9 10.4 7.4 0.1 -0.1 22.4
6. Time deposits 10.6 10.9 16.3 12.6 19.2 18.4
7. Reserve money (MO0) (1+4) 14.3 9.4 10.7 4.6 12.2 22.1
8. Narrow money(M1)(3+5) 12.8 10.0 9.8 6.8 6.7 19.6
9.. Broad money (M3) (6+8) 11.0 10.7 14.8 11.2 16.0 18.7

Source: RBI.

2015 and September 2015 (Table 3.1). In the
bank’s latest monetary policy review held on
2 February 2016, the policy repo rate remains
unchanged.

3.3 The easing of the policy repo rate has
been accompanied by a pick-up in the growth
rates of reserve money (MO) and narrow
money (M1) in 2015.The growth in MO has
been higher owing to pickup in growth of
currency in circulation and in bankers' deposit
with the RBI, while the increase in M1 has
been due to a higher rate of growth in demand
deposits with banks. In terms of sources of
reserve money, net foreign exchange assets
(NFA) have been a major determinant of the
growth, modulated by net domestic assets.
There was a seasonal pick-up in MO growth to
above the 14 per cent mark to accommodate
the festive demand at end-December 2015;
it has since moderated to a 12 per cent level.

However, the growth of broad money (M3)
has not picked up (Table 3.2).

34 The year-on-year growth in time
deposits fell to 10.6 per cent in December
2015. The real rate of interest on deposits
turned positive in late 2013 after inflation
dropped to below 9 per cent but time deposits
have not picked up, partly because households
savings are channelized to other avenues
like gold and real estate. The slowdown in
time deposits has been slowing the growth
of bank credit as time deposits remain the
most important source of bank funding. Time
deposits are cheaper relative to other sources
of funding and allow banks to afford higher
interest rate spreads (Figure 3.1).

LiQuipiTy MANAGEMENT

3.5 Liquidity conditions were generally tight
during the first quarter (Q1) of 2015-16,
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Figure 3. 2: Liquidity Injection and Exchange Rate
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Source: RBI.

mainly due to slow government spending
in the begining of the year. In the second
quarter (Q2) of financial year (FY) 2015-
16, however, liquidity conditions eased
significantly as public expenditure picked up
and deposits exceeded credit substantially.
In the third quarter (Q3) of FY 2015-16,
liquidity conditions tightened mainly due
to the festive season currency demand. The
RBI anchored its policy rate to achieve the
domestic inflation target consistent with
growth. The value of rupee also remained
comparatively stable during this period.
Figure 3.2 illustrates the value of rupee post
the US Federal Reserve (Fed) rate hike of 17
December 2015. Average borrowing by banks
have increased significantly in the immediate
aftermath of the Fed rate hike compared to the
pre-hike scenario, resulting in appreciation
of the rupee. However, subsequent to easing
of the liquidity conditions, the rupee started
depreciating.

3.6 Consistent with the accommodative
monetary policy stance since January 2015,
the RBI has been actively managing monetary
policy tools to ensure adequate liquidity in the
system and accordingly the weighted average

call rate (WACR),or the operating target of
monetary policy, remained closely aligned
to the policy repo rate. The RBI conducted
variable rate repo and reverse repo (overnight
and term) auctions in order to address the
day-to-day liquidity requirements arising out
of frictional factors, besides regular liquidity
operations. The WACR declined by130 bps
in response to the 125 bps cut in repo rate
by the RBI since January 2015, pointing
to perfect transmission at the first leg of
the term structure. However, post the 29
September 2015 rate cut, call rate remained
above repo rate for some time, implying
tightening of liquidity conditions. Other
short-term money market rates, in particular
market repos and call money, also co-varied
with the WACR. The revised liquidity
management framework put in place by the
RBI since 5 September 2014 has helped in
containing volatility in the WACR. Under the
new framework, the RBI used variable rate
repo/ reserve repo auctions of varying tenors
as well as outright open market operations,
apart from the normal liquidity operations
under the liquidity adjustment facility (LAF)
to manage liquidity (Figure 3.3).
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BaNk CREDIT

3.7 Bank credit is an important indicator of
economic activity. The high growth observed
in the 2003-08 period was accompanied by
a surge in monetary aggregates and credit
growth, which usually exceeded the 20 per
cent mark year on year. After being impacted
sharply by the global financial crisis and the
fiscal stimuli over the period 2008-10, credit
growth remained at around the 15 per cent
mark till February 2014. Subsequently, it has
slowed down (Figure 3.4).

3.8 During the current financial year also,
year-on-year growth in gross bank credit
outstanding has remained around 10 per cent.
The sluggish growth can be attributed to
several factors: (a) incomplete transmission
of the monetary policy as banks have not
passed on the entire benefit to borrowers;
(b) unwillingness of banks to lend credit
on account of rising non-performing assets
(NPA); (c) worsening of corporate balance
sheets, forcing them to put their investment
decisions on hold; (d) more attractive interest
rates for borrowers in the bond market.
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Figure 3.5: Sector-specific growth of NFC
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3.9 The trend in deployment of gross bank
non-food credit by major sectors shows that
credit off take by the industry sector has been
slowing. The deployment of gross bank credit
to industry grew at 5.3 per cent year on year
in December 2015. Gross bank credit to the
services sector had been increasing at sub 7
per cent for the period May-November 2015.
However, it picked up in December 2015 with
an increase of 9.2 per cent. The agriculture
sector too saw a downturn from November
2014. It was only the personal loans segment
which could benefit from the repo rate cut and
it showed an accelerating growth rate from

January 2015. For the month of December
2015, it posted a healthy growth rate of 16.1
per cent (Figure 3.5).

An Analysis of Annual Variation in Non-
Food Credit

3.10 Figure 3.6 shows the annual credit
outstanding variation of non-food bank
credits (NFC) since 2011.A careful look at the
sector-wise break up (Figure 3.6) shows that,
as compared to earlier years, the NFC issued
in 2015 is indicative of the shift in sectoral
share of credit off take; in particular, the
share of personal loans has increased to 34.2

Figure 3.6: Sectoral Deployment of Non-Food Bank Credit
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Box 3.1: Credit Impulse on the Rise

The concept of credit impulse was first introduced by Deutsche Bank economist Michael Biggs, in November
2008. The concept emphasizes that spending is a flow and as such it should be compared with net new lending,
a flow, rather than credit outstanding, which is a stock. Credit impulse is measured as the change in new credit
issued as a percentage of the gross domestic product (GDP). The studies, analysing credit flow data since 2008
covering several countries, have shown that investment growth is very closely correlated with credit impulse.
Studies also show that credit impulse, in comparison with other credit variables, is better able to predict recoveries
from a recession.

Figure 1 depicts the rate of credit impulse and investment in India post liberalization. The annual variation in
gross bank credit outstanding has been used as a proxy for new lending. The figure 1 shows that both these
variables have been moving in tandem, sharing similar troughs and peaks. The sharp increases in the credit
impulse rate in the post-reform phase of the early 1990s, the peak economic growth phase of 2003-04 to 2007-08
and the credit boom of 2009-10 have been matched by high rates of investment.

Figure 1: Credit Impulse and real investment Growth
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== Credit Impulse Real Investment Growth (RHS)

Credit impulse has shown a consistent rise since March 2015 and this is also reflected in the real investment
growth rate. Given that there is a strong correlation between credit impulse and investment growth, the rise
in credit impulse may help push the growth of real investment in the near future, though this may not be a
conclusive indicator as several other factors also affect investment.

Figure 2: Credit Impulse and Growth of Investment
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per cent in 2015 as compared to 15.3 per cent
in 2011. Thus, consumption expenditure has
been the key driver of the economy during the
current financial year. However, it is a cause
for concern that the share of industry has
come down significantly from 53 per cent in
2011 to just 25 per cent in 2015. The decline
reflects the muted market sentiments leading
to slowdown in private investment demand
and industrial growth, poor earnings growth
of the corporate sector, and risk aversion on
the part of banks in the background of rising
gross NPAs.

3.11 Sub-sector-wise deployment of non-
food credit shows that in the year 2015,
% 1.36 lakh crore was issued as new loans
(as measured by annual variation in credit
outstanding)to the industry sector, of which
two sub-sectors, namely power and iron and
steel, alone accounted for 58 per cent. The
share of iron and steel jumped from just 9 per
cent in 2014 to 19 per cent in 2015 whereas
the share of the power sector increased from
29 per cent in 2013 to 39 per cent this year.

Comparative Credit Flow Trend in BRICS
Economies

3.12 A comparative analysis of real credit
flows among the BRICS (Brazil, Russia,
India, China and South Africa) economies
shows that bank credit growth has remained
subdued in all but China. Credit flows
declined to below 10 per cent in India, South
Africa and Brazil. In the case of Russia, credit
flow has seen a sharper decline (Figure 3.7).

Interest Rates of Scheduled Commercial
Banks Excluding Regional Rural Banks

3.13 In response to the reduction in the
policy repo rate by 125 bps since January
2015, scheduled commercial banks (SCB)
reduced their median-term deposit rate by 72
bps and median base rate by 60 bps up to 15
December 2015 (Table 3.3). The weighted
average lending rate (WALR) on fresh rupee
loans sanctioned by banks declined by 60
bps, while that on outstanding rupee loans
fell by 53 bps, during January-October 2015.
The RBI in its Financial Stability Report of
September 2015 has pointed out that full

Figure 3.7: Comparative Year-on-Year Growth of Real Bank Credit
Outstanding
25 -
20
15
£
310 -
5
W
5 _\
0 T T \_
5
3 - = 2
=== (China e==India Brazil e==Russia e==——SA

Source: Bank of International Settlements and International Monetary Fund (IMF).



56 Economic Survey 2015-16

pass-through has not happened owing to
structural rigidities in the credit market. The
key reasons for structural rigidities are: (a)
mobilization of deposits at fixed rates with
only about 20 per cent of term deposits getting
re-priced during a year; (b) competition from
small savings schemes where the interest
rates are revised with considerable lags; (c)
savings deposit rates of public sector banks
remaining unchanged at 4 per cent despite
deregulation in October 2011; and (d) base
rate of banks being mostly determined on the
basis of average cost rather than marginal
cost.

Performance of SCBs

3.14 The performance of SCBs during
2015-16 remained subdued. The slowdown
in growth in the balance sheets of banks
witnessed since 2011-12 continued in 2015-
16. The moderation in the growth of assets of

SCBs can mainly be attributed to tepid growth
(below 10 per cent) in loans and advances.
Growth in investments also slowed down
marginally. The decline in credit growth
reflected the slowdown in industrial credit
off take, poor earnings growth reported by
the corporate sector and risk aversion on the
part of banks owing to rising NPAs. Further,
with the availability of alternative sources,
corporate sector companies also switched
part of their financing needs to other sources
such as external commercial borrowings
(ECB), corporate bonds and commercial
papers.

3.15 During 2014-15, the capital to risk-
weighted assets ratio (CRAR) of SCBs
remained well above the stipulated minimum
of 9.0 per cent. However, the CRAR of
SCBs declined to 12.7 per cent from 13.0 per
cent between March and September 2015.

Table 3.3: Deposit and Lending Rates of SCBs (Excluding RRBs)(per cent)

Items Average Interest Rates Variation
(%ge points)
Dec-14 Mar-15 Jun-15 Sep-15 Dec 15, 2015 Since end-
Dec 2014
A. Domestic deposit rates of 7.50 7.46 7.25 7.08 6.90 -0.60
SCBs-all maturities
(i) Public Sector Banks 7.56 7.52 7.15 6.93 6.65 -0.91
(ii) Private Sector Banks 7.50 7.48 7.26 6.99 6.81 -0.69
(iii) Foreign Banks 7.45 7.41 7.35 7.34 7.18 -0.27
Median Term Deposit Rate 7.55 7.50 7.22 7.02 6.83 -0.72
B. Base rate of all SCBs 10.14 10.09 9.96 9.89 9.71 -0.43
(1) Public Sector Banks 10.23 10.21 9.98 9.95 9.69 -0.54
(ii) Private Sector Banks 10.63 10.61 10.45 10.38 10.17 -0.46
(iii) Foreign Banks 9.85 9.77 9.72 9.62 9.49 -0.36
Median Base Rate 10.25 10.20 9.95 9.93 9.65 -0.60
C. WALR (Outstanding I Loans) Oct-15
(i) Public Sector Banks 12.05 12.01 11.91 11.67 11.50 -0.55
(ii) Private Sector Banks 12.35 12.25 12.08 11.98 11.85 -0.50
(iii) Foreign Banks 12.01 11.84 11.69 11.57 11.39 -0.62
Scheduled Commercial Banks 12.11 12.06 11.94 11.73 11.58 -0.53
D. WALR (Fresh T Loans)
(i) Public Sector Banks 11.45 11.10 11.08 11.22 11.05 -0.40
(ii) Private Sector Banks 12.09 11.93 11.68 11.30 11.47 -0.62
(iii) Foreign Banks 10.69 10.50 10.33 10.18 9.76 -0.93
Scheduled Commercial Banks 11.57 11.23 11.15 11.13 10.97 -0.60

Source: RBI.

Note: RRBs: regional rural banks; WALR: Weighted Average Lending Rate. Data on WALR is provisional.
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Given the deterioration in asset quality and
gradual implementation of Basel III, banks
will have to improve their capital positions
to meet unforeseen losses in future. The
estimated capital requirement (excluding
internal generated profit) for the next four
years up to FY 2018-19 is likely to be about
%1,80,000 crore. Of this total requirement,
the Government of India proposes to make
70,000 crore available out of budgetary
allocations during the current and succeeding
years. During 2015-16 the government has
so far released a sum 0f 319,950 crore to 13
public sector banks (PSB).

3.16 The asset quality of SCBs have come
under stress in recent times. Gross non-
performing advances (GNPA) of SCBs as a
proportion of gross advances increased to 5.1
per cent from 4.6 per cent between March
and September 2015. Restructured standard
advances as a proportion of gross advances
declined to 6.2 per cent from 6.4 per cent in
the same period, while the stressed advances
to total gross advances ratio increased to 11.3
per cent from 11.1 per cent. PSBs had the
highest level of stressed assets (gross plus
restructured assets) at 14.0 per cent of the
total, followed by private sector banks (PVB)
at 4.6 per cent and foreign banks (FB) at 3.4
per cent at end-September 2015. The net non-
performing advances (NNPA) as a proportion
of total net advances for all SCBs increased
to 2.8 per cent from 2.5 per cent during the
period from March 2015 to September 2015.
At the bank group level, the NNPA ratio of
PSBs increased from 3.2 per cent to 3.6 per
cent, whereas, in the case of PVBs and FBs,
it remained unchanged at 0.9 per cent and 0.5
per cent respectively during the same period.

3.17 The contribution of five sub-sectors,
namely mining, iron and steel, textiles,
infrastructure and aviation (which together
accounted for 24.2 per cent of the total
advances of SCBs as of June 2015) to the total
stressed advances was 53.0 per cent. Stressed
advances in the aviation sector increased to

61.0 per cent in June 2015 from 58.9 per
cent in March 2015, while stressed advances
of the infrastructure sector increased to 24.0
per cent from 22.9 per cent during the same
period. The performance of these sectors and
their impact on the asset quality of banks
continue to be a cause for concern.

Financial Inclusion

3.18 The number of new basic savings bank
depositaccounts (BSBDAs)rose considerably
during the year on account of the government’s
initiative under the Pradhan Mantri Jan Dhan
Yojana (PMJDY). BSBDAs reached 441
million for the period ended September 2015
as against 398 million for the year ended
March 2015. The total number of banking
outlets went up from 553,713 as at end-March
2015 to 567,530 (517,328 branchless modes
and 50,202 branches)as at end-September
2015. Business Correspondent—Information
and Communication Technology (BC-ICT)
transactions in BSBDAs showed steady
progress with 359 million transactions during
the April-September 2015 period, as against
477 million recorded for the year ended
March 2015.

3.19 Brick-and-mortar branches are an
integral component of financial inclusion and
for increasing banking penetration. Hence,
State Level Bankers Committee convenor
banks have been advised in December 2015
to identify villages with population more than
5000 without an SCB branch. The opening of
bank branches under a roadmap is scheduled
to be completed by 31 March 2017. Box 3.2
discusses the Pradhan Mantri Mudra Yojana
(PMMY), an initiative for providing finance
to informal sector micro enterprises launched
on 8 April 2015.

NoN-BANKING FINANCIAL COMPANIES

3.20 Based on their liability structure,
non-banking finance companies(NBFC)
are classified into two broad categories: (a)
deposit-taking NBFCs (NBFC-D), and (b)



58 Economic Survey 2015-16

Box 3.2: Pradhan Mantri Mudra Yojana

In pursuance of the announcement in the Union Budget 2015-16 of the setting up of a Micro Units Development
Refinance Agency (MUDRA) to refinance last mile financers, the Pradhan Mantri Mudra Yojana (PMMY) has
been launched on 8 April 2015. MUDRA seeks to offer refinance products having a loan requirement up to
%10 lakh and support to micro finance institutions (MFI) by way of refinance. The products designed under the
PMMY are categorized into three buckets of finance named Shishu (loan up to 50,000 ), Kishor (350,000 to I5
lakh) and Tarun (5 lakh to 10 lakh) based on the stage of growth/development of the micro business units, with
about 60 per cent of the allocation to Shishu. The PMMY aims to provide formal bank credit to the more than
5.7 crore existing informal sector micro enterprises and many more aspiring micro entrepreneurs in the country.
The total amount disbursed under the PMMY up to mid-January 2016 stood at ¥84,672.36 crore, of which
$38,057.33 has been disbursed under Shishu, ¥28,359.87 under Kishor and ¥18,255.16 under Tarun. In all 2.19
crore borrowers have benefited so far, of which 1.62 crore are women, 77.12 lakh are new entrepreneurs and 1.10

crore belong to the scheduled caste/scheduled tribe/other backward classes category.

non-deposit taking NBFCs (NBFC-ND). As
of 30 September 2015, there were 11,781
NBFCs registered with the RBI, out of which
212 were NBFCs-D and 11,569 were NBFCs-
ND. NBFCs accounted for 14.8 per cent of
SCB assets and 0.3 per cent of SCBs deposit
as on 31 March 2015.

3.21 Asatend-March 2015, the consolidated
balance sheet of NBFCs-D expanded
marginally by 2.1 per cent, year-on-year.
On the liability side, borrowing from banks,
which is the major source of funds, increased
by 5.8 per cent. Notwithstanding the fact that
the number of NBFCs-D declined during the
year, the deposits mobilized by them increased
by 5.8 per cent. On the asset side, loans and
advances of NBFCs-D, which constituted
close to three-fourths of their assets, increased
marginally by 1 per cent at end-March 2015.
The assets of systemically important non-
deposit-taking NBFCs (NBFCs-ND-SI)
expanded significantly by 15.9 per cent as at
end-March 2015. Loans and advances, which
formed the major part of their assets, grew
by 15.5 per cent. Borrowing of NBFCs-ND-
SI, which constituted more than two-thirds
of their total liabilities, increased by 17.4
per cent as at end-March 2015. The NBFCs-
ND-SI raised resources mainly by floating
debentures, followed by borrowing from
banks, commercial paper and inter-corporate
borrowing.

DEVELOPMENTS IN THE (GOVERNMENT
SECURITIES MARKET

3.22 Ten-year government bonds reflect the
long end of the yield curve and are also proxy
for assessing the credit risk of the sovereign.
The yields on government securities were
affected by a number of factors in the
current financial year. The benchmark 10-
year yield started the year at 7.78 per cent,
reached its highest level of 7.99 per cent on
12 May 2015, before falling to a two-year
low of 7.48 per cent after a 50 bps rate cut
by the RBI on 29 September 2015(Figure
3.8). The hardening bias on yields till early
May 2015 was primarily on account of an
increase in crude prices from their multi-
year low level in mid-March 2015, a global
rise in government bond yields including in
advanced countries, turbulence witnessed by
global financial markets and a depreciating
rupee. It saw a return to some stability post
the announcement of a new 10-year paper
on 19 May 2015 and continued positive
developments on the inflation front. The
market witnessed another round of volatility
in August 2015, caused by developments in
China. The new ten-year benchmark paper
breached the 7.91 per cent level towards
August end. Subsequently, the RBI’s policy
repo rate cut by 50 bps on 29 September
2015 and announcement of a medium-term
framework (MTF) for staggered increase
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Figure 3.8: Yield on 10-year Government Bond
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of foreign portfolio investment (FPI) limits
in debt securities increased buoyancy in the
market. However, the market continued to
lose some of its gains after mid-October,
owing to fresh concerns on global cues, as
well as some domestic concerns.

DEVELOPMENTS IN THE CAPITAL MARKET
Primary Market

3.23 In2015-16 (April-December), resource
mobilization through the public and right
issues has surged rapidly as compared to the
last financial year. During 2015-16 (April-
December), 71 companies have accessed
the capital market and raised ¥51,311 crore,
compared to 11,581 crore raised through
61 issues during the corresponding period of

2014-15.

3.24 The small and medium enterprises
(SME) platform of the stock exchange
is intended for small and medium sized
companies with high growth potential, whose
post issue paid-up capital is less than or
equal to X 25 crore. During 2015-16 (April-
December), 32 companies were listed on
the SME platform, raising a total amount of
%278 crore as compared to 3229 crore raised
through 28 issues in the corresponding period
of 2014-15.

3.25 Resources mobilized by mutual
funds during April-December 2015 also

increased substantially to ¥1,61,696 crore
from <87,942crore mobilized during the
same period of the previous year. Table 3.4
provides a picture of resource mobilization in
the primary market.

Table 3.4: Resource Mobilization in the

Primary Market R crore)
2013-14 2014-15 2014-15 2015-16
April-December

Debt 42383 9713 7348 30421
Equity 13269 9789 4233 20890
of which 1236 3039 1420 12259
IPOs

Private 276054 404137 269245 341420
placement

of corporate

bonds

Source : Securities and Exchange Board of India (SEBI).
Note: 1PO stands for initial public offering.

Secondary Market

3.26 During 2015-16 so far, the Indian
securities market has remained subdued
(Figure 3.9). The Bombay Stock Exchange
(BSE) Sensex declined by 8.5 per cent (up
to 5 January 2016) over end-March 2015,
mainly on account of turmoil in global equity
markets in August 2015 following slowdown
in China and its currency devaluation and
slump in stocks. On 4 January 2016, weak
Chinese manufacturing data again led to
a global sell-off which caused the BSE
Sensex also to decline by 538 points (2.1
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Figure 3.9: Movement in BSE Sensex and Nifty 50
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per cent). The downward trend in the Indian (GST) Bill, uncertainty over interest rate hike
stock market was also guided by mixed by US Fed and selling by FPIs. However,
corporate earnings for QI and Q2 of 2015- the Indian equity market has been relatively
16, FPIs’ concern over minimum alternative resilient during this period compared to the

tax (MAT), weakening of the rupee against other major EMEs. The Indian stock market
the US dollar, investor concern over delay withstood the US Fed increase in interest
in passage of the Goods and Services Tax rates in December 2015.

Box 3.3: New Gold Investment Schemes

Government had launched Sovereign Gold Bonds and Gold Monetisation Schemes on 5th November, 2015. The
main objectives of the schemes are to reduce the demand for physical gold and shift a part of the gold imported
every year for investment purposes into financial savings.

Sovereign Gold Bonds: These are issued by RBI on behalf of the Government of India in rupees and denominated
in grams of gold and restricted for sale to the resident Indian entities only both in demat and paper form. The
minimum and maximum investment limits are two grams and 500 grams of gold per person per fiscal year
respectively. The rate of interest for the year 2015-16 is 2.75 per cent per annum, payable on a half yearly basis.
The tenor of the Bond is for a period of 8 years with exit option from 5th year onwards. KYC norms are the
same as that for gold. Exemption from capital gains tax is also available. Redemption is made in the rupee value
equivalent to the price of gold at the time of maturity. In the first two tranche of SGB total subscription of 3788
kilograms of gold amounting to I 993 crore were received from about 3.90 lakh applications.

Gold Monetisation Scheme: Bureau of Indian Standards (BIS) certified Collection, Purity Testing Centres
(CPTC) collect the gold from the customer on behalf of the banks. The minimum quantity of gold (bullion or
jewellery) which can be deposited is 30 grams and there is no limit for maximum deposit. Gold Saving Account
can be opened with any of the designated bank and denomination in grams of gold for short-term period of
1-3 years, a medium-term period of 5-7 years and a long-term period of 12-15 years .The CPTCs transfer the
gold to the refiners. The banks will have a tripartite / Bipartite Legal Agreement with refiners and CPTCs. For
the year 2015-16 interest rates has been fixed as 2.25 percent and 2.5 percent for the medium and long term
respectively. Redemption is made in cash/gold for short term and in cash for medium and long term deposits.
Tax exemption are same as those available under GDS 1999.The difference between the current borrowing cost
for the Government and the interest rate paid by the Government under the medium/long term deposit shall
be credited to the Gold Reserve Fund. As of 2 February 2016, a total of 1030.2 kilo grams of gold have been
mobilized through the scheme
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Figure 3.10: Net FII Investment (in Rs. crore)
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3.27 The net investment by FPIs/ foreign
institutional investor (FII) in Indian markets
has been to the tune of T 63,663 crore in 2015
as compared to 32,56,213 crore in 2014.Net
FII investment from 2011 to 2015 is shown
in Figure 3.10.

3.28 With the objective of putting in place
a more predictable regime for investment
by FPIs, the MTF for FPI limits in debt
securities has been laid out. The limits for FPI
investment in debt securities will henceforth
be announced/fixed in rupee terms. The limits
for FPI investment in central government
securities will be increased in phases to 5 per
cent of the outstanding stock by March 2018.
In aggregate terms, this is expected to open
up room for additional investment of I1200
billion in central government securities
(G-sec) by March 2018 over and above the
existing limit of 1,535 billion. The existing
requirement of a minimum residual maturity
of three years for investments being made in
G-sec will continue to apply to all categories
of FPIs. Aggregate FPI investments in any
central government security would be capped
at 20 per cent of the outstanding stock of the
security.

3.29 Inorder to facilitate rupee-denominated
borrowing from overseas, the government
decided to put in place a framework for
issuance of rupee-denominated bonds
overseas within the overarching ECB policy.
The minimum maturity period of these
bonds will be five years and the all-in-cost
of such borrowings should be commensurate
with prevailing market conditions. No end-
use restrictions are envisaged except for a
negative list which includes investment in
real estate and capital markets. Withholding
tax of 5 per cent will be applicable on interest
income from these bonds, but the capital
gains arising in case of appreciation of the
rupee will be exempted from tax.

3.30 The RBI in consultation with the
Ministry of Finance has put in place a revised
ECB framework from 2 December 2015. The
new ECB framework is more attuned to the
current economic and business environment
and is also more simplified and streamlined.
From a regulatory perspective, three main
clear-cut categories/buckets have been
created which include medium-term foreign
currency-denominated ECB, long-term
foreign currency-denominated ECB (with
minimum average maturity of 10 years) and
Indian rupee-denominated ECB. The new
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Box 3.4: Reforms in the Financial Sector

During 2015, the government has initiated a number of reform measures in the financial sector. The Forwards
Markets Commission (FMC) has been merged with the Securities and Exchange Board of India (SEBI) with effect
from 28 September 2015 to achieve convergence of the regulation of the securities and commodity derivatives
markets and increase the economies of scope and scale for exchanges, financial firms and other stakeholders.
A Monetary Policy Agreement has been signed between the government and the RBI in February 2015. Going
forward, the government intends to deepen such reforms including amendment of the RBI Act for providing
a statutory Monetary Policy Framework and Monetary Policy Committee, strengthening and upgrading the
Securities Appellate Tribunal to the Financial Sector Appellate Tribunal and creation of a Resolution Corporation
to enable faster dispersal of deposit insurance as well as orderly resolution of financial service providing
companies.

As announced in the budget speech of the Finance Minister in 2014-15, for providing an entrepreneur-friendly
legal bankruptcy framework for India, the Insolvency and Bankruptcy Code 2015 has been introduced in the
Parliament on 21 December 2015. The bill seeks to consolidate and amend the laws relating to reorganization
and insolvency resolution of corporate persons, partnership firms and individuals in a time-bound manner for
maximization of the value of assets of such persons, to promote entrepreneurship and availability of credit, to
balance the interests of all the stakeholders including alteration in the order of priority of payment of government
dues and to establish an Insolvency and Bankruptcy Fund, and for matters connected therewith or incidental
thereto.

Financial Stability and Development Council

With a view to strengthening and institutionalizing the mechanism for maintaining financial stability, enhancing
inter-regulatory coordination and promoting financial sector development, the Financial Stability and
Development Council (FSDC) under the chairmanship of union Finance Minister was set up by the government
as the apex-level forum in December 2010. The council maintains macro prudential supervision of the economy,
including functioning of large financial conglomerates, and addresses inter-regulatory coordination and financial
sector development issues, including those relating to financial literacy and financial inclusion. During 2015-16,
the Council held three meetings up to January 2016. The meetings assessed issues related to macroeconomic
financial stability and discussed important matters such as corporate bond market development, building effective
deterrence in bank frauds, NPAs of banks, corporate sector balance sheet stress, report of activities under the
Financial Stability Board (FSB) and Financial Action Task Force (FATF) and follow up on the recommendations
of the special investigation team (SIT) on black money.

The FSDC sub-committee set up under the chairmanship of the Governor of the RBI held two meetings in
2015-16.The meetings discussed global and domestic factors impinging on financial stability, the Financial
Stability Report, standards and protocol for setting up account aggregation for financial assets, allowing
insurance companies and mutual funds as protection sellers in credit default swaps (CDS), corporate bond market
development, etc.

framework has an expanded list of recognized
lenders comprising overseas regulated
financial institutions, sovereign wealth funds,
pension funds, insurance companies, etc. and
has an exhaustive list of permissible end-
users with only a small negative list for long-

in 2014-15. During this period, life insurance
premium registered a growth of 4.4 per cent
whereas the general insurance business grew
by 9 per cent.

3.32 Insurance penetration, which is
premium volume as a ratio of GDP, was

term foreign currency-denominated ECB and
INR-denominated ECB.

INSURANCE SECTOR

3.31 The total insurance premium generated
by the insurance sector increased from
33,94,235 crore in 2013-14to34,15,252 crore

2.71 per cent in 2001 and 3.3 per cent in
2014. Insurance density, which is measured
as the ratio of premium to population (per
capita premium), increased from US$11.5 in
2001 to US$55 in 2014. Globally, insurance
penetration and density were 3.4 per cent and
US$368 respectively for the life segment
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Box 3.5: New Insurance and Pension Schemes

Three schemes were launched in 2015 in the insurance and pension sectors for creating a universal social security
system for all Indians, especially the poor and underprivileged. These were the Pradhan Mantri Suraksha Bima
Yojana (PMSBY), the Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY) and the Atal Pension Yojana (APY)
and they were launched on a pan-India basis on 9 May 2015. The salient features of the three schemes are as
follows:

1.

The PMSBY offers a renewable one-year accidental-death-cum-disability cover to all subscribing bank
account holders in the age group of 18 to 70 years for a premium of 12 per annum per subscriber. The risk
coverage available will be ¥ two lakh for accidental death and permanent total disability and I one lakh
for permanent partial disability, for a one-year period stretching from 1 June to 31 May. As on 1 January
2016, cumulative gross enrolment by banks under the PMSBY is over 9.28 crore. Over 2200 claims were
registered under this scheme, out of which more than 1200 have been paid so far.

The PMJJBY offers a renewable one-year term life cover of ¥ two lakh to all subscribing bank account
holders in the age group of 18 to 50 years. As on 1 January 2016, cumulative gross enrolment by banks
under the PMJJBY is over 2.93 crore. Over 11,600 claims were registered under the PMJJIBY, out of which
more than 9300 have been settled.

The APY was launched in May 2015 and it provides a defined pension, depending on the contribution and its
period. The subscribers to the APY will receive a minimum pension of ¥ 1000, 2000, 3000, 4000 or 5000 per
month, from the age of 60 years, depending on their contributions, which are themselves based on the age of
joining the scheme. The scheme is open to all bank account holders. The central government co-contributes
50 per cent of the total contribution subject to a maximum of I 1000 per annum, to each eligible subscriber’s
account, for a period of five years, i.e. from FY 2015-16 to FY 2019-20, who joined the APY between 1
June 2015 and 31March 2016 and who is not a member of any statutory social security scheme and is not an

income tax payer.

in 2014 and 2.7 per cent and US$294
respectively for the non-life segment.

3.33 An analysis of the claims-position for
the life insurance sector during the period 1
April 2014 to 31 March 2015 indicates an
increase in settlement ratio to 96.97 per cent
from 96.75 per cent in the previous year for
individual claims and a decrease to 96.15 per
cent from 96.22 per cent in the previous year
for group claims. The repudiation ratio during
the same period has been 2.08 per cent and
0.76 per cent for individual claims and group
claims respectively. Box 3.5 lists the new
insurance and pension schemes launched by
the government.

PENSION SECTOR

3.34 The National Pension System (NPS) is
a defined contribution-based pension scheme
launched by the Government of India with
the objectives of providing old age income,

market-based returns over the long run and
extending old age income security coverage
to all citizens. The efforts of the government
are to widen the reach of the scheme beyond
employees who are within the government
fold.

3.35 Till 31December 2015, atotal of 112.82
lakh members/ subscribers, inclusive of the
APY, have been enrolled under the NPS.
Assets under management (AUM), which
includes returns on the corpus under the
NPS, have witnessed an increase of 33 per
cent from ¥80,855 crore on 31 March 2015 to
%1, 07,802 crore on 31 December 2015. The
APY has a total of about 18 lakh subscribers
and a corpus 0f X262 crore as on 31 December
2015. As on 31 December, 2015, 351 banks
are registered as APY service providers which
include PSBs, PVBs, FBs, and RRBs, district
commercial banks, SCBs, urban commercial
banks and the Department of Post.



External Sector

A pick-up in growth in some large advanced economies, along with lower global
commodity prices and relative financial stability amidst periodic turbulence,
marked the external sector environment in 2015-16. The muted global growth
recovery and outlook owed largely to a decline in emerging economies for the
fifth consecutive year and particularly to rebalancing in the Chinese economy.
Reflecting the weak global demand and trends, Indias exports have been
declining since December 2014. With imports falling in level due to lower global
commodity prices, merchandise trade deficit continued at moderate levels in
2015-16 and, net surplus in the invisibles account remaining on an even keel,
current account deficit was at 1.4 per cent of gross domestic product in April-
September 2015.While the periodic global financial market turbulences led
to some outflows under portfolio investment, the other capital/financial flows
remained by and large supportive, leading to net reserve accretion of US$10.6
billion in the first half of this fiscal. The rupee remained resilient in the recent

CHAPTER

turmoil, testifying to a strong macroeconomic outlook for the country.

GLoBAL EconomMic ENVIRONMENT

4.2 One important positive outcome in
2015 was the modest pick-up in growth in
some of the advanced economies. It might
be recalled that after falling in 2009 due
to the 2008 global financial crisis, growth
in emerging and developing economies
rebounded in 2010 and 2011. While advanced
economies also exhibited a recovery in 2010
thanks to the large stimuli, global growth
continued to be tepid relative to the average
of the decade ending 2006, largely on account
of the slowdown in advanced economies.
Spillover effects of the crisis may have been
large, prolonged and bi-directional, given
that the global integration is far greater than
in the prior decade. This has made the task of
projecting global economic outlook arduous.

This uncertainty has led to the International
Monetary Fund (IMF) revising the global
growth outlook in its World Economic
Outlook (WEO) four times a year since 2009.

4.3 In its latest WEO Update, published
on 19 January 2016, the IMF has projected
growth in the global economy to go up
from 3.1 per cent in 2015 to 3.4 per cent in
2016 and further to 3.6 per cent in 2017,
slightly lower than the projection published
in October 2015. Growth in advanced
economies is revised by 0.2 percentage
points in 2016 to 2.1 per cent, to continue
through 2017. Growth in the US is expected
to remain resilient owing to strengthening of
the housing and labour markets. Growth in
the euro area, is expected to increase due to
stronger private consumption supported by



lower oil prices and easy financial conditions
is expected to outweigh the weakening in net
exports. Growth in Japan is also expected
to consolidate in 2016, on the back of fiscal
support, lower oil prices, accommodative
financial conditions, and rising incomes.

4.4 Overall global economic activity
remained subdued in 2015, as growth in
emerging market and developing economies
(EMDE) declined for the fifth consecutive
year and recovery in advanced economies
was modest. This is also attributable to the
changing composition of the global economy
and relative point contributions to global
growth. The fall in the contribution of the
EMDEs is not being made good by the
advanced economies. A recent feature is that
the Chinese economy is gradually slowing
down and is transitioning from investment
demand to consumption demand and from
manufacturing to services. The concern over
the spillovers of subdued global growth to
other economies through trade channels
and weaker commodity prices is manifest
in diminishing confidence and increasing
volatility in financial markets. In addition, a
dual monetary policy--a gradual tightening in
monetary policy in the US in the backdrop of
its resilient recovery and easy monetary policy
in several other major advanced economies-
-has led to continued uncertainties and poses
challenges for the year ahead. In the case of
EMDEs, growth remained subdued at 4 per
cent in 2015, but is projected to increase
to 4.3 per cent in 2016 and 4.7 per cent in
2017. The slowdown and rebalancing of the
Chinese economy, lower commodity prices,
and strains in some large emerging market
economies will continue to weigh on growth
prospects in 2016—17. Assessments indicate
that mixed inflation developments in EMDEs
reflect the conflicting implications of weak
domestic demand and lower commodity
prices versus marked currency depreciations
over the past year.
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4.5 The 19 January WEO Update also
indicated that India and the rest of emerging
Asia are bright spots, albeit with some
countries facing strong headwinds from
China’s economic rebalancing and global
manufacturing weakness. The IMF’s growth
forecast for India is 7.5 per cent in 2016 and
2017 and this surpasses the projection of 6.3
per cent and 6.0 per cent respectively for
China. The level of global economic activity
has a significant and direct bearing on the
growth prospects of the emerging economies
through trade channels. As per the Update,
world trade volume growth projections have
been placed at 3.4 per cent and 4.1 per cent
respectively for 2016 and 2017--lower by
0.7 percentage points to 0.5 percentage point
respectively from WEO, October 2015. The
World Bank’s Report on Global Economic
Prospects (January 2016) also estimated that
India will grow by a robust 7.8 per cent in
2016 and 7.9 per cent in the following two
years. Compared to other major developing
countries, the report maintained that India
is well positioned to withstand near-term
headwinds and volatility in global financial
markets due to reduced external vulnerabilities,
a strengthening domestic business cycle, and a
supportive policy environment.

InDIA’S MERCHANDISE TRADE

4.6 The rapid and over threefold rise in
India’s merchandise exports from less than
US$100 billion prior to 2005-6 to over
US$300 billion in 2011-12 was composed of
a rather high growth in exports of petroleum,
oil and lubricants (POL) as well as non-POL
exports. Imports grew in the same period at a
faster clip and the levels of merchandise trade
deficit went up particularly precipitously
in 2011-12 and 2012-13. A large part of
the widening owed to global commodity
price rise even in a milieu of tepid global
economic growth. India‘s greater integration
with the world economy was reflected by the
trade openness indicator, merchandise trade
to gross domestic product (GDP), which
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increased from 13.9 per cent in 1991-92, to
27.0 per cent in 2004-5 and further to 41.0
per cent in 2013-14. However, it moderated
to 37.1 per cent in 2014-15 as a result of
subdued exports and imports.

4.7 Since late 2014-15 (December 2014),
India’s merchandise exports have been
declining continuously. Both developed and
developing countries are also witnessing a
fall in exports as a result of subdued economic
conditions and a downward spiral in crude oil
prices. Since the latter half of 2014, there has
been a southward movement in the growth
of exports from India and major countries
of the world and export growth of different
countries moves in tandem with the world
economic situation (Figure 4.1).

Economic Survey 2015-16

4.8 During the current financial year (April-
January), growth in India’s exports declined
year-on-year by 17.6 per cent and they stood
at US$217.7 billion. The decline owed
to sluggish global demand and low global
commodity prices, particularly of petroleum.
A decomposition of the decline indicates that
it is POL exports which contributed to it by as
much as 55.0 per cent and engineering goods
by 24.0 per cent.

4.9 Again in keeping with the global
trend and the slowdown in nominal terms
of domestic economic activity, imports have
declined by 15.5 per cent in the current
financial year (April-January) to US$324.5
billion. Lower levels of POL imports were the
main reason for the decline in total imports

Figure 4.1 Export growth of world and some select countries
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this year so far. POL imports declined by
41.4 per cent to US$ 73.1 billion in 2015-
16 (April-January) as against US$ 124.8
billion in 2014-15 (April-January), as a result
of the steep fall in international crude oil
prices. Correspondingly, non-POL imports
at US$251.4 billion were 3.0 per cent lower
than non-POL imports of US$259.1 billion.
Gold and silver imports increased by 5.1 per
cent to US$32.9 billion in 2015-16 (April-
January) as compared to US$31.3 billion
in the corresponding period of 2014-15.
It may be instructive to note that this level
of gold and silver imports appropriately
indicates the market dynamics as even last
year gold import restrictions were in place
for about six months. During 2015-16
(April-January), trade deficit decreased to
US$106.8 billion as compared to US$119.6
billion in the corresponding period of 2014-
15.

Composition of Trade

4.10 Factor endowments, trade policies,
technology, and movements in global
commodity prices have had a strong bearing
on the composition of India’s trade over
time. The global financial crisis of 2008 in
conjunction with commodity price shocks
significantly affected the composition.
There was a rebound in 2010-11 in terms of
robust global growth, relatively stable global
commodity prices and a pick-up in trade.
A comparison of the current composition
with respect to 2010-11 may, therefore, be
apposite. The top eight export sectors—
petroleum products, gems and jewellery,
textiles, chemicals and related products,
agriculture and allied sector, transport
equipment, base metals and machinery--
continue to dominate India’s export basket,
accounting for nearly 86.4 per cent of total
exports in 2014-15 (as compared to 78.1
per cent in 2010-11). Petroleum, crude and
products occupy top position among the top
eight export sectors with an 18.3 per cent
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share of total exports in 2014-15 (as against
14.6 per cent in 2010-11). The share of gems
and jewellery exports declined from 17 per
cent in 2010-11 to 13.3 per cent in 2014-15
(Table 4.1). The shares of agriculture and
allied exports, chemicals and related products
and transport equipment in total exports have
increased from 7.1 per cent, 8.3 per cent and
6.6 per cent respectively in 2010-11 to 9.7
per cent, 10.2 per cent and 8.6 per cent in
2014-15.

4.11 Overall export growth declined by 1.3
per cent in 2014-15, but this was a mixed bag
of a decline in exports of petroleum products,
gems and jewellery and agriculture and allied
products, which constituted 41.3 per cent of
India’s total exports in 2014-15, as against
growth in exports of transport equipment,
base metals and machinery which exhibited
growth rates of 20.2 per cent, 10.6 per cent
and 12.2 per cent respectively in 2014-15.
Low growth rates of 0.5 per cent and 3.0 per
cent were exhibited by exports of textiles
and chemical and related products. Although
the share of marine products and leather and
leather manufactures is low in India’s total
exports, they registered high growth rates
of 9.8 per cent and 8.3 per cent respectively
in 2014-15. Data available on commodity
wise performance this year (April-December
2015) indicates that the decline in export was
broad-based.

4.12 Similarly imports into India declined
by 0.5 per cent to US$448.0 billion in 2014-
15 as compared to US$450.2 billion in 2013-
14, on account of a fall in POL imports by
16.0 per cent. The decline in POL imports
owed to a fall in international crude oil prices
(Indian basket) from US$105.5 per barrel in
2013-14 to US$ 84.2 per barrel in 2014-15.
Petroleum, crude and products, chemicals
and related products, gold, electronic goods
and machinery accounted for 62.5 per cent
of India’s total imports in 2014-15. Major
items of imports like chemicals and related
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Table 4.1: Sector wise share and growth rate of exports

Share Growth rate
2013-14 2014-15 2014-15 2015-16 2013-14 2014-15 2014-15 2015-16(P)
(Apr-Dec) (Apr-Dec)

Plantation 0.5 0.5 0.5 0.6 -11.7 -1.5 -6.1 34
Agri & allied products 10.5 9.7 9.6 9.2 0.9 -8.5 -4.4 -21.5
Marine products 1.6 1.8 1.8 1.9 44.8 9.8 15.4 -14.8
Ores & minerals 1.1 0.8 0.8 0.7 -2.6 -32.7 -30.1 -22.0
Leather & leather 1.8 2.0 2.0 2.1 17.2 8.3 13.5 -11.3
manufactures
Gems & jewellery 13.2 13.3 13.0 14.6 -3.7 -0.3 1.4 -8.1
Chemicals & related products 9.8 10.2 9.9 12.2 6.5 3.0 5.6 0.3
Plastic & rubber articles 2.2 2.1 2.2 2.5 11.0 -3.6 1.7 -7.1
Base metals 7.1 8.0 7.7 7.3 4.2 10.6 13.8 -22.5
Electronics items 2.4 1.9 1.9 2.1 -5.2 -21.3 -21.7 -9.8
Machinery 5.6 6.3 6.1 7.2 5.8 12.2 15.1 -4.5
Transport equipment 7.0 8.6 8.5 8.1 15.2 20.2 28.4 -21.6
Textiles & allied products 11.8 12.0 11.4 13.6 12.4 0.5 43 -1.7
Petroleum crude & products 20.1 18.3 20.2 12.2 3.8 -10.1 1.1 -50.6
Others 5.3 4.5 4.4 5.8 -0.6 -16.0 -15.6 7.5
Total exports 100.0 100.0 100.0 100.0 4.7 -1.3 3.5 -18.0

Source: Calculated from Directorate General of Commercial Intelligence and Statistics (DGCI&S), Kolkata data.
Note: Growth rate is in US dollar terms: P stands for provisional.

products, electronic goods and gold registered
growth rates of 8.2 per cent, 13.8 per cent
and 19.9 per cent respectively in 2014-15
(Table 4.2). Imports of petroleum crude and
products, transport equipment and pearls,
precious and semi-precious stones witnessed
a decline in growth rates by 16.0 per cent, 5.4
per cent and 5.8 per cent respectively.

4.13 During 2015-16 (April-December),
total imports declined by 15.9 per cent
to US$295.8 billion as against US$351.6
billion in 2014-15 (April-December).
Detailed commodity breakup shows that
imports of electronic goods, agriculture and
allied products and fertilizers registered
growth rates of 11.5 per cent, 6.9 per cent,
and 19.4 per cent respectively. Machinery,
an important item of capital goods import,
registered low growth of 0.8 per cent while
transport equipment imports witnessed
negative growth of 12.6 per cent in 2015-16
(April-December).

Direction of Trade

4.14 The slowdown in terms of global
economic growth and trade volumes was also
manifest in the direction of trade statistics.
The share of advanced economies that were
adversely affected by the global slowdown
in total Indian exports fell significantly. The
shares of Europe (consisting of the EU, the
European Free Trade Association [EFTA]
and other European countries) and America
(consisting of North America and Latin
America) declined from 23.6 per cent and
20.1 per cent respectively in 2004-05 to
18.1 per cent and 19.0 per cent respectively
in 2014-15. The share of the CIS & Baltics,
which was 1.3 per cent in 2004-05, declined
marginally to 1.1 per cent in 2014-15 while
there was marginal increase in the share of
Asia from 47.9 per cent in 2004-05 to 49.6
per cent in 2014-15. The export share of
Africa in India’s total exports increased from
6.7 per cent in 2004-05 to 10.6 per cent in
2014-15.
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Share Growth rate
2013-14 2014-15 2014-15 2015-16 2013-14 2014-15 2014-15 2015-16(P)
(Apr-Dec) (Apr-Dec)
Plantation 0.2 0.2 0.2 0.2 3.5 -3.8 -3.2 -14.8
Agri & allied products 3.0 4.2 4.2 5.4 -19.6 40.9 46.4 6.9
Ores & minerals 5.5 6.0 5.7 53 -5.4 9.4 9.5 -21.0
of which
coal, coke & briquittes, 3.6 4.0 3.7 34 -3.5 8.5 6.4 -21.9
etc.
Gems & jewellery 13.0 13.9 13.6 15.2 -30.3 6.7 3.7 -5.7
of which
Pearls, precious & semi- 53 5.0 5.1 4.9 5.7 -5.8 -2.1 -18.2
precious stones
Gold 6.4 7.7 7.4 9.0 -46.7 19.9 10.7 24
Silver 1.0 1.0 1.0 1.1 129.9 -0.4 -1.7 -1.5
Chemicals & related products 7.9 8.6 8.6 9.9 -4.8 8.2 9.9 -3.4
of which
Fertilizer 1.4 1.7 1.7 2.4 -28.5 18.1 8.1 19.4
Organic chemicals 2.5 2.5 2.6 2.6 9.6 2.5 9.4 -17.1
Plastic & rubber articles 2.8 32 3.2 3.6 2.1 12.2 18.3 -5.3
Base metals 4.8 6.0 5.8 6.5 -19.3 25.4 25.9 -6.7
Electronics items 7.2 8.2 7.9 10.4 -1.5 13.8 12.1 11.5
Machinery 6.9 7.1 6.8 8.1 -12.9 3.0 2.1 0.8
Transport equipment 3.6 34 3.1 32 -8.5 -5.4 -10.4 -12.6
Petroleum crude & products 36.6 30.9 33.1 23.1 0.4 -16.0 -4.6 -41.5
Others 8.5 8.1 7.7 9.0 5.9 -4.9 -2.4 -1.4
Total imports 100.0 100.0 100.0 100.0 -8.3 -0.5 3.7 -15.9

Source : Calculated from DGCI&S data

Note : Growth rate is in US dollar terms: P stands for provisional.

4.15 Exports to America grew by 8.9 per
cent and Africa by 5.2 per cent in 2014-15
over the previous year while exports to some
other destinations declined, for example
Europe (by 3.5 per cent), Asia (by 1.0 per
cent) and the CIS & Baltics (by 2.7 per cent).
During 2015-16 (April-December), on the
other hand, there was a broad-based decline
in exports to all the five regions. In terms
of major countries, India’s exports to the
USA, the UAE and Hong Kong (with shares
of 13.7 per cent, 10.6 per cent and 4.4 per
cent in India’s total exports) increased by
8.4 per cent, 8.2 per cent and 6.8 per cent
respectively in 2014-15. On the contrary,
India’s exports to China (3.8 per cent share),

Saudi Arabia (3.6 per cent share), Singapore
(3.2 per cent share) and the UK (3.0 per cent
share) witnessed negative growth of 19.6 per
cent, 8.7 per cent, 21.6 per cent and 4.8 per
cent respectively in 2014-15. These seven
countries together account for 42.3 per cent
of India’s total exports in 2014-15. During
2015-16 (April-December), all seven major
destinations witnessed negative growth.

4.16 Similarly, India’s import sources have
also undergone change over time. India’s
imports from Europe (share) declined from
23.0 per cent in 2004-05 to 16.5 per cent of
total imports in 2014-15. On the other hand,
the import shares of Africa, America and
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Asia in India’s total imports increased during
the same period. India’s imports from Europe
and Africa increased by 4.1 per cent and 5.5
per cent respectively in 2014-15 over the
previous year, while imports from America
and Asia declined by 2.7 per cent and 3.4 per
cent respectively. Among the top countries
for India’s imports, China with a share of
13.5 per cent in total imports, registered a
positive growth rate of 18.4 per cent in 2014-
15. Imports from Switzerland, Indonesia and
Korea, with shares of 4.9 per cent, 3.4 per
cent and 3.0 per cent also registered positive
growth rates of 14.6 per cent, 1.7 per cent
and 8.5 per cent respectively in 2014-15.
However, India’s imports from Saudi Arabia
(6.3 per cent share), the UAE (5.8 per cent
share) and the USA (4.9 per cent share)
declined by 22.8 per cent, 9.9 per cent and
3.1 per cent respectively in 2014-15. Imports
from all five major regions (including CIS &
Baltics) declined in 2015-16, with imports
from America registering the highest decline
(April-December). India’s imports from
China registered positive growth of 2.5 per
cent in 2015-16 (April-December), while
imports from other major countries registered
negative growth rates.

Trade Deficit

4.17 India’s trade deficit increased almost
steadily from US$28.0 billion in 2004-05
to US$118.6 billion in 2010-11. It grew
exponentially to reach unsustainable levels

of US$183.4 billion and US$190.3 billion
respectively in the next two years. However, it
moderated to US$135.8 billion in 2013-14 as
a result of measures taken by the government
to contain trade and current account deficits.
In 2014-15, the trade deficit was marginally
higher at US$137.7 billion. Trade deficit
continued to be at a lower level due to the
decline in the value of POL imports by 16.0
per cent, caused by a fall in international oil
prices by 20.2 per cent. Trade deficit can be
decomposed into POL deficit and non-POL
deficit. POL deficit (POL exports minus
POL imports), the major component of trade
deficit, which was hovering at around US$100
billion from 2011-12 to 2013-14, declined to
US$81.5 billion in 2014-15 and to US$44.2
billion in 2015-16 (April-December) (Figure
4.2). Within non-POL deficit, gems and
jewellery deficit (net exports of pearls,
precious and semi-precious stones, gold,
silver and other gold jewellery) declined
sharply from US$40.9 billion in 2012-13
to US$17.0 billion in 2013-14, reflecting
restrictions placed on these imports, but
subsequently increased to US$21.1 billion
in 2014-15. Trade policy has focused on
promoting exports and thereby moderate the
levels of trade deficit. The moderation in the
levels of trade deficit had a salutary effect
on sustaining the moderation in the overall
balance-of-payments outcome in the current
fiscal.

Figure 4.2: Decomposition of trade deficit (US$ billion)
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Box 4.1: Salient Features of the FTP 2015-2020

Merchandise Export from India Scheme: The six different schemes of the earlier FTP (Focus Product Scheme,
Market Linked Focus Product Scheme, Focus Market Scheme, Agriculture Infrastructure Incentive Scrip, Vishesh
Krishi and Gram Udyog Yojana and Incremental Export Incentive Scheme) which had varying sector-specific or
actual user only conditions attached to their use have been merged into a single scheme, namely the Merchandise
Export from India Scheme (MEIS). Notified goods exported to notified markets will be incentivized on realized
FOB value of exports. Countries have been grouped into three categories--namely Category A: traditional
markets, Category B: emerging & focus markets and Category C: other markets--for grant of incentives. The
government has expanded the coverage of the MEIS on 29 October 2015 by adding 110 new items. The incentive
rate/country coverage of 2228 items has been enhanced.

Service Export from India Scheme: The Served from India Scheme (SFIS) has been replaced with the Service
Export from India Scheme (SEIS). The SEIS applies to ‘service providers located in India’ instead of ‘Indian
service providers’. Thus it provides for incentives to all service providers of notified services who are providing
services from India, regardless of the constitution or profile of the service provider. The rates of incentivization
under the SEIS are based on net foreign exchange earned. The incentive issued as duty credit scrip, will no longer
carry an actual user condition and will no longer be restricted to usage for specified types of goods but be freely
transferable and usable for all types of goods and service tax debits on procurement of services/goods.

Incentives (MEIS & SEIS) to be available for SEZs: FTP 2015-20 extends the benefits of the MEIS and SEIS
to special economic zones (SEZ) as well, which will give a new impetus to the development and growth of SEZs.

Duty credit scrips are freely transferable and usable for payment of custom duty, excise duty and service
tax: All scrips issued under the MEIS and SEIS and the goods imported against these scrips are fully transferable.
Scrips issued under these schemes can be used for the following:

(a) Payment of customs duty on import of inputs / goods including capital goods, except items listed in Appendix
3A.

(b) Payment of excise duty on domestic procurement of inputs or goods, including capital goods as per
notification of Department of Revenue (DoR).

(c) Payment of service tax on procurement of services as per DoR notification. Basic customs duty paid in cash
or through debit under duty credit scrip can be taken back as duty drawback as per DoR rules, if inputs so
imported are used for exports.

Other measures

(a) Under the Export Promotion Capital Goods (EPCG) scheme, in case capital goods are procured from
indigenous manufacturers, specific export obligation has been reduced to 75 per cent. This is designed to
help the indigenous capital goods manufacturing industry.

(b) Under the MEIS, export items with high domestic content and value addition have generally been provided
higher levels of incentives.

(c) Hard copies of applications and specified documents which were required to be submitted earlier for
incentive schemes and duty exemption schemes have now been dispensed with.

(d) Landing documents of export consignments as proof for notified market can now be digitally uploaded as
specified.

(e) There will be no need to submit copies of permanent records/documents repeatedly with each application,
once the same are uploaded in the exporter/importer profile.

(f) Dedicated e-mail addresses have been provided for faster and paperless communication with various
committees of the Directorate General of Foreign Trade (DGFT), e.g. Norms Committee and Exim
Facilitation Committee.

TrRADE PoLICY exports in the Union Budget 2015-16 and
a new Foreign Trade Policy (FTP). A new
FTP for the period 2015-20 was announced
4.18 In the wake of declining exports, the on 1 April 2015, with a focus on supporting
government took various measures to boost both manufacturing and services exports and

Trade policy measures
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improving the ‘Ease of Doing Business’. The align it with the ‘Make in India’ and ‘Digital

new FTP aims to increase India’s exports India’ programmes and to ease trade. Box
to US$900 billion by 2019-20. Its salient 4.2 lists some important trade facilitation
features are given in Box 4.1. It also provides measures undertaken by the government to
the road map adopted by the government to improve ease of doing business.

(2)

(b)

(©)

(d

(e)

®
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Box 4.2: Recent Measures for Trade Facilitation

The government has reduced the number of mandatory documents required for exports and imports to
three each, which is comparable with international benchmarks. The trade community can file applications
online for various trade-related schemes. Online payment of application fees through credit/debit cards and
electronic funds transfer from 53 banks has been put in place.

Customs single window initiative: The Union Budget 2014-15 announced an Indian Customs Single Window
Project to facilitate trade. This project envisages that importers and exporters will electronically submit
their customs clearance documents at a single point with customs. Any permissions required from other
regulatory agencies (such as animal quarantine, plant quarantine, drug controller and textile committee)
could be obtained online without the importer/exporter having to separately approach these agencies. The
single window will thus provide importers/exporters a single point interface for customs clearance of import
and export goods, thereby reducing personal interface with governmental agencies, dwell time and cost
of doing business. With effect from 1 April 2015, an electronic exchange facility has been established
between customs and the Food Safety and Standards Authority of India (FSSAI), the Department of Plant
Protection, Quarantine and Storage (PQIS) at the Jawaharlal Nehru Port Trust (JNPT) (Nhava Sheva),
inland container depot (ICD), Tughlakabad and ICD, Patparganj, for online message exchange, including no
objection certificates (NOC) with/from these agencies. Other regulatory agencies such as animal quarantine,
the textile committee, the drug controller of India and wildlife authorities are also being brought within the
ambit of single window customs clearance.

24x7 customs clearance: With effect from 31 December 2014, the facility of 24x7 customs clearance for
specified imports, namely goods covered under 'facilitated' bills of entry, and specified exports, namely
factory stuffed containers and goods exported under free shipping bills, have been made available at 18
seaports. Similarly, the facility of 24x7 customs clearance for specified imports, namely goods covered by
facilitated bills of entry and all exports, namely goods covered by all shipping bills has been extended at 17
air cargo complexes. This will help in faster clearance of such import and export goods, reduce dwell time
and lower the transaction cost.

One of the major objectives of the new FTP is to move towards a paperless 24x7 working environment.
A new facility has been created to upload documents in exporter/importer profile so that exporters are not
required to submit documents repeatedly.

Attention has also been paid to simplifying various ‘aayat niryat’ forms, bringing in clarity in different
provisions, removing ambiguities and enhancing electronic governance.

The Directorate General of Foreign Trade (DGFT) has launched a new-look website, making it more
user-friendly and easy to navigate. The DGFT website has a large dynamic component whereby the trade
community can file applications online for importer exporter code (IEC) and various other schemes of the
DGFT. Exporters can also see the status of their electronic bank realization certificates almost in real time.
The website is rich in content with all documents related to FTP along with a responsive online grievance
redressal system.

The DGFT launched a ‘DGFT’ mobile application in June 2015. The application allows exporters/importers
to access foreign trade policy and other related documents in an easy-to-use searchable format and check
status of transmission of various authorizations and shipping bills, etc.

Training/outreach programmes for exporters:

*  The Niryat Bandhu Scheme has been galvanized to achieve the objectives of Skill India. Outreach
activities are being organized at MSME (micro, small and medium enterprises) clusters with the help
of export promotion councils (EPCs) and other willing ‘industry partners’ and ‘knowledge partners’.
More than 20,000 entrepreneurs have been given exposure by DGFT regional offices under the Niryat

Contd....
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Bandhu Scheme. In September 2015, the DGFT in collaboration with the Indian Institute of Foreign
Trade (IIFT) has launched ‘Niryat Bandhu at Your Desktop’, an online certificate programme in
export import business. The programme has elicited very good response. Four programmes have been
completed.

An ambitious outreach programme has been launched by the Department of Commerce (DoC) for
exporters located in the major export clusters/cities. The programme focuses on:

»  Training exporters to utilize free trade agreements (FTA).

»  Taking inputs from exporters on FTAs under negotiation, for example the Regional Comprehensive
Economic Policy (RCEP).

»  Promoting awareness about the contents of the www:indiantradeportal.in launched by the DoC.

(i) Other important measures

A Council for Trade Development and Promotion has been constituted in July 2015 to ensure
continuous dialogue with the governments of states/ union territories (UT) on measures for providing
an international trade-enabling environment and for making the states active partners in boosting
India’s exports. The first meeting of the council was held on 8 January 2016.

The state/UT governments have been requested to develop their export strategy, appoint export
commissioners, address infrastructure constraints restricting movement of goods, facilitate refund of
value-added tax (VAT)/octroi/state-level cess, address other issues relating to various clearances and
build capacity of new exporters in order to promote exports. States and UTs have also been issued
user-ids and passwords to facilitate access to the foreign trade database maintained by the Directorate
General of Commercial Intelligence & Statistics (DGCI&S) to extract the export data relating to their

states.

WTO NEGOTIATIONS AND INDIA

4.19 The Tenth Ministerial Conference of
the WTO was held in Nairobi, Kenya during
15-19 December 2015. This was the first such
meeting to be hosted by an African nation.
The outcomes of the Conference, referred to
as the ‘Nairobi Package’ include Ministerial
Decisions on agriculture, cotton and issues
related to least developed countries (LDCs).
These cover public stockholding for food
security purposes, a Special Safeguard
Mechanism (SSM) for developing countries,
a commitment to abolish export subsidies
for farm exports particularly from the
developed countries and measures related to
cotton. Decisions were also made regarding
preferential treatment to LDCs in the area
of services and the criteria for determining
whether exports from LDCs may benefit
from trade preferences.

4.20 The divergence in viewpoints as
regards the fate of the Doha Round
continued during the Conference. The

Nairobi Ministerial Declaration reflects
divergence amongst the WTO membership
on the relevance of reaffirming the Doha
Development Agenda (DDA) as the basis of
future negotiations. This was despite the fact
that India, along with many other developing
countries, from groups such as the G-33,
LDCs, and the Africa Group, wanted a
reaffirmation of the mandate of the Doha
Round. India pointed this out in a written
submission to the Director General, WTO and
the Chair of the Tenth Ministerial Conference,
the Kenyan foreign minister as well as in
a statement at the closing ceremony on 19
December 2015. While reflecting that there
are divergences, the Ministerial Declaration
also notes the “strong commitment of all
Members to advance negotiations on the
remaining Doha issues.” It records that
WTO work would maintain development at
its centre. It also reaffirms that provisions
for special and differential treatment shall
remain integral.



74 Economic Survey 2015-16

4.21 As regards the introduction of other
new issues for discussion, the Declaration
acknowledges the differences in views and
states that any decision to launch negotiations
multilaterally on such issues would need to
be agreed by all Members. As the future of
the Doha Round appeared in doubt, India
sought and succeeded in obtaining a re-
affirmative Ministerial Decision on Public
Stockholding for Food Security Purposes
honouring both the Bali Ministerial and
General Council Decisions. The decision
commits members to engage constructively
in finding a permanent solution to this
issue. Similarly, a large group of developing
countries has long been seeking a SSM for
agricultural products. In order to ensure that
this issue remains on the agenda of future
discussion in the WTO, India negotiated a
Ministerial Decision which recognizes that
developing countries will have the right to
have recourse to an SSM as envisaged in the
mandate. Members will continue to negotiate
the mechanism in dedicated sessions of
the Committee on Agriculture in Special
Session. The WTO General Council has been
mandated to regularly review progress of
these negotiations.

422 WTO Members also agreed to the
elimination of agricultural export subsidies
subject to the preservation of special
and differential treatment for developing
countries such as a longer phase-out period
for transportation and marketing export
subsidies for exporting agricultural products.
Developed countries have committed to
removing export subsidies immediately,
except for a few agricultural products, and
developing countries will do so by 2018.
Developing countries will keep the flexibility
to cover marketing and transport subsidies for
agriculture exports until the end of 2023, and
the LDCs and net food-importing developing
countries would have additional time to
cut such export subsidies. The Ministerial
Decision contains disciplines to ensure

that other export policies are not used as a
disguised form of subsidies. These disciplines
include terms to limit the benefits of financing
support to agriculture exporters, rules on state
enterprises engaging in agriculture trade,
and disciplines to ensure that food aid does
not negatively affect domestic production.
Developing countries, such as India, will
have a longer implementation period. One of
the Decisions adopted extends the relevant
provision to prevent ‘evergreening’ of patents
in the pharmaceuticals sector. This decision
would help in maintaining an affordable and
accessible supply of generic medicines. India
supported outcomes on issues of interest to
LDCs including enhanced preferential rules
of origin for LDCs and preferential treatment
for LDC services providers. India already
offers duty-free, quota-free access scheme to
all LDCs, which provides a comprehensive
coverage with simple, transparent and liberal
rules of origin. India has also recently made
available substantial and commercially
meaningful preferences in services to LDCs.

4.23 Another area under negotiation in
Nairobi dealt with the rules on fisheries
subsidies. Several countries, such as China,
Egypt, South Africa, Korea and Saudi
Arabia, were opposed to disciplining rules
on fisheries subsidies due to the lack of
clarity. The overwhelming opposition to this
item on the agenda was in tune with India’s
position. There was no outcome in this area
of the negotiations. On the issue of rules
on Anti-dumping, India strongly opposed
a proposal that would give greater power
to the WTO’s Anti-Dumping Committee
to review Members’ practices. There was
no convergence in this area and, hence, no
outcome was achieved. At the Ministerial
Conference, a group of 53 WTO members,
including both developed and developing
countries, agreed on the timetable for
implementing a deal to eliminate tariffs on 201
Information Technology products. Duty-free
market access to the markets of the members



eliminating tariffs on these products will be
available to all WTO members. Though not
a party to the Agreement, India can also avail
of such duty-free market access.

BI1LATERAL AND REGIONAL COOPERATION

4.24 Multilateral trade agreements are the
first best solutions for deepening global
trade and development as they are founded
on the core principles of non-discrimination.
Regional trade agreements (RTAs) are efforts
by nations aimed at deepening economic
relations, usually withneighbouring countries,
and tend to be largely political in nature. With
the multilateral trade negotiations process
under the WTO being a painfully slow one
requiring broad-based consensus, RTAs have
progressively assumed greater importance
and a growing share in international trade.
While RTAs are broadly compliant with WTO
mandates and remain broadly supportive of
the WTO process, they remain second-best
solutions that are discriminatory in nature
against non-members and are inefficient as
low cost producing non-members lose out
to members. While bilateral RTAs have no
equity considerations, mega-regional trading
groups may not necessarily be equitable if
membership is diverse and small countries
may lose out either way—if they are part of
it they may not have much say and if they are
not, they may stand to lose. India has always
stood for an open, equitable, predictable, non-
discriminatory and rule-based international
trading system and views RTAs as building
blocks in the overall objective of trade
liberalization as well as complementing
the multilateral trading system under the
WTO. The Trans-Pacific Partnership (TPP)
agreement is one new mega-regional block
that has become a reality and has implication
for India.

4.25 The 12 Pacific Rim nations (Australia,
Brunei, Canada, Chile, Japan, Malaysia,
Mexico, New Zealand, Peru, Singapore, the
US and Vietnam) signed the TPP agreement
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on 5 October 2015. It is likely to set higher
standards for goods and services trade. It is
considered a mega regional FTA which can
be a pioneer in many ways. The TPP is likely
to be a game-changer for the world economy
and global trade. The 12 members of the TPP
account for around 40 per cent of global GDP
and around 60 per centof merchandise trade. In
terms of economic size, the TPP is larger than
the existing North America Free Trade Area
(NAFTA). The TPP trade agreement is very
comprehensive and not only encompasses
the scope of tariff-eliminating mega
regional trade pacts, but also aims at setting
higher global standards for international
trade through lower benchmarks for non-
tariff barriers, more stringent labour and
environment regulation, higher intellectual
property rights (IPR) protection, greater
transparency in government procurement
and limiting advantages to state-owned
enterprises (SOE) and transparency in health
care technology, competitiveness and supply
chains. It includes new and emerging trade
issues and cross-cutting concerns such as
internet and digital economy and participation
of SOEs in global trade and investment. In
the short run, the trade impact of the TPP may
not be seriously adverse but careful analysis
is required for adapting and responding to the
challenges in the long run. Many institutional
analyses have focused on the implications
for India, and the results are summarized in
Box 4.3.

4.26 So far, India has signed 10 FTAs and
six preferential trade agreements (PTAs) and
these FTAs/PTAs are already in force. The net
impact of the RTAs on export performance
and trade outcome is a mixed bag and requires
detailed analysis. A gradual approach of
widening the process of negotiating 19 FTAs
(including review) is under way. An update
of the progress of RTAs is given in Box 4.4.



76 Economic Survey 2015-16

Box 4.3: The TPP and Its Implication for India

Bergsten (2015) estimated that India could experience huge export gains of more than US$500 billion per year--a
60 per cent increase--from joining an expanded TPP or participating in a comprehensive Free Trade Area of the
Asia Pacific (FTAAP), now being considered by the Asia-Pacific Economic Cooperation (APEC), and Indian
national income would expand by 4 per cent (over US$200 billion). The estimates show that India’s exports
would rise by around US$5.3 billion annually; however, imports into India would rise by US$10.4 billion,
leaving a net deficit in balance of trade of US$5.1 billion (Banga and Sahu 2015). India is most competitive in
services trade and reduction of trade barriers in services among TPP members will result in growth in India’s
services exports (Kumar and Das 2015).

The possible risks of not joining the TPP are difficult to quantify, but some of the research has highlighted the
possibility of trade diversion and raised concerns about erosion of India’s share in exports to the US and Europe.
The TPP is expected to make around 11,000 tariff lines duty free for its members, which may result in loss of
competitiveness of Indian exports in these markets. This will lower India’s export share to the US and the EU,
shifting it to the TPP developing countries instead. Some of the export sectors such as textiles and clothing
industry are likely to face stiff competition from Vietnam, and it may lead to trade diversion. However, the
implementation of stringent non-tariff measures is likely to increase the cost of production and will erode the
competitiveness of exports of TPP member countries which will reduce the extent of trade diversion from India
(RIS Report 2015 and Das 2015). There is also the concern of investment diversion, particularly as countries like
Vietnam would offer more robust investor protection.

Some analysts have cautioned that India has to give due consideration to the costs if it is desirous of joining the
TPP, as it will be required to comply with provisions relating to tariffs, SoEs, agriculture and IPR protection.
Some of the major concerns are as follows:

Openness of market: TPP economies on average are more open than the Indian economy. The average applied
most favoured nation (MFN) tariff rate in TPP economies is 4.5 per cent, which is lower than the Organisation
for Economic Co-operation and Development (OECD) average of 5.7 per cent. The service trade restriction index
of the World Bank indicates that the TPP economies are less stringent about entry of services than India with a
score of about 65.7 in 2008-10, which is 2.5 times greater than the TPP economies’ average score of 25.1. India
needs to work significantly in terms of openness of market as its tariff rates are significantly higher than those in
the TPP countries (Kumar and Das 2015).

Import competition: Domestic industries will face severe import competition due to tariff elimination on some
of the products. Indian industry is already battling infrastructure deficiency and implementation of stringent
measures may raise the cost of production, threatening the survival of domestic manufacturing.

SoEs: Membership of the TPP would prevent the government from using SoEs and government procurement
as vehicles for achieving social and economic objectives, including employment generation. India would
have to compromise on the Make in India policy (Das 2015, RIS Report 2015, Kumar and Das 2015 and Palit
2015).

IPRs: The TPP agreement on IPRs does not prevent a party from taking measures to protect public health and,
in particular, to promote access to medicines for all. However, the prices of pharmaceutical products can be
expected to rise due to implementation of IPR agreements which will give more protection to patented medicine
and may lead substantially to elimination of generic drugs from the market. Nobel laureate Joseph Stiglitz has
expressed concern that ‘the efforts to raise drug prices in the TPP take us in the wrong direction. The whole
world may come to pay a price in the form of worse health and unnecessary deaths’. Implementation of patent
term adjustment rules significantly delays entry of generic medicines and restricts access to affordable medicines.

Government procurement: Apart from stressing non-discriminatory, fair and transparent procurement
procedures, the TPP specifies timely publication of complete information on the procuring entity, the specific
procurement, the time frame for submission of bids, and a description of conditions for participation of
suppliers. As the agreement curtails the flexibility available to signatory countries to impose export restrictions
on food, it will jeopardize India’s endeavour to ensure food security (USTR 2015, RIS Report 2015 and Das
2015).
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Labour standards: The RIS in World trade and Development Report 2015 on ‘Mega Regionals, WTO and
New Issues’ indicated that the TPP has gone beyond core labour standards to include ‘acceptable conditions of
work’ within its ambit. These bind the members to adopt and maintain laws and practices governing acceptable
conditions of work relating to minimum wages, hours of work, and occupational health and safety determined
by each party (RIS Report 2015 and USTR 2015). These labour standards may increase the labour cost in the
developing countries as they raise the issue of enforceable commitments which require the member countries to
pass legislation in line with the TPP labour standard and put effective implementation agencies in place.

Environment standard in TPP agreement: The TPP agreement goes beyond the provisions in other FTAs to
include new ones that will address wildlife trafficking, illegal logging and illegal fishing practices. The TPP
members acknowledge that inadequate fisheries management, fisheries subsidies that contribute to overfishing
and overcapacity, and illegal, unreported and unregulated (IUU) fishing can have significant negative impacts
on trade, development and the environment and ‘thus recognize the need for individual and collective action to
address the problems of overfishing and unsustainable utilization of fisheries resources’. This is in contradiction
to India’s current policy of subsidizing the fishery industry. It may severely affect special governmental assistance
programmes for around 15 million poor fishermen in India. Fishery subsidies rule has been incorporated for the
first time in an FTA agreement and this will set the standard for other countries in the WTO arena. Hence these
TPP rules are likely to affect the multilateral process and impact India, independently of whether it joins the TPP
or not (Meltzer, 2015).
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Box 4.4: India’s Proposed new RTAs: A progress update

India-Thailand Comprehensive Economic Cooperation Agreement (CECA): Early Harvest Scheme has been
implemented on 82 items. So far 29 rounds of India-Thailand Trade Negotiation Committee (ITTNC) meetings have
been held. The 29th round was held in Bangkok in June 2015.

India- New Zealand FTA/CECA: Ten rounds of negotiation have been held so far. The 10th Round was held in New
Delhi on 17-18 February 2015.

India--SACU (South Africa, Botswana, Lesotho, Swaziland and Namibia) PTA: Five rounds of negotiations have
been held so far. The Ninth Joint Ministerial Commission (JMC) meeting was held at Durban on 19 March 2015.

BIMSTEC (Bangladesh, India, Myanmar, Sri Lanka, Thailand, Bhutan and Nepal) FTA: Twenty meetings of
the Trade Negotiating Committee (TNC) have taken place. The 20th meeting was held during 07-09 September 2015
in Khon Kaen Province, Thailand.

India-Canada FTA: Nine rounds of negotiation on the India-Canada Comprehensive Economic Partnership
Agreement (CEPA) have so far been held. The ninth round was held in Ottawa, Canada on 1 March 2015.

India--Australia CECA: Nine rounds of negotiations have been held so far. The ninth round was held between 21 and
23 September 2015 in New Delhi, India.

Regional Comprehensive Economic Partnership (RCEP) Agreement among ASEAN + Six FTA Partners
(Australia, China, India, Japan, South Korea and New Zealand): Based on the Declaration of the Leaders during
the ASEAN Summit in November 2012, negotiations for a comprehensive economic partnership between the 10
ASEAN member states and its six FTA partners commenced in May 2013. Ten rounds of negotiations have so far
been held. The 10th round was held from 8 to16 October 2015 in Busan, Korea. The negotiations cover a number of
areas like trade in goods, services, investment, intellectual property, economic and technical cooperation, competition,

e-commerce and legal and institutional issues.

BALANCE OF PAYMENTS DEVELOPMENTS
Overview of Balance of Payments

4.27 The external sector outcome in 2014-
15 and the first half (H1) of 2015-16 indicates
continued moderation in levels of trade
and current account deficits with broadly
adequate financing. This owed largely to
the fall in global crude oil and commodity
prices. The sluggish global growth not only
adversely impacted merchandise exports but
also caused the invisibles surplus to grow
only marginally during this period. Under
the capital/finance account of balance of
payments (BoP), foreign investment reached
a peak level of US$73.5 billion in 2014-15.
Adjusting for the exceptional special swap
facility offered by the government to finance
the current account deficit (CAD) in 2013-
14, the level of net NRI deposits in 2014-15
is broadly comparable to the peak normal
level of 2012-13. Capital/finance flows (net)
were US$88.2 billion in 2014-15, driven
largely by investment flows. Higher capital/
financial flows with low CAD resulted in
large accretion to reserves (US$61.4 billion)

in 2014-15.

4.28 During H1 of 2015-16, despite a decline
in merchandise exports the India’s external
sector situation remained comfortable. Some
of the salient external sector developments
were as follows: (i) lower trade deficit and
modest growth in invisibles resulted in
lower CAD; (i1) the increase in FDI inflows
and NRI deposits continued; and (iii) there
was net outflow of portfolio investment.
Although there was a net outflow under
portfolio investment, capital/financial flows
were in excess of CAD and their absorption
by the Reserve Bank of India (RBI) led to an
accretion in reserves.

Current account developments in 2014-15
and the H1 of 2015-16

4.29 Merchandise exports (on BoP basis)
declined by 0.6 per cent and 17.6 per cent
respectively in 2014-15 and H1 of 2015-
16. Decline in POL exports was the major
reason for the overall decline in exports.
POL exports declined by 10.2 per cent in
2014-15 and 50.0 per cent in HI of 2015-



16 on account of a fall in the international
prices of petroleum crude products by 20.2
per cent in 2014-15 and 46.6 per cent in HI
of 2015-16. Similarly, merchandise imports
also declined year on year by 1.0 per cent and
13.4 per cent respectively in 2014-15 and
HI1 of 2015-16. Here again, lower levels of
POL imports were the main reason for the
decline in total imports. POL imports fell by
16.0 per cent in 2014-15 and 41.5 per cent in
H1 of 2015-16. As a result of decline in both
exports and imports, trade deficit fell from
US$147.6 billion in 2013-14 to US$144.9
billion in 2014-15 and US$71.6 billion in the
first half of 2015-16. As a proportion of GDP,
the trade deficit was 7.1 per cent in 2014-15,
the lowest since 2006-7. During the first half
of 2015-16, trade deficit as a proportion of
GDP was 7.2 per cent as against 7.5 per cent
in the first half of 2014-15.

4.30 On the invisibles account, services
exports grew by 4.0 per cent to US$157.7
billion in 2014-15. During H1 of 2015-16,
services exports increased by 0.7 per cent to
US$77.0 billion as against US$76.5 billion in
H1 of 2014-15. Services imports grew by 3.3
per cent to US$81.1 billion in 2014-15. They
grew by 4.2 per cent to US$41.7 billion in
H1 of 2015-16 as against US$40.0 billion in
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H1 of 2014-15. Net services exports, which
act as a cushion to moderate the trade deficit,
increased from US$73.0 billion in 2013-14
to US$76.6 billion in 2014-15. However,
net services exports declined to US$35.3
billion in H1 of 2015-16 as against US$36.5
billion in H1 of 2014-15, mainly due to
lower growth of services exports than that of
services imports.

4.31 Net income, which is the net outgo on
account of the interest/dividend of the stock
of capital flows that have come to India, has
been increasing steadily from US$8.0 billion
in 2009-10 to US$24.1 billion in 2014-15.
During the first half of 2015-16, it moderated
to US$10.5 billion as against US$13.0 billion
in the first half of 2014-15. As a result of
subdued global growth and falling crude oil
prices, net private transfers, mostly in the
form of remittances, increased marginally by
US$0.8 billion to US$66.3 billion in 2014-15.
During the first half of 2015-16, they declined
marginally to US$32.7 billion as compared to
US$33.1 billion in the corresponding period
of the previous year.

4.32 Net invisibles surplus has increased by
around US$3.0 billion to US$118.1 billion
in 2014-15. As compared to the first half of
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2014-15, net invisibles increased marginally
by around US$1.0 billion to US$57.2 billion
in the first half of 2015-16. Moderate growth
in the invisibles surplus, coupled with lower
trade deficit, resulted in lower CAD of
US$26.8 billion (1.3 per cent of GDP) in
2014-15 and US$14.4 billion (1.4 per cent of
GDP) in H1 of 2015-16 (Figure 4.3).

4.33 The RBI has presented BoP numbers in

both the revised format provided in the IMF's
Balance of Payment Manual 6 (BPM6) and
in the old format. There is some difference
in the level of CAD in the two sets. For the
sake of understanding and comparison, the
salient features of BoP developments from
2011-12 to 2014-15 and the first half of (H1)
of 2014-15 and 2015-16, are given in Table
4.3 according to the old format.

Table 4.3: Balance of Payments: Summary

(USS billion)
2011-12 2012-13 2013-14 2014-15 2014-15H1 2015-16 H1
(PR) (Apr-Sept (Apr-Sept
2014) (PR) 2015) (P)
I  Current Account
i Exports 309.8 306.6 318.6 316.5 164.6 135.6
ii  Imports 499.5 502.2 466.2 461.5 2394 207.2
iii Trade Balance -189.8  -195.7 -147.6 -144.9 -74.7 -71.6
iv Invisibles (net) 111.6 107.5 115.2 118.1 56.3 57.2
A. Services 64.1 64.9 73.0 76.6 36.5 353
B. Transfers 63.5 64.0 65.3 65.7 32.8 324
C. Income -16.0 -21.5 -23.0 -24.1 -13.0 -10.5
Current Account Balance -78.2 -88.2 -32.4 -26.8 -18.4 -14.4
II Capital Account
i External Assistance 2.3 1.0 1.0 1.7 0.7 0.2
ii ECBs 10.3 8.5 11.8 1.6 0.8 -0.9
iii  Short-term Debt 6.7 21.7 -5.0 -0.1 -1.4 -1.2
iv Banking Capital 16.2 16.6 254 11.6 -0.5 18.3
of which:
Non-Resident Deposits 11.9 14.8 38.9 14.1 6.5 10.1
v. Foreign Investment 39.2 46.7 26.4 73.5 373 7.9
A. FDI 22.1 19.8 21.6 31.3 15.1 16.7
B. Portfolio Investment 17.2 26.9 4.8 42.2 22.2 -8.7
vi. Other Flows -7.0 -5.1 -10.8 1.0 -0.4 1.0
Capital Account Balance 67.8 89.3 48.8 89.3 36.4 25.4
I Errors and Omissions -2.4 2.7 -0.9 -1.1 0.1 -0.4
Capital Account Balance 65.3 92.0 47.9 88.2 36.5 24.9
(including errors &
omissions)
IV Overall Balance -12.8 3.8 15.5 61.4 18.1 10.6
V  Reserves Change 12.8 -3.8 -15.5 -61.4 -18.1 -10.6

(-) indicates increase,
(+) indicates decrease

Source: RBI



Capital/finance account developments in
2014-15 and the first half of 2015-16

4.34 Under the capital/finance accounts of
the BoP, foreign investment is an important
component which consists of foreign direct
investment (FDI) and portfolio investment.
During 2014-15, there was huge surge in
net foreign investment to US$73.5 billion as
compared to US$26.4 billion in 2013-14.

4.35 The huge increase in foreign investment
was due to increase in both FDI and portfolio
investment. In gross terms, inflows under
FDI were at US$35.2 billion in 2014-15.
Net FDI (Net FDI into India and net outward
FDI) reached an all-time high of US$31.3
billion in 2014-15 (US$22.4 billion in 2008-
09). Similarly, net portfolio investment also
reached their highest level so far of US$42.2
billion in 2014-15 (US$32.4 billion in 2009-
10). During the first half of 2015-16, net
foreign investment fell to US$7.9 billion as
against US$37.3 billion in the first half of
2014-15, mainly due to outflows of portfolio
investment. Net portfolio investment logged
an outflow of US$8.7 billion in H1 of 2015-
16 as against net inflow of US$22.2 billion in
H1 of 2014-15. Foreign institutional investor
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(FII) investment is the major component of
portfolio investment and Figure 4.4 shows
month-wise movements of FII. It might
be instructive to note that notwithstanding
frequent bouts of volatility and risk aversion,
flows have remained bi-directional. Net FDI
reached US$16.7 billion in H1 of 2015-16 as
against US$ 15.1 billion in H1 of 2014-15.

436 External commercial borrowings
(ECB) are another item of capital/finance
account and are relatively less volatile than
foreign investment. Net ECBs were US$1.6
billion in 2014-15 as compared to US$11.8
billion in 2013-14. During H1 of 2015-16, net
ECBs logged an outflow of US$0.9 billion.
Non-resident Indian (NRI) deposits reached
a peak level of US$38.9 billion in 2013-14,
on account of the special swap facility of
the RBI as an exceptional measure to boost
capital flows. NRI deposits moderated to
US$14.1 billion in 2014-15. During H1 of
2015-16, they reached US$10.1 billion as
against US$6.5 billion in H1 of 2014-15.

4.37 Net capital flows in 2014-15 were at
their second highest ever at US$88.2 billion.
The highest was US$107.9 billion in 2007-
08. Net capital inflows were 4.3 per cent
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of GDP during 2014-15 (as against 2.6 per
cent during 2013-14). During the first half
of 2015-16, net capital/finance flows were
US$24.9 billion as against US$ 36.5 billion
in H1 of 2014-15. Low levels of CAD,
coupled with a huge surge in capital inflows,
resulted in high accretion of US$61.4 billion
in foreign exchange reserves in 2014-15. This
briefly continued through the initial parts of
the current fiscal before the onset of global
financial market turbulence on concerns
over China’s economic, financial sector and
currency developments and outlook. Thus
in H1 of 2015-16 too there was an accretion
in foreign exchange reserves of US$10.6
billion.

FoOREIGN EXCHANGE RESERVES

4.38 The level of foreign exchange reserves
can change due to change in reserves on
BoP basis as well as valuation changes in
the assets held by the RBI. As is evident
from Table 4.4, which shows the break-up
of changes in foreign exchange reserves,
with the exception of the crisis-hit years of
2008-09 and 2011-12, forex reserves have
been in accumulation mode, reflecting excess
of financial flows over the requirements of
current account. In H1 of 2015-16, India’s

foreign exchange reserves increased by
US$10.6 billion on BoP basis (i.e. excluding
valuation effect) while in nominal terms
(i.e. including valuation effect), the increase
was only to the tune of US$8.7 billion. The
valuation loss mainly reflects the appreciation
of the US dollar against major currencies and
fall in international prices of gold.

4.39 Amongthe major economies with CAD,
India is the second largest foreign exchange
reserve holder after Brazil. India’s foreign
exchange reserves at US$351.5 billion as on
5 February 2016 mainly comprised foreign
currency assets amounting to US$328.4
billion, which accounted for about 93.4 per
cent of the total. Gold at US$17.7 billion
was the second largest component of foreign
exchange reserves. Special drawing rights
(SDR) and the reserve tranche position in
the IMF were at US$4.0 billion and US$1.3
billion, respectively. With increase in reserves
in 2015-16 (H1), all traditional reserve-based
external sector vulnerability indicators have
improved. For instance, the ratio of short-
term external debt to reserves has declined
marginally from 25.0 per cent at end-March
2015 to 24.6 per cent as at end-September
2015. The reserves cover for imports also

Table 4.4: Summary of Changes in Foreign Exchange Reserves (USS$ billion)

S.  Year Foreign Exchange Total Increase Increase /decrease  Increase/decrease
No. reserves at the end (+)/ decrease (-) in in reserves on a  in reserves due to

of financial year reserves BoP basis valuation effect

(end March)

1 2006-07 199.2 47.6 36.6 11.0
2 2007-08 309.7 110.5 92.2 18.3
3 2008-09 252.0 -57.7 -20.1 -37.6
4 2009-10 279.1 27.1 13.4 13.7
5 2010-11 304.8 25.8 13.1 12.6
6  2011-12 294.4 -10.4 -12.8 2.4
7 2012-13 292.0 -2.4 3.8 -6.2
8 2013-14 304.2 12.2 15.5 -3.3
9  2014-15 341.6 37.4 61.4 -24.0
10 End-Sept. 2015 350.3 8.7 10.6 -1.9

Source: RBI



increased from 8.9 months at end-March
2015 to 9.8 months as at-end September
2015.

EXCHANGE RATE

4.40 The average annual exchange rate of
the rupee depreciated sharply from I54.4
per US dollar in 2012-13 to %60.5 in 2013-
14 and was broadly stable at I61.1 per US
dollar in 2014-15. The rupee had depreciated
to its lowest level of ¥68.4 per US dollar on
28 August 2013. In 2014-15, although the
rupee declined in value against the dollar
by 1.0 per cent, it became stronger against
other currencies. It appreciated, for example,
against the Japanese yen and the euro by 8.2
per cent and 4.7 per cent respectively.

4.41 During 2015-16 (April-January), the
average exchange rate of the rupee depreciated
to I65.04 per US dollar as compared to
60.92 per US dollar in 2014-15 (April-
January). The Indian rupee depreciated
against the dollar as the dollar strengthened
against all the major currencies owing to
stronger growth in the USA and also because
China’s growth and currency developments
this year deteriorated, impacting the outlook
on other emerging market and developing
economies (EMDE) owing to risk aversion
perceptions of global investors. The rupee
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witnessed bouts of volatility, taking cues
from a combination of domestic and global
developments which included contraction in
exports; portfolio outflows on concerns about
outlook and other concerns; and the gradual
process of normalization of monetary policy
in the US and global bond market sell-off. The
rupee remained in a narrow range of I62.16
to I64.17 per US dollar till early August
2015. However, it came under pressure,
breaching the level of 65 per US dollar by
mid-August to rise above I66 per US dollar
by end-August, triggered by devaluation
of the Chinese RMB on 11 August and
the Chinese stock-market meltdown on 24
August. The rupee stabilized in September
2015 and traded in a narrow range but again
depreciated in October to December 2015. In
fact, the rupee slumped to as low as 368.44
per dollar on 12 February 2016, its lowest
since end-August 2013. Thus, during 2015-
16, the general tendency of appreciation of
the US dollar against major currencies and
uncertainty and volatility in the international
financial market resulted in depreciation of
the rupee-dollar exchange rate. However, the
rupee appreciated against the euro and the
pound sterling from September 2015 onwards
(Figure 4.5). It is also instructive to note that
in 2015-16 so far, the rupee has performed

External Sector

80.00

Figure 4.5: Movements of Rupee against US Dollar, Euro and Pound Sterling during 2015-16
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Figure 4.6: Depreciation of currencies against US dollar in 2015-16
(April-January) over 2014-15 (April-January)
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better than the currencies of most of the other (REER) is an important indicator of export
emerging market economies (except the Competitiveness as lt takes into account the
Chinese yuan) (Figure 4.6). level of inflation differences across countries

apart from the basket of nominal exchange

442 The real effective exchange rate
rates of partners.

Box 4.5: Impact of Exchange Rate Volatility on some Select Sectors

Empirical evidence on the effects of the exchange rate and exchange rate volatility on trade in India from some
recent research studies is at best ambiguous. In fact, research results which find positive, negative or no effect
of exchange rate volatility on the volume of international trade are based on varied underlying assumptions and
only hold in certain cases.

However, there is some evidence that volatility in exchange rate has impact on different sectors and firms at
different levels. Dhasmana (2013) used the industry-specific real exchange indices to study the impact of real
exchange rate changes on the performance of Indian manufacturing firms from 2000 to 2012. The main findings
of the study are that real exchange rate changes affect firm-level performance through the import cost channel
but not the export competitiveness channel in the short run. The fact that the import cost channel is dominant
in the short run indicates that episodes of real depreciation are likely to result in a contraction in real output
growth at least in the short run. This study also calculated the elasticity of output growth with respect to real
exchange rate for different industries. A positive sign of elasticity of output indicates a decrease in output growth
in response to a real depreciation on account of increased cost of imported inputs. The study observed that the
chemicals industry has the highest elasticity of output growth with respect to real exchange rate (a 1 per cent
real depreciation causing output growth to decline by 12.5 basis points for an average firm) while the footwear
industry has the smallest elasticity (0.38). The elasticity of output of some other sectors as per the study were:
rubber (9.8), textile (4.8), plastic (5.4), and metal and metal products (5.1).

Movement in exchange rate has different impact on different sectors. High-import-intensity sectors like petroleum
products (86.2 per cent imported raw materials consumed), and chemical and chemical products (77.4 per cent)
are more impacted by rupee depreciation as a weaker rupee increases the value of imported inputs. Low-import-
intensity sectors remain in an advantageous position especially in price-sensitive international markets.

An RBI working paper (2014) titled ‘Impact of Real Exchange Rate Volatility on Use-Based Industrial Production
in India’ found that components of the index of industrial production (IIP) like the capital goods, basic goods,
and intermediate goods sectors are adversely affected by significant movements in the 36 country REER. The
impact of real exchange rate volatility on the basic goods sector is small. Moreover, the consumer goods sector,
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with items such as passenger cars, apparel, antibiotics and sugar having large weights in the group, is also
not much affected by REER volatility due to low import content and production supported by sufficiency of
domestic demand. On the other hand, capital goods are dependent on imports and therefore are more impacted
by unexpected changes in both exchange rate and relative prices. Thus, periodic review of the ‘neutral’ (or

equilibrium) REER is an imperative.
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4.43 During 2015-16  (April-January),
NEER (Trade weighted--36 currencies)
and REER (Trade weighted--36 currencies)
appreciated by 1.7 per cent and 3.7 per cent
respectively over 2014-15 (April-January).
The rupee in real effective terms appreciated
continuously from the early 2014 onwards
and the movement in nominal effective terms
does not exhibit any noticeable upward or
downward pattern (Figure 4.7). REER is
also a common measure of the alignment of
a currency to its true value which is usually
indicated by excess or shortfall by +/- 5 per
cent of base year level of the index (Box 4.5).

EXTERNAL DEBT

4.44 In a globalized economic environment,
India’s prudent external debt policies and

4, < Impact of Real Exchange Rate Volatility on Use-Based

management with emphasis on sustainability,
liquidity and solvency have successfully
limited the rise in magnitude of external debt
to amodest level. The composition of external
debt also reflects a well-maintained longer
maturity profile and broad balance in terms
of sources. On financial-year basis, India’s
aggregate external debt stock at end-March
2015 stood at US$475.2 billion, showing a
rise of US$29.2 billion (6.5 per cent) over
end-March 2014. The increase in external
debt at end-March 2015 was due to higher
levels of commercial borrowings, particularly
commercial bank loans and securitized
borrowings, and NRI deposits. ECBs have
been a crucial determinant of the magnitude
of India’s external debt and its single largest

Figure 4.7: Movements in the indices of NEER and REER
(Trade Based-36 currencies)

< 79

116 S

114 A L 77

112 '

\
/ (o P - 75

110 \t

108 - ‘e Pl T Xt

& - 73

106 ‘\ »Z

104 \ 'y _-—,/ - 71

\/\‘ N7 7
102 2
\l - 69

100 \—/

@9 b | e
foegof o2y IIILITsIIS oo o808
T - T T T O = - =T -V S-S
FEES23853 22225 EE2882832822F2225882832

REER - Trade Based Weight @» @» o NEER - Trade Based Weight (RHS)

Source: RBI



86 Economic Survey 2015-16

component. The trend in ECBs can be ascribed
significantly to the recent policy changes.
These include an increase in access to rupee
denominated borrowings, liberalization of
the process of allocation of limits, steps taken
by the RBI to monitor unhedged currency
exposure, the RBI’s issuance of guidelines
on capital and provisioning requirements for
exposure to entities with unhedged foreign
currency exposure and simplification of the
procedure for ECBs. Long-term external
debt at US$389.7 billion at end-March 2015
registered an increase of 10.0 per cent over
the end-March 2014 level while short-term
debt declined by 6.7 per cent. Appendices
8.4(A) and 8.4(B) present the disaggregated
data on India’s external debt outstanding in
Indian rupee and US dollar terms respectively.

445 In the current financial year as per
latest data available, India’s external debt
stock increased by US$8.0 billion (1.7 per
cent) to US$483.2 billion at end-September
2015 over the end-March 2015 level. The
rise in external debt during the period was
again on account of long-term external debt
particularly commercial borrowings and NRI
deposits. However, on a sequential basis, total
external debt at end-September 2015 declined

by US$291 million from the end-June 2015
level. The maturity pattern of India’s external
debt shows the predominance of long-term
borrowings. At end-September 2015, long-
term debt accounted for 82.2 per cent of
India’s total external debt, as against 82.0
per cent at end-March 2015. The proportion
of short-term debt to total external debt
decreased from 18.0 per cent at end-March
2015 to 17.8 per cent at end-September 2015.
The composition of India’s external debt is
given in Table 4.5.

4.46 The currency composition of India’s
total external debt indicates that the proportion
of US-denominated debt in total external
debt continued to be the highest at 57.7 per
cent at end-September 2015, followed by
Indian rupee-denominated debt (28.3 per
cent), SDRs (5.8 per cent), Japanese yen
(4.0 per cent), and euro (2.4 per cent). The
currency pattern of government (sovereign)
debt shows the dominance of SDR-
denominated debt (31.7 per cent) which is
ascribed to borrowing from the International
Development Association (IDA), the soft
loan window of the World Bank under the
multilateral category and SDR allocations by
the IMF. At end-September 2015, government

Table 4.5: Composition of India’s External Debt

(Per cent to total external debt)

SI.  Component March March March September
No. 2013 2014PR 2015PR 2015 QE
1 2 3 4 5 6
1 Multilateral 12.6 12.0 11.0 11.0
2 Bilateral 6.1 55 4.6 4.5
3 IMF 1.5 1.4 1.2 1.2
4 Export credit 43 34 2.7 24
5 Commercial borrowings 342 335 38.0 37.7
6  NRI deposits 17.3 233 242 25.2
7  Rupee debt 0.3 0.3 0.3 0.2
8 Long-term debt (1 to 7) 76.4 79.4 82.0 82.2
9  Short-term debt 23.6 20.6 18.0 17.8
10 Total external debt (8+9) 100.0 100.0 100.0 100.0

Notes: PR: Partially Revised; QE: Quick Estimates.
Source: Ministry of Finance and RBI



(sovereign) external debt stood at US$88.8
billion. The share of government debt in total
external debt at end-September 2015 was 18.4
per cent as compared to 18.9 per cent at end-
March 2015. Non-government external debt
stood at US$394.3 billion at end-September
2015.

4.47 Over the years, the composition of
India’s external debt stock has undergone
structural transformation. The proportion of
concessional debt in total external debt came
down from an average of 42.9 per cent during
1991-2000 to 28.1 per cent in 2001-10 and
further to 12.4 per cent during 2011-14. It
stood at 8.7 per cent at end-September 2015
as compared to 8.8 per cent at end-March
2015. Non-government external debt has
been predominant in total external debt and its
proportion has been going up over the years.
Non-government debt went up from 45.3 per
cent of total external debt in the 1990s to 65.6
per cent in the decade of 2000s. In the last
five years it has been at an annual average of
79.0 per cent and at end-September 2015, it
stood at 81.6 per cent. The main external debt
indicators are given in Table 4.6.
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4.48 India’s foreign exchange reserves
provided a cover of 72.5 per cent to total
external debt stock at end-September 2015
vis-a-vis 71.9 per cent at end-March 2015.
Theratio of short-term external debt to foreign
exchange reserves was 24.6 per cent at end-
September 2015 as compared to 25.0 per cent
at end-March 2015. The ratio of concessional
debt to total external debt decreased steadily
and stood at 17.8 per cent at end-September
2015 as against 18.0 per cent at end-March
2015.

4.49 India’s external debt has remained
in safe limits as shown by the external
debt to GDP ratio of 23.7 per cent and
debt service ratio of 7.5 per cent in 2014-
15. The prudent external debt policy of the
Government of India has resulted in external
debt remaining within safe and comfortable
limits and in containing its rise. The external
debt management policy followed by the
Government of India continues to emphasize
monitoring of long- and short-term debt,
raising sovereign loans on concessional terms
with long-term maturities, regulating ECBs
through end-use and all-in-cost restrictions and

Table 4.6: India’s Key External Debt Indicators

(per cent)

Year External Total Debt Concessional Foreign Short term Short

Debt External Service Debt to Total Exchange External Debt* term

(US$ Debtto Ratio External Reserves to to Foreign  External

billion) GDP Debt Total External Exchange Debt to

Debt Reserves Total Debt

1 2 3 4 5 6 7 8

2011-12 360.8 20.5 6.0 133 81.6 26.6 21.7

2012-13 409.4 223 5.9 1.1 71.3 33.1 23.6

2013-14 PR 446.0 23.6 59 10.4 68.2 30.1 20.6

2014-15 PR 475.2 23.7 7.5 8.8 71.9 25.0 18.0

End-September 483.2 - - 8.7 72.5 24.6 17.8
2015 QE

Notes: PR: Partially Revised; QE: Quick Estimates
- : Not worked out for the part of the year
* Short term debt is based on original maturity.

Debt —Service Ratio is the proportion of gross debt service payments to external current receipts (net of official transfers)

Source: Ministry of Finance and RBI.
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rationalizing interest rates on NRI deposits.
International Comparison

4.50 Cross-country comparison of external
debt based on the World Bank’s ‘International
Debt Statistics 2016°, which contains data
on external debt for the year 2014, indicates
that India continues to be among the less
vulnerable countries on this account. India’s
key external debt indicators compare well

with those of other indebted developing
countries. The ratio of India’s external debt
stock to gross national income (GNI) at 22.7
per cent was the fourth lowest. In terms of the
cover provided by foreign exchange reserves
to external debt, India’s ranked fifth at 65.5
per cent. (Further details can be accessed at
http://www.finmin.nic.in/reports/ind_Ext
debt.asp)
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Weakening of global commodity prices continued in 2015-16. Prices of crude oil,
metals and even cereals declined across the globe not-withstanding a few short spells
of rebound. The significant decline in the price of the Indian basket of crude oil,
through direct and second round effects, contributed partly to the decline in general
inflation for the second successive year. Headline inflation, based on the consumer
price index (combined) series, dipped to 4.9 per cent during April-January 2015-
16 as against 5.9 per cent in 2014-15. The astute food supply management policy of
the government has been successful in containing food inflation despite the below-
average monsoon this year and the resultant sporadic spurts in the prices of pulses
and a few other essential commodities in the second half of the year. Consumer
price index-based core inflation (non-food non-fuel) also remained range bound,
inching up marginally from 4.2 per cent in March 2015 to 4.7 per cent in January
2016. The easing of inflationary pressures paved the way for reduction in policy
repo rates by 125 basis points during 2015 by the Reserve Bank of India.

The declining growth in agriculture owing to two consecutive drought years, and
with decline in production and area sown of major crops, agriculture sector needs
a transformation to ensure sustainable livelihoods for the farmers and food security
for the population. The transformation in agriculture has to be steered by raising
productivity in agriculture, by investing in efficient irrigation technologies, and
efficient use of all inputs.

“Few scientists think of agriculture as the chief, or the model science. Many
indeed do not consider it a science at all. Yet it was the first science - the mother
of all sciences; it remains the science which makes human life possible; and
it may be that, before the century is over, the success or failure of science as a
whole will be judged by the success or failure of agriculture.” --T.W. Schultz

OVERALL TRENDS IN INFLATION

5.2 Persistent and elevated levels of
inflation, in particular food inflation, were
a major concern of the government during
the period 2010-11 to 2013-14. During this
high-inflation phase, average wholesale price
index (WPI) inflation was 8.0 per cent and

average inflation based on the consumer price
index for industrial workers [CPI (IW)] was
way above comfort level at 9.7 per cent. CPI
(IW)-based food inflation touched double
digits and likewise WPI-based food inflation
rose to a high of 9.3 per cent during the
same period. The rising trend reversed from






