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State of the Economy 2020-21: O 1
A Macro View CHAPTER

LBH6eUsSCHIT QLML Qeumnse & (Hellemers
SrmenLo WTsEn sullm

“Doing the right things at the right time, is the rope
which binds the wealth, making it boundless.”
— Thirukkural, Chapter 49, Verse 482.

The year 2020 threw at the world a bedlam of novel COVID-19 virus, threatening all that
was taken for granted —mobility, safety, and a normal life itself. This, in turn, posed the most
formidable economic challenge to India and to the world in a century. Bereft of a cure or a
vaccine, public health policy became central to tackling this all-pervasive crisis. The imperative
of flattening the disease curve was entwined with the livelihood cost of an imminent recession,
which emanated from the restrictions in economic activities from the lockdown required to contain
the pandemic. This inherent trade-off led to the policy dilemma of ““lives versus livelihoods™.

Governments and central banks across the world deployed a range of policy tools to support their
economies such as lowering key policy rates, quantitative easing measures, loan guarantees,
cash transfers and fiscal stimulus measures. India recognised the disruptive impact of the
pandemic and charted its own unique path amidst dismal projections by several international
institutions of the spread in the country given its huge population, high population density and
an overburdened health infrastructure.

As shown in Chapter 1 of Volume 1, the intense lockdown implemented at the start of the pandemic
—when India had only a 100 confirmed cases — characterized India s unique response in several
ways. First, the policy response was driven by the findings from both epidemiological and
economic research. Specifically, faced with enormous uncertainty about the potential spread of
the pandemic, the policy implemented the Nobel-prize winning research in Hansen and Sargent
(2001) that recommends a policy focussed on minimising losses in a worst case scenario.
Faced with an unprecedented pandemic, loss of scores of human lives captured this worst case
scenario. Moreover, epidemiological research highlighted the importance of an initial, stringent
lockdown especially in a country where high population density posed difficulties with respect
to social distancing. Therefore, India’s policy humane response that focused on saving human
lives, recognised that the short-term pain of an initial, stringent lockdown would lead to long-
term gains both in the lives saved and in the pace of the economic recovery. The scores of lives
that have been saved and the V-shaped economic recovery that is being witnessed — due to the
causal impact of the initial lockdown — bear testimony to India’s boldness in taking short-term
pain for long-term gain.

Second, India recognised that the pandemic impacts both supply and demand in the economy.
The slew of reforms — again unique amidst all major economies — were implemented to ensure
that the supply-side disruptions, which were inevitable during the lockdown, are minimised in
the medium to long-run. The demand side policy reflected the understanding that aggregate



2 | Economic Survey 2020-21 Volume 2

demand, especially that for non-essential items, reflects precautionary motives to save, which
inevitably remains high when overall uncertainty is high. Therefore, during the initial months of
the pandemic when uncertainty was high and lockdowns imposed economic restrictions, India
did not waste precious fiscal resources in trying to pump up discretionary consumption. Instead,
the policy focused on ensuring that all essentials were taken care of, which included direct
benefit transfers to the vulnerable sections and the world’s largest food subsidy programme
targeting 80.96 crore beneficiaries. Government of India also launched Emergency Credit Line
Guarantee Scheme to provide much needed relief to stressed sectors by helping entities sustain
employment and meet liabilities.

During the unlock phase, when uncertainty declined and the precautionary motive to save
subsided, on the one hand, and economic mobility increased, on the other hand, India has ramped
up its fiscal spending. A favorable monetary policy ensured abundant liquidity and immediate
relief to debtors via temporary moratoria, while unclogging monetary policy transmission.
India’s demand-side policy, thus, underscores the idea that pressing on the accelerator while
the brakes are clamped only wastes scarce fuel.

India has been able to avoid the second wave while ably managing to flatten the epidemiological
curve, with its caseload peaking in mid-September. As shown in Chapter 1 of Volume I, the
initial stringent lockdown was critical to saving lives and the V-shaped economic recovery. The
continuous drop in daily cases and fatalities bespeak India s escape from a Sisyphus fate of back-
and-forth policy responses, enabling continual unlocking of the economy. As anticipated, while the
lockdown resulted in a 23.9 per cent contraction in GDP in Q1, the recovery has been a V-shaped
one as seen in the 7.5 per cent decline in Q2 and the recovery across all key economic indicators.
Starting July, a resilient V-shaped recovery is underway, as demonstrated by the recovery in GDP
growth in Q2 after the sharp decline in Q1, a sustained resurgence in high frequency indicators
such as power demand, E-way bills, GST collection, steel consumption, etc. The reignited inter
and intra state movement and record-high monthly GST collections have marked the unlocking of
industrial and commercial activity. A sharp rise in commercial paper issuances, easing yields, and
sturdy credit growth to MSMESs portend revamped credit flows for enterprises to survive and grow.
Imports contracted more sharply than exports, with Forex reserves rising to cover 18 months of
imports. Inflation, mainly driven by food prices, remained above 6 per cent for much of the year,
the softening in December suggests easing of supply-side constraints.

India’s GDP is estimated to contract by 7.7 per cent in FY2020-21, composed of a sharp 15.7 per
cent decline in first half and a modest 0.1 per cent fall in the second half- Sector-wise, agriculture
has remained the silver lining while contact-based services, manufacturing, construction were
hit hardest, and have been recovering steadily. Government consumption and net exports have
cushioned the growth from diving further down.

The V-shaped economic recovery is supported by the initiation of a mega vaccination drive
with hopes of a robust recovery in the services sector. Together, prospects for robust growth in
consumption and investment have been rekindled with the estimated real GDP growth for FY
2021-22 at 11 per cent. India’s mature policy response to this “once-in-a-century” crisis thus
provides important lessons for democracies to avoid myopic policymaking and demonstrates the
significant benefits of focusing on long-term gains.

1.1 The year 2020 witnessed unrivalled turmoil with the novel COVID-19 virus and the
resultant pandemic emerging as the biggest threat to economic growth in a century. The World
Health Organization (WHO) declared COVID-19 a ‘Public Health Emergency of International
Concern’ (PHEIC) on 30th January, 2020 and advised that all countries should be prepared
for containment, including active surveillance, early detection, isolation and case management,
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contact tracing, and prevention of onward spread. The exponential rise in the number of daily
cases compelled the WHO to title this outbreak a pandemic on 11th March, 2020 - within a
period of three months of its emergence. The contagion is still spreading with over 10 crore
confirmed cases around the globe and over 2 lakh deaths. The ensuing shock has been extremely
unconventional in terms of its size and uncertainty, with its impact dependent on unpredictable
factors like intensity of lockdowns, extent of supply chain and financial market disruptions
alongside societal response to the associated public health measures. The pandemic has been
unique in its wide-ranging effects on almost every section of the economy and the society.

SPREAD OF THE PANDEMIC

Global Spread

1.2 Since its first outbreak in Wuhan, China, COVID-19 has infected all continents, including
Antarctica (in December, 2020), and more than 220 countries. The health shock, though global,
has transmitted through different trajectories across countries in terms of total infections,
mortalities, and recoveries. In the initial stages of the pandemic, the Advanced Economies (AE)
of North American and West European region were disproportionately impacted with more than
70 per cent of the total cases and total deaths (Figure 1). The pandemic quickly intensified
in number of Emerging Market and Developing Economies (EMDES) such as Brazil, India,
Mexico, Russia and Turkey— that now constitute around 50 per cent of total cases and total
deaths. In recent months, amidst a repeat wave, AEs—particularly the United States and several
Euro area countries—have accounted for an increasing share of cases; in EMDESs, outbreaks in
the Latin America and the Caribbean, and Europe and Central Asia regions have continued to
grow. It is evident that AEs have been affected harder by the pandemic.

Figure 1: Trend in World-wide Spread of COVID-19
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1.3 The spread of the pandemic has been in waves as is evident in Figure 2. AEs were
experiencing their third waves, both in terms of cases and deaths, at the end of the year while
EMDEs (excluding China and India) were facing their second waves. China experienced the
first wave of cases in February, 2020 after which it has been able to control the spread. India
experienced its first wave till September, 2020 after which it has been able to effectively manage
the spread — avoiding the second wave as on date.
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Figure 2: COVID -19 Infection Waves
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1.4  AEswitnessed higher confirmed cases and deaths on per capita basis too as compared to EMDEs

(Figure 3). The third wave in AEs has proven to be more lethal with fatalities exceeding by 5.3 times

compared to the second wave and surpassing the level during the first wave in December itself.
Figure 3: Per Capita COVID-19 Caseload across Countries
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SPREAD OF PANDEMIC IN INDIA

1.5 India imposed a stringent nation-wide lockdown during the initial phase of the
pandemic in March-April, 2020, followed by gradual unlocking and phasing out of the
containment measures. India crossed its peak in mid-September with 11.12 lakh active cases
on 17" September, 2020 and 97,860 daily new cases on 16th September, 2020 (Figure 4 (a)).
Subsequently, new cases have moved down to less than 16,000 cases per day in January,
2021 despite the festive season and onset of the winter season. The confirmed cases in India
have touched more than 1.06 crore, representing around 11 per cent of the world’s total case
load. India’s share in new cases load globally has drastically come down from 31 per cent
in September, 2020 to 4 per cent in December, 2020. The pace of spread has been controlled
with doubling time of cases rising from 12 days in May, 2020 to 249 days in December, 2020
(Figure 4 (b)).
Figure 4: Spread of COVID-19 in India
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Source: Data accessed from https://www.covid19india.org/, Ministry of Health and Family Welfare (MoH&FW)
Note: Doubling rate is defined as In2/ In (1 + r), where r is the average of last seven days of growth in cumulative cases.

1.6 The initial spread of pandemic was limited primarily to western and northern zones of
the country, which contributed 42 and 22 per cent respectively (Figure 5 (a)). On the other
hand, a sharp rise in share of Southern zone was witnessed since July, 2020 with the zone
adding more than one-third of the new cases per month on an average. The eastern and
central regions each constituted 10 per cent of the total cases respectively during the year.
All zones, barring northern region, experienced a single wave of infection till December
(Figure 5 (b)). The festive season during October and November led to a second wave of
infections in the northern region. In per capita terms, the southern zone had a maximum
caseload at 1226 cases per lakh followed by western zone at 1124 cases per lakh; the
eastern region had the lowest caseload at 342 cases per lakh as on 31 December, 2020
(Figure 5 (¢)).
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Figure 5: Trends in Spread of COVID-19 across Regions in India
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1.7 The total death toll in India, as on 31% December, 2020, was 1.48 lakh with more than 50
per cent of the fatalities occurring in western and southern zones of the country. Throughout
the pandemic, Maharashtra has been the worst affected state having highest incidence of
deaths in India (Figure 6 (a)). All zones, except the northern zone, experienced a single wave
in terms of deaths (Figure 6 (b)). The northern region witnessed three death waves, with the
third wave proving to be the most lethal as deaths exceeded 1.7 times more than what it was
during the first wave. In per capita terms, the western zone has been the worst performer with
27 deaths per lakh, followed by northern region at 13 deaths per lakh (Figure 6 (c)). Deaths
per capita have been lower in the eastern and north-eastern zones at 6 and 4 deaths per lakh
respectively.
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Figure 6: Trends in COVID-19 Deaths across Regions in India
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RAMPING UP TESTING

1.8 As the first step towards timely identification, prompt isolation & treatment, testing was
identified as an effective strategy to limit the spread of infection. A characteristic of the pandemic,
which aggravated its virulence, was its probable transmission by asymptomatic people. Large-
scale testing was, therefore, imperative for quick identification of cases, immediate isolation
to prevent spread and timely treatment. It also helped in effective contact tracing and timely
isolation of prospective cases. Testing policy has been continuously evolving since the beginning
of the pandemic with countries rapidly gearing up the testing capacity to curb the pace of spread

(Figure 7).
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Figure 7: Ramping up Testing across the World
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Note: “Open public testing” is aggressive testing; “Testing if symptoms” refers to testing anyone who shows
COVID-19 symptoms; “Limited testing” is when an individual is showing symptoms and meets a laid down
criterion like medical worker, overseas travel etc. “No policy” refers to having no testing policy in place.

1.9 An analysis of tests per lakh and total cases per lakh shows that countries such as United
Kingdom, Argentina, Germany, Colombia, Switzerland, Poland and Peru need to perform more
tests as cases per lakh are on the higher side relative to tests conducted (Figure 8). US is an outlier
as it has both high tests per lakh and high caseload per lakh as on 315 December, 2020. India lies
below the global average of cases, despite being the second worst affected country in the world.

Figure 8: Total Tests vs Confirmed Cases per Lakh
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1.10 India rapidly ramped up its capacity to rapidly scale-up tests. In January 2020, India had
only one laboratory testing for COVID-19, at the National Institute of Virology, Pune. Today
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there are more than 2300 laboratories across the country, performing molecular tests for its
diagnosis - an unparalleled achievement in the history of the Indian health system. India has
shown tremendous progress in conduct of daily tests with a dedicated emphasis on expansion of
testing infrastructure (Figure 9). Keeping the focus on “Test, Track and Treat”, India has tested

nearly 18.5 crore cumulative COVID-19 samples with cumulative test positivity rate at 5.6 per
cent, as on 31 December, 2020.

Figure 9: Ramping up Testing in India
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1.11 The unprecedented pace of transmission and lethality of COVID-19 triggered a global
health crisis that has led to an enormous human toll of over 10 crore confirmed cases and
over 21 lakh fatalities. Given the unavailability of a potent cure and a preventive vaccine, it
was imperative that the spread be contained by implementing various public health measures.
However, this presented crucial policy dilemmas before governments across the globe.

POLICY DILEMMAS UNDERLYING COVID-19
‘Lives Vs Livelihoods’

1.12 Given the fast spread of the pandemic, the immediate public health policy priority was,
‘flattening the epidemiological curve’ to mitigate the impact of the spread (refer to Box 1
in Chapter 1, Volume-I, Economic Survey, 2020-21). The steps to “flatten the curve” were
intended to slow the transmission of the virus, push the peak of the curve and spread the
distribution of cases over time. Countries, accordingly, across the globe adopted various
non-pharmaceutical interventions (NPIs) like social distancing measures via work & school
closures, travel bans, cancellations of public events and restrictions of internal movement
and, by social isolation measures via quarantining infected people from the population,
tracing infected persons contacts and enhanced testing. The containment measures allowed
ramping up of the health and testing infrastructure, arresting the spread of the virus and
saving ‘lives’. Chapter 1, Volume | of the Survey delineates that countries that imposed
effective NPIs, especially at the onset of the pandemic, could manage the spread of the
pandemic relatively better.

1.13 Even if no containment measures were implemented, a recession would have been
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fuelled by the precautionary and/or panic behaviour of households and firms faced with the
uncertainty of dealing with a pandemic that had no cure. This is because households voluntarily
took precautions which affected demand, especially for non-essential items. The lockdown
reinforced this response to the pandemic. The public health measures, adopted to contain the
spread, engendered sizeable immediate economic costs as they led to almost full suspension
of economic activity, curbed consumption and investment, as well as restricted labor supply
and production. COVID-19, therefore led the world to the predicament of saving ‘lives’ or
‘livelihoods’ as the steps taken to flatten the infection curve, steepened the macroeconomic
recession curve (Figure 10).

Figure 10: Trade-off between Flattening COVID-19 Infection Curve
and Steepening of Recession Curve
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Demand-side and Supply-side Shocks

1.14 The pandemic has been a unique economic shock that has triggered both supply and
demand side shocks simultaneously across economies around the world (Figure 11). Increased
uncertainty, lower confidence, loss of incomes, weaker growth prospects, fear of contagion,
curtailment of spending options due to closure of all contact-sensitive activities, the triggering
of precautionary savings, risk aversion among businesses and resultant fall in consumption and
investment — leading to the first order demand shock. The supply chain disruptions caused by
closure of economic activity and restricted movement of labour lead to the first order supply
shocks.
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Figure 11: Twin Economic Shocks by the Pandemic
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1.15 The first order supply side disruptions potentially created second round effects on both
demand and supply. The initial supply shock, resulting in wage and income loss, could impact
aggregate demand and impair productive capacity leading to supply shocks. These effects were
further amplified through international trade and financial linkages, dampening global activity
and pushing commodity prices down. The feedback loops of demand and supply generated
potential hysteresis effects - when households demand less, firms get reduced revenues, which
feeds into reduced activity by firms, and thus reduced household income.

1.16 The policies to ‘flatten the epidemiological curve’, therefore, needed to be accompanied by
economic policies designed and targeted to mitigate the resulting shock to the economic system
and ‘flatten the recession curve’. There was, however, unprecedented uncertainty about the
potential spread of the pandemic. The pandemic, therefore, posed unprecedented dilemmas before
policymakers — lives vs livelihoods and flattening the twin curves of pandemic and the resultant
economic recession.

BOX 1: SECTORAL IMPACT OF COVID-19 IN INDIA:

UBIQUITOUS, YET IRREGULAR

The spread and intensity of COVID-19 induced twin economic shock can be broadly captured
through impact on output/Gross Value Added (GVA) and employment. In terms of GVVA shock,
non-essential activities are likely to endure a combined shock directly proportional to their
respective GVA contribution, given that they could not operate during lockdown. Essential
activities are likely to undergo a dampened shock, primarily arising from the indirect impact of
restricted activities in non-essential sectors. In terms of employment shock, contact-sensitive
sectors like trade, hotels, transport, tourism, etc. are likely to undergo a shock proportional to
the respective employment share, with informal workers likely to bear the larger brunt (Figure
B1)Y. The construction and mining sectors, that employ a larger share of informal workers,
have been severely affected by the pandemic-induced lockdowns.

! Percentage distribution of usually working persons in usual status (ps+ss) by broad status in employment for each
industry of work.
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Figure B1: Sectoral Distribution by GVA Share and Share of Casual Workers
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The impact of the pandemic and associated health measures has been unique as it has affected
every sector of the economy. Agriculture was largely insulated from the lockdown in India
as timely and proactive exemptions from COVID-induced lockdowns to the sector facilitated
uninterrupted harvesting of rabi crops and sowing of kharif crops. However, supply chain
disruptions impacted the flow of agricultural goods leading to high food inflation and adverse
initial impact on some major agricultural exports. The manufacturing sector was hit hard in
the first quarter but has since picked up though mining still remains impacted. Construction
and Services sector were hit the hardest due to the pandemic induced requirements of social
distancing and minimising of personal interaction.

Figure B2: Sectoral Impact of COVID-19 in India
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Components of CPI- Food Inflation

CPI- Food Inflation
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Air Turbine Fuel Prices: India
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Aggregate Order Backlog of Industrial &
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DISRUPTION OF GLOBAL ECONOMY BY THE PANDEMIC

1.17 Aswas evident from the earlier section, the pandemic raised unprecedented health challenges
on a global scale and posed unique policy dilemmas. Since 2018, the growth momentum in
global output was on a weakened footing owing to various factors like trade tensions, political
instability, slowed demand and reduction in industrial activity. COVID-19 pandemic accentuated
the deceleration by causing severe demand and supply disruptions. Economic activity has been
belaboured by reduced mobility, owing both to official restrictions and private decisions; uncertainty
regarding the post-pandemic economic prospects and policies has impacted investment; disruptions
in education have decelerated human capital accumulation; concerns about the viability of global
value chains; and the adverse impact on international trade and tourism.

1.18 The month of April 2020 became the month of “Global Lockdown” with world economic
activity coming to a standstill — leading to a steep fall in output during second quarter of 2020.
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Global output is expected to witness the sharpest contraction in a century, contracting in the range
of 3.5 - 4.3 per cent in 2020 as per the estimates provided by IMF and World Bank (Figure 12). The
cumulative loss to global GDP over 2020 and 2021 is estimated at around USD 9 trillion — greater
than the economies of Japan and Germany combined. Loss of output is anticipated to be more
severe in AEs at 5.4 per cent compared to EMDEs, excluding China, which stood at 5.0 per cent
for the year 2020 (Figure 12). This is aligned with the more severe impact of the pandemic spread
in AEs than EMDEs as was seen above. The estimates for global growth were revised upward
through the year with easing of lockdowns and resurgence in economic activity in July-September
quarter of the year. The rebound in global activity has, however, been uneven and subdued since
the beginning of second half of the year due to resurgence in COVID-19 infection rates in AEs.

Figure 12: Trend in Global Growth
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1.19 The pandemic induced border closures and supply disruptions interrupted the international
provision of goods and services. The Global composite Purchasing Managers Index (PMI) was
in contraction for five months before July, 2020 (Figure 13). Global trade is projected to contract
by 9.2 per cent in 2020—comparable to the decline during the 2009 global recession but affecting
a markedly larger share of economies (Figure 14). Trade has, however, played a critical role in
responding to the pandemic, allowing countries to secure access to vital food and medical supplies.

1.20 Most commodity prices rebounded from their mid-2020 lows as strict lockdowns were
gradually lifted and demand firmed, especially from China (Figure 15). The recovery in oil
prices was more modest amid concerns over the pandemic’s lasting impact on oil demand.
Gold emerged as a safe-haven investment in the backdrop of the pandemic prices with prices
increasing by 26.2 per cent in November, 2020 as compared to December, 2019. Food prices
also surged during the year reflecting supply chain disruptions. As a result of weak demand
and subdued energy prices, inflation moderated in most part of the world, deflationary pressure
emerged in major AEs. Fall in inflation in EMDESs was less broad based than in AEs, reflecting
the effects of sharp currency depreciations as well as rising domestic food prices in some
countries (Figure 16).
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Figure 13: Global PMI

Figure 14: World Merchandise Trade Growth
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1.21 Global financial conditions have remained accommodative on the back of continued policy
support via unprecedented swift interventions by Central banks (Figure 17). Despite subdued
activity and a highly uncertain outlook, global equity markets have rebounded at a faster pace
from the March lows, though with notable differentiation across countries, depending on the
spread of the virus, the scope of policy support, and sectoral composition. Behind the broad
rebound of risky assets, there are clear signs of differentiation across sectors. Some sectors
(such as airlines, hotels, energy, and financials) have been more affected by the lockdown
and social distancing, whereas those that are less contact-intensive (information technology,
communications) have fared better. US dollar index has weakened by 7.4 per cent on year-to-
date basis in comparison to most G-10 currencies with countries adopting various policies to
alleviate downward pressure on their exchange rates (Figure 18).
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Figure 17: Global Financial Conditions Figure 18: Weakened US Dollar
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1.22 The pandemic has exacerbated the risks associated with a decade-long wave of global debt
accumulation. Sizeable discretionary support, along with a sharp contraction in output and an
ensuing fall in revenues has led to a surge in government debt and deficits. Debt burdens have
increased as corporates faced a period of sharply reduced sales and sovereigns have financed
large stimulus packages. Debt levels have reached historic highs, making the global economy
particularly vulnerable to financial market stress (Figure 19). General government debt in
major economies rose during Q2 2020 (Figure 20). Debt is likely to rise further as governments
finance the recovery by facilitating the transition of capital, labor, skills, and innovation to a
post-pandemic economic environment.

Figure 19: Government Debt as % of GDP Figure 20: Major Economies - Total Debt as
per cent of GDP
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1.23 Going forward, an effective vaccination campaign, restoration of consumer and business
confidence as well as continued monetary and fiscal support are expected to lift the global output
by 4.5 — 5.5 per cent in 2021. Downside risks to this forecast include the possibility of mutant
strains, delays in vaccine procurement and distribution, disruptive effects on potential output
from the pandemic, and financial stress triggered by high debt levels and weak growth.
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INDIAN ECONOMY ON THE PATH OF A RESILIENT V-SHAPED
TRAJECTORY

1.24 The Indian economy, after subdued growth in 2019, had begun to regain momentum January
2020 onwards, only to be stalled by the once-in-a-century black swan COVID-19 outbreak. The
economy witnessed a sharp contraction of 23.9 per cent in Q1: FY 2020-21 and 7.5 per cent in
Q2: FY 2020-21 due to the stringent lockdown imposed during March-April, 2020. Since then,
several high frequency indicators have demonstrated a V-shaped recovery. The fundamentals of
the economy remain strong as gradual scaling back of lockdowns along with the astute support
of Atmanirbhar Bharat Mission have placed the economy firmly on the path of revival.

1.25 There has been rapid recovery in India’s economic activity from the COVID-19 pandemic
induced unprecedented lows of the first quarter of FY 2020-21 on the back of extraordinary
fiscal and monetary support provided by the Government and RBI. Overall movement of
high frequency indicators over Q1, Q2 and Q3 indicated speedy pickup in Q2 and growing
convergence to pre-pandemic levels in Q3 (Figure 21). As India’s mobility and pandemic trends
aligned and improved concomitantly, indicators like E-way bills, rail freight, GST collections and
power consumption not only reached pre-pandemic levels but also surpassed previous year levels.

Figure 21: Movement of High Frequency Indicators
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Sectoral Trends

1.26 The year also saw manufacturing sector’s resilience, rural demand cushioning overall
economic activity and structural consumption shifts in booming digital transactions. The
full impact of the pandemic on the Indian economy is still unravelling and the future
growth prospects would critically depend on sustenance of momentum of this recovery.
Agriculture is set to cushion the shock of the COVID-19 pandemic on the Indian economy
in 2020-21 with a growth of 3.4 per cent in both Q1 and Q2. It is the only sector that
has contributed positively to the overall Gross Value Added (GVA) in both Q1 and Q2
2020-21. This indicates that agricultural activities for rabi harvesting and kharif sowing
were largely unaffected by the COVID 19-induced lockdown. Given the expectation of
a bountiful kharif harvest, the food grain production target has been set at 301 million
tonnes for the 2020-21 crop year, up by 1.5 per cent from the record output achieved in
2019-20 (Figure 22). Sowing remained healthy while procurement continued unabated,
firming up buffers and channelizing supply, while ensuring food security throughout the
year (Figures 23).

Figure 22: Foodgrain Production in India Figure 23: Procurement of Rice and Wheat
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1.27 Rural demand has remained resilient empowered by the government’s thrust on the rural
economy and infrastructure in previous years, through a bouquet of reforms for both farm
and non-farm sectors. There has been re-energised focus in the last six years on rural roads
by extension to smaller villages, rural housing and sanitation, provision of basic amenities
under various Government Schemes and creation of durable assets through MGNREGS.
These measures have been reinforced by rural digitalisation and financial inclusion drives
which also aided in smooth implementation of demand push measures during COVID-19.
Initiatives to spur skill development, entrepreneurship, Self Help Groups and livelihoods have
further empowered the rural economy to combat the COVID-19 induced vagaries. Critical
steps such as PM-KISAN, adoption of cost plus 50 per cent formula for MSP, focus on
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irrigation via PM Krishi Sinchai Yojana, micro-irrigation scheme, promoting economies of
scale through FPOs, and institutionalizing e-NAM (Electronic national agricultural market),
and promotion of agricultural mechanization through subsidies and custom hiring centres,
have contributed to nourishing a vibrant agricultural sector, which remains a silver lining to
India’s growth story of FY 2020-21.

1.28 A palpable V-shaped recovery in industrial production was observed over the year.
Manufacturing rebounded and industrial value started to normalize. Headwinds, however,
lingered on. The index of eight core industries, which make up around 40 per cent of the index,
registered a growth of (-) 2.6 per cent in November, 2020 as compared to a growth of 0.7
per cent in November, 2019 and (-) 0.9 per cent in October, 2020 (Figure 24). Consequently,
I1P, after registering positive growth in October 2020 slipped back into contractionary zone
in November, 2020 (Figure 25). PMI Manufacturing, however, continued to remain in
expansionary zone in December 2020. Resuscitating steel consumption reinforced acceleration

in construction sector, propping up employment as economy unlocked. The housing market, a
key forward linkage sector for steel consumption, saw gradual resurgence from its Q1: 2020-

21 trough. Electricity sector retained its momentum with power consumption registering
positive YoY growth since September, 2020.

Figure 24: Growth in Core Index Figure 25: Growth in 1IP
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1.29 Revitalized inter and intra-state movement along with a sustained spurt in industrial and
commercial activity heralded the economy’s returning to normalcy. E-way bills, electronic
toll collection, rail freight and port cargo traffic not just recovered but surpassed previous year
levels in Q3: 2020-21, while rail passenger earnings and domestic aviation witnessed a steady
recovery (Figures 26 and 27). Indian services sector sustained its recovery from the pandemic

driven declines with PMI Services output and new business rising for the third straight month
in December.
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Figure 26: Average Daily ETC Count and Figure 27: E-way Bills
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E-way bills are a strong leading indicator of revenue collections, supply chain corrections
and logistics growth. With industries at a standstill during lockdown in the fight against
COVID-19, total e-way bills generated witnessed a sharp contraction of 74 per cent (YoY)
in April 2020. Volume of inter State and intra State trade plunged by 89 per cent and 80 per
cent respectively in April 2020 compared to previous year levels. While E-way bills for all
distance categories contracted sharply in April 2020, E-way bills with distance more than
1000 km saw the maximum fall (Figure B3 ). Value of e-way bills per person saw a similar
fall (Figure B4).

Figure B3: Volume of E-Way Bill by Distance | Figure B4: All India- Value of Goods Traded
Category (INR Per Person)
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With gradual relaxation of restrictions, E-way bills in terms of total assessable value generated
and value generated per person regained momentum and persistently improved to surpass
previous year levels in September 2020 (Figure B5). Volume of trade, both inter and intra
also bounced back to previous year levels by September 2020. Both volume and value of total
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E-way bills generated have regained stronger momentum in December with a double- digit
growth of 12.3 per cent and 17.5 per cent respectively in December 2020.

Figure B5: All India- Value of Goods Traded Per Person
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Source: Data from GSTN curated from public platform Indiapulse@I1SB

Persistent improvement in E-way bills generated bodes well for faster economic recovery. A
regression analysis using pair-wise state trade data estimates that inter-state trade had a 36-
39 per cent fall on average during the lockdown and fully recovered in September 2020. The
analysis shows that inter-state borders had some effect on trade, but not very large. Interstate
borders might have been an impediment during the initial phase of lockdown but not in the
later period.
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log (trade)jj = a + bl * log(distance) + b2 * D (Border) + b3 * D (COVID); + ejj«

Log (Pairwise inter-state trade)

1) (2) 3)
Log (distance) -1.436*** -1.407*** -1.402%**
(0.014) (0.016) (0.021)
D(Border) 0.333*** 0.352*** 0.361***
(0.026) (0.029) (0.038)
D(COVID) -0.360*** -0.389***
(0.014) (0.019)
Period Jan 2019-Mar 2020 Nov 2019-Nov Dec 2019- Jun
2020 2020
Observations 13020 12090 7440
R-Squared 0.929 0.916 0.908

D(COVID)=1 for March-August 2020 ***p<0.01

D(Border): Dummy variable which takes the value 1 if the pair of States shares borders

The V-shaped recovery in revenue collections was quite quick in states (Figure B6) such
as Telangana and Andhra Pradesh with value of E-way bills per person reaching previous
year levels in June. On the other hand, states like Haryana and Gujarat witnessed recovery a

month later in July while Maharashtra, a key COVID-19 hotspot and the biggest contributor
to India’s GDP witnessed a recovery August onwards.

Figure B6: State-wise Value of Goods Traded Per Person
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Source: Data from GSTN curated from public platform Indiapulse@I1SB
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1.30 High food prices remained a major driver of inflation in 2020. However, inflation in December,
2020 fell back into the RBI’s target range of 4 +/- 2 per cent to reach 4.6 per cent year-on-year
as compared to 6.9 per cent in November (Figure 28). This was driven by a steep fall in food
prices, particularly of vegetables, cereals, and protein products and favourable base effects. After
consistently rising for six months since Q1:2020-21, headline inflation also eased sequentially in
December. However, fuel inflation remained sticky owing to higher crude oil prices. Core inflation
remained elevated on a yearly basis but eased as compared to the previous month.

Figure 28: Inflation
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1.31 Bank credit remained subdued in FY 2020-21 amid risk aversion and muted credit appetite
(Figure 29). The profile of wholesale bank credit during April-November 2020 reflected this
trend across both public sector and private sector banks. While overall bank credit growth and
credit to commercial sector gradually picked up from its April lows to reach 6.7 per cent and
6.2 per cent YoY respectively as on 1% January, it remained sluggish compared to previous year
levels. Credit growth to agriculture and allied activities accelerated to 7.4 per cent in October
2020 from 7.1 per cent in October 2019. October 2020 saw resilient credit flows to sectors such
as construction, trade and hospitality, while bank credit remained muted to the manufacturing
sector. Credit growth to the services sector accelerated to 9.5 per cent in October 2020 from 6.5
per cent in October 2019. While personal loans registered a decelerated growth of 9.3 per cent
in October 2020 as compared with 17.2 per cent growth a year ago, vehicle loans continued to
perform well, registering accelerated growth of 8.4 per cent in October 2020 vis-a-vis a growth
of 5.0 per cent in October 2019.

Figure 29: Growth in Wholesale Bank Credit
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1.32 On the non-bank financing side, assets under management (AUM) of mutual funds grew
at 17.73 per cent during April to November 2020. These funds faced aggressive redemption
pressures during the first quarter of the year amid liquidity crunch in debt markets. However,
RBI’s special liquidity window for mutual funds helped them to tide over this difficult period.
RBI’s liquidity enhancing measures also boosted Commercial Paper (CP) issuances and eased
spreads. In December 2020, CP issuances rose by 55 per cent to reach ¥1.88 lakh crore as
compared to I1.21 lakh crore in November 2020. The effective Weighted Average Yield of
CPs continued to ease to reach 3.6 per cent in December 2020. The mutual fund holdings of
NBFCs, after declining substantially post the IL&FS episode, increased by around 40 per cent
in November 2020 from its March 2020 levels.

1.33 The fiscal arithmetic was impacted by the adverse impact on government revenues and
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elevated expenditures, as the Government enhanced spending during the unlock phase. During
April-December 2020 (Flash estimates), total non-debt receipts of Central Government fell by
4.7 per cent YoY. However, gross GST collections (Centre plus states) gained buoyancy October
onwards, crossing the ¥ 1 lakh crore mark consecutively for 3 months, thereby providing much
needed succour to the Government’s revenue position (Figure 30). However, on the states’
front, total receipts of state governments during April-October 2020, contracted by 13.7 per
cent. Total expenditure of the Central Government recorded a growth of 11 per cent during
April-December 2020 (Flash estimates), with capital expenditure growing by 24.1 per cent
and revenue expenditure by 9.2 per cent year-on-year. States, however, witnessed a contraction
in total expenditure by 4.1 per cent year-on-year during April-October 2020. While revenue
expenditure of states did not see any significant uptick during this period, growth in capital
expenditure of state governments emerged out of eight months of consecutive decline to record
positive growth in October 2020.

Figure 30: Trends in GST Collection during 2020-21
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1.34 The pandemic led receipts-expenditure wedge witnessed in this year has been bridged
mainly through additional market borrowing, as demonstrated in the revised borrowing calendar
announced by the Centre and higher market borrowing limits given to states. As on 8" January
2021, the Central Government gross market borrowing for FY2020-21 reached ¥10.72 lakh
crore, while State Governments have raised ¥5.71 lakh crore. While Centre’s borrowings are 65
per cent higher than the amount raised in the corresponding period of the previous year, state
governments have seen a step up of 41 per cent (Figure 31). Since the COVID-19 outbreak
depressed growth and revenues, a significant scale up of borrowings amply demonstrates the
government’s commitment to provide sustained fiscal stimulus by maintaining high public
expenditure levels in the economy.
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Figure 31: Gross Market Borrowings by States Figure 32: India 10-Year Benchmark
and Centre G-sec Yield
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1.35 Government and RBI led liquidity support measures, increase in limits of ways and
means advances, and relaxation of rules governing withdrawals from the Consolidated
Sinking Fund (CSF) enabled bond markets to absorb pressures of increased government
borrowings and added to their buoyancy. The surplus systemic liquidity continues to
ensure softening of 10-year G-sec yield and reduction of spread with AAA corporate
bond yields (Figure 32). The average spread of AAA rated 3-year corporate bond fell
from 171 bps in May 2020 to 22 bps in December 2020. The spreads on AA rated
corporate bonds also moderated significantly during the same period i.e., by 131 bps
(from 243 bps to 113 bps) and 60 bps (from 177 bps to 117 bps) each for 3-year and 5-
year bonds respectively.

1.36 The external sector provided an effective cushion to India during these uncertain
times. Amid domestic and global demand and supply disruptions, India’s merchandise
exports fell by 21.1 per cent in the first half of 2020-21 with the contraction being more
severe for imports at 38.8 per cent. Exports, however, revived gradually as the rate of
contraction eased to 5.0 per cent in Q3:2020-21, with non-oil exports increasing by 2.3 per
cent during the quarter. With the gradual unlocking of the economy, the decline in imports
has also moderated to 8.3 per cent during Q3: 2020-21. While trade deficit narrowed to
US$ 26.2 billion in April-September 2020-21 from US$ 88.9 billion a year ago, it stood
at US$ 31.2 billion during the third quarter of the year, lower than US$ 37.0 billion in the
same quarter last year. India recorded a current account surplus of 3.1 per cent of GDP in
the first half of the year largely supported by strong services exports (Figure 33). While
prospects of external demand normalization are underway, its pace is contingent on the
global COVID-19 outlook and successful rollout of vaccinations across the world.
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Figure 33: Composition of India’s Current Account Balance
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1.37 India remained a preferred investment destination in FY 2020-21. FDI poured in amidst
global asset shifts towards equities and prospects of quicker recovery in emerging economies.
Subsequent to an unrivalled global portfolio investor selloff in March 2020, surges of FPI
flows were witnessed June onwards marking a renewed appetite for risky assets and yield, and
weakening of US dollar amid global monetary easing and fiscal stimulus packages. Net FPI
inflows recorded an all-time monthly high of US$ 9.8 billion in November 2020. During April-
December 2020, equities witnessed inflow of at USD 30.0 billion, five times its previous year
value - India was the only country among emerging markets to receive equity FII inflows in
2020 (Figure 34). As a result of these inflows, buoyant Sensex and NIFTY resulted in India’s
market-capitalisation to Gross Domestic Product (GDP) ratio crossing 100 per cent for the first
time since October 2010. While stock markets value the potential future growth, these elevated
levels still raise concerns on the disconnect between the financial markets and real sector.

Figure 34: Equity Inflows from FIIs into India in 2020
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1.38 Robust capital inflows along with a weak dollar lent an appreciating bias to the Indian
rupee since end June 2020. However, RBI’s prudent interventions in the foreign exchange
market limited the appreciation (Figure 35). Combined with a rise in gold reserves and foreign
currency assets, India’s foreign exchange reserves climbed to a new high of US$ 586.08 billion
as on 8" January, 2020, covering more than 18 months of imports. External debt as a ratio to
GDP, which is comprised primarily of private sector's external debt, rose marginally to 21.6 per
cent as at end-September 2020 from 20.6 per cent at end-March 2020. However, the ratio of
foreign exchange reserves to total and short-term debt (original and residual) improved because
of the sizable accretion in reserves (Figure 36). Reflecting lower current receipts, debt service
ratio (principal repayment plus interest payment), however, increased to 9.7 per cent as at end-
September 2020 as compared to 6.5 per cent at end-March 2020.

Figure 35: Movements in Rupee Figure 36: External Debt Comfortable
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1.39 Overall, India is well on its path to a VV-shaped recovery to pre-pandemic levels and beyond.
The economy was well supported by strategically paced macro-economic policies and resilient
fundamentals. The coordinated policy response on both health and economic fronts helped India
to endure the pandemic-induced shocks this year.

BOX 3: COVID-19’s Impact on GVA, Labour Markets and Fiscal

Position: A Geographical Perspective

The geographical spread of the COVID-19 health shock is intertwined with the pre-existing
economic fragilities of the states. This fragility can be interpreted on three fronts— relative
sectoral shares in GVA, labour market and fiscal position. The highest output contributing
state and the COVID-19 epicentre of the country i.e., Maharashtra has grappled with contact-
sensitive services sector shock (with 56 per cent of its output coming from that sector) and
labour market stresses given its higher percentage share of MSMEs. While Tamil Nadu and
Kerala are most fragile to the construction sector shock, a manufacturing slowdown lends
risks to Gujarat’s and Jammu and Kashmir’s economic recovery. Punjab, though sheltered by
the relatively resilient agricultural sector, is expected to experience informal labour shocks
in the services sector. Services led informal sector shocks also make states like Delhi and
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Telangana vulnerable. However, the comfortable fiscal situation of Delhi, one of the key
COVID-19 hotspots, offers cushion to battle the health shock. The ubiquity of construction
led informal sector shocks impacts Uttar Pradesh, a leading economy and most populous state
of the country.

Table B1: Intensity of Inter-State Variations in Impact of COVID-19

GVA Shock Intensity Employ- Fiscal
(Measured as share in GSVA) ment shock COVID-19
shock Intensity
Intensity

Agricul- | Mining | Manu- Informal Share | Gross Fis- | Con- | Deaths
ture Workers | inTotal | cal Deficit | firmed- | (‘000)

Sharein | MSMEs | as % of Cases
Non-Ag- GDP (Lakhs)
ricultural

Sector*

(%)

FY 2019-20 FY 2018-19 | FY 2015-

16.3

Andhra Pradesh

Assam

Bihar

Chhattisgarh

Gujarat

Haryana

Himachal Pradesh

Jammu & Kashmir

Jharkhand

Karnataka

Kerala

Madhya Pradesh

Maharashtra

Odisha

Punjab

Rajasthan

Tamil Nadu

Telangana

Uttar Pradesh

Uttarakhand

West Bengal

Arunachal Pradesh
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GVA Shock Intensity

(Measured as share in GSVA)

Employ-
ment
shock

Intensity

Fiscal
shock COVID-19
Intensity

Agricul- | Mining | Manu- Informal Share | Gross Fis- | Con- | Deaths
ture factur- Workers | inTotal | cal Deficit | firmed- | (‘000)
ing Sharein | MSMEs | as % of Cases
Non-Ag- GDP (Lakhs)
ricultural
Sector*
(%)

FY 2019-20 FY 2018-19 | FY 2015- | FY 2019-20| Jan Jan
16 (RE)

Chandigarh

Delhi

Goa

Manipur

Meghalaya

Mizoram

Nagaland

Puducherry

Sikkim

Tripura

All-India

Source: MOSPI, Periodic Labour Force Survey 2018-19, State budget documents, National Sample Survey 73rd round 2015-16
Note: *Informal workers in non-agricultural sector defined as Regular wage / salaried employees in usual status (ps+ss) in
non-agriculture sector without written job contract, not eligible for paid leave, without any social security benefit for each
State/ UT

Wherever data for FY 2019-20 is not available, FY 2018-19 data has been denoted

All figures are in per cent unless specified.

POLICY RESPONSE TO COVID-19
Global

1.40 To help mitigate the spread of the virus, many countries implemented necessary measures.
These have included school closures, restrictions on nonessential business activities, prohibitions
of public gatherings, suspension of public transport, restrictions on movement, border closures,
and travel bans. These social distancing measures with public information campaigns, broad-
based testing, and contact tracing of individuals who were potentially exposed to known cases.
Lockdowns and travel restrictions imposed significant supply-side constraints on national
economies, drastically reducing output and employment in sectors that are usually resistant to
business cycle fluctuations, particularly non-traded services.

1.41 The unrivalled impact of the pandemic on almost every sector of the global economy and
every aspect of society invoked a similar unparalleled policy response. Governments and Central
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Banks, the world over, have deployed various measures to stimulate the economy through liquidity
support and regulatory changes. An unprecedented fiscal response at $11.7 trillion globally, or
close to 12 per cent of global GDP (as of September 11, 2020), has provided lifelines to vulnerable
households and firms. These measures include additional spending or forgone revenue, temporary
tax cuts, cash and in-kind transfers, unemployment benefits, wage subsidies, and liquidity support,
including loans, guarantees, and equity injections by the public sector (Figure 37).

Figure 37: Types of Fiscal Support across the Globe
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1.42 Monetary authorities across the world have eased monetary conditions with broad-based
cuts in short-term policy rates and reserve requirements to support activity and provided
emergency liquidity support to stabilize financial markets (Figure 38). Several central banks
around the world engaged in unconventional monetary policy interventions in the form of
long-term asset purchase programs (for the first time in many EMDESs), relending facilities,
relaxation in asset provisioning requirements and supporting credit provision to a wide range
of borrowers. The corresponding injections of reserve money into the banking system have
been effective in stabilizing bond markets, reducing bond yields, boost equity prices without
putting pressure on exchange rates.

Figure 38: Trend in Global Policy Rates
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1.43 The deep economic contractions across many countries and heightened uncertainties
about the post pandemic global economic landscape, however, may set back long-term growth
prospects.

India’s Strategic Multi-Pronged Policy Response

1.44 India recognised the disruptive impact of the pandemic and charted its own unique path
amidst dismal projections of the spread in the country given its huge population. It was estimated
that India would have 30 crore cases and several thousand deaths by the end of May, 2020 (Klein
et al., 2020). At a time of rapid change and mounting uncertainty, the clear objective of ‘Jaan
Hai to Jahan hai’ and to “break the chain of spread’ helped the government face the dilemma of
‘lives vs livelihood’, pace the sequence of policy interventions and adapt its response as per the
evolving situation. India adopted a graded four-pronged pre-emptive, and pro-active strategy
consisting of (i) containment measures, (ii) calibrated fiscal support focussed on essentials
during lockdown and demand push during the unlock phase, (iii) financial measures and (iv)
structural reforms to combat COVID-19 (also refer to Chapter 1, Volume I, Economic Survey,
2020-21). The policy response was tailored to different phases of the epidemic, adapting to
evolving requirements to provide succour to people, support demand, facilitate the recovery to
pre-pandemic levels and ensure fiscal and debt sustainability. A gradual, smooth transition was
paved from ‘Jaan Hai to Jahan hai’ to *Jaan bhi aur Jahan bhi’.

1.45 A nationwide ‘stringent’ lockdown for 21 days was declared on March 24, 2020 and
subsequently extended till May 31, 2020. As per the Oxford Government Response Tracker, India
was among the first ones to impose a stringent lockdown (with index at 100) despite having a
few cases at the time of imposing a lockdown. The lockdown provided the much-needed time to
strengthen the health system response, ramp up testing and ensure public engagement/awareness
towards practice of social distancing. At the beginning of the pandemic, India was almost
totally dependent on imported Ventilators, PPE Kits and N-95 Masks. The Central Government
recognised the challenges posed by the pandemic in the very initial stages and successfully
ensured more than adequate availability and supplies of essential medical items across the
country. A three-tier arrangement of health facilities was created for appropriate management
of COVID-19 cases, (i) COVID Care Center with isolation beds for mild or pre-symptomatic
cases; (ii) Dedicated COVID Health Centre (DCHC) with oxygen supported isolation beds for
moderate cases and (iii) Dedicated COVID Hospital (DCH) with ICU beds for severe cases has
been implemented. As on 29th December 2020 a total of 2,70,710 oxygen supported isolation
beds, 81,113 ICU beds (including 40,627 ventilator beds) and 12,669 quarantine centres with
5,91,496 beds had been created. The textile industry rose to the challenge of the pandemic by
up-scaling the production of PPE kits and N95 masks from scratch to emerge as the second
largest producer of PPE kits and reach a daily production of 32 lakh pieces of N95 masks.

1.46 Government of India and the RBI have undertaken multidimensional efforts to maintain
financial stability and provide necessary regulatory support to ease both demand and supply
constraints posed by the pandemic. The policy support provided helped in cushioning the
expected fall in demand due to the lockdown-induced distress on both individuals and firms.
The fiscal policy response of the Government of India to the pandemic was distinct from other
countries in that the demand stimulus was introduced in a phased manner with prior focus on
measures to provide a cushion for the poor and vulnerable sections of society and to the business
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sector (especially the MSMEs). This included one of the world’s largest foodgrains distribution
programme, direct cash transfers to 42 crore individuals, more than 20 crore Women Jan Dhan
accounts, cash support to building and construction workers, ¥30,000 crore additional emergency
working capital funding for farmers through NABARD, additional pension payments, provision
for free gas cylinders, additional allocation under MGNREGS, as well as government guarantees
for credit, postponement of financial deadlines etc. The pace at which India could intervene
on technology related transfers of financial assistance to the poor and vulnerable during the
pandemic derives its success from the meticulously built social institution of J-A-M (JanDhan,
Aadhar and Mobile). Through the Direct Benefit Transfer system, the country could transfer
money in crores of accounts through a click of button during the pandemic time. Further,
Garib Kalyan Rojgar Abhiyaan (GKRA) was launched on 20th June, 2020 for a period of 125
days in 116 districts of 6 States to boost employment and livelihood opportunities for migrant
workers who had returned to their villages and similarly affected citizens in rural areas due to
COVID-19 pandemic. Government of India also launched Emergency Credit Line Guarantee
Scheme (ECLGS 1.0) to provide much needed relief to stressed sectors by helping entities
sustain employment and meet liabilities. A second version of the Scheme (ECLGS 2.0) was also
launched to offer necessary credit guarantee for loans by banks and NBFCs to identified stressed
sectors.

1.47 RBI undertook several conventional and unconventional liquidity enhancing measures to
manage liquidity situation in the economy. These measures, inter alia, included injection of
durable liquidity of more than2.7 lakh crore through Open Market Operation (OMO) purchases
between February 6-December 4, 2020, 20,000 crore through two purchase auction OMOs
in State Development Loans (SDLs), %1 lakh crore via Targeted Long Term Repo Operations
(TLTROs) of up to three years’ tenor, ¥1.25 lakh crore through Long Term Repo Operations
(LTROs) conducted in February-March 2020, reduction in the Cash Reserve Ratio (CRR)
requirement of banks from 4 per cent of net demand and time liabilities (NDTL) to 3 per cent
with effect from March 28, 2020 augmenting primary liquidity in the banking system by about
<1.37 lakh crore, raising banks’ limit for borrowing overnight under the Marginal Standing
Facility (MSF), ¥50,000 crore Special Liquidity Facility for mutual funds and refinance facility
worth 75,000 crore for all India financial institutions i.e., NABARD, NHB, SIDBI and EXIM
Bank. A key measure taken by RBI and Government of India during H1:2020-21 to ameliorate
the liquidity constraints faced by NBFCs, was to set up a Special Purpose Vehicle (SPV) to
purchase short-term papers from eligible NBFCs/HFCs, which could then utilise the proceeds
to extinguish their existing liabilities.

1.48 To ameliorate corporate stress, Government suspended the initiation of fresh insolvency
proceedings under Section 7, 9 and 10 of Insolvency & Bankruptcy Code 2016 for defaults
arising on or after 25th March 2020 till 25th March 2021. RBI, too, announced loan moratorium
from 1st March 2020 to 31st August 2020 along with an asset classification dispensation and
special resolution framework for COVID-19 related stressed assets. Under the resolution plans
that could be invoked under the above window, lenders were permitted to grant additional
moratorium of up to two years. Also, MSME accounts classified as Standard where the aggregate
exposure of banks and NBFCs was 25 crore or below as on March 1, 2020, were permitted to
be restructured without a downgrade in the asset classification, subject to certain conditions.
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1.49 India’s response has been unique in recognising that the pandemic would have long-term
disruptive effects on the productive capacity. The Atmanirbhar Bharat Mission was, accordingly,
a composite package announced with welfare measures to address the short-term distress of
individuals and firms; and structural reforms to alleviate the long-term distress on the economy.
With gradual unlocking of the economy, the focus of the stimulus measures shifted towards
investment boosting and consumption revival measures like Production Linked Incentives,
enhancing capital expenditure and investments in infrastructure sector. The nuanced adaptations
in policy as per the requirements of the pandemic was based on continuous dialogue and
coordination between the Centre, States and Local Governments. The overall policy response,
therefore, is aimed at making the Indian economy more resilient and flexible to deal with the
opportunities and problems of the post-COVID world (Table 1).

Table 1: Policy Package in India to Combat COVID-19

Policy Tools

e School closure

e Complete Nation-wide lock-down for 21
days

e Travel bans/restrictions

e Closure of public places/cancellation of

. e Containment and Closure i
Containment . pUbllff events _ _
measures Policy ~|e Curtailment of non-essential economic
o Transmission prevention s

e Risk profiling of districts into Red Zones
(hot spots), Orange and Green Zones

e Social distancing norms

e Mandatory use of masks

o Emergency health fund (INR 150 billion)
e Pradhan Mantri Garib Kalyan Yojana -
Financial assistance and food security
e Incrementindaily wage under MGNREGS
e Garib Kalyan Rojgar Abhiyaan -

livelihood creation in rural areas

e Health . .
ca e Tax & contribution policy changes
. .| e Welfare . .
Fiscal  Policy e Support to States, linking borrowings to
o Tax Measures
Measures Reforms

e Demand push

Aatma Nirbhar Bharat Package 1
e Investment push

e Emergency Credit Line Guarantee
Scheme (ECLGS) for MSMEs

e Subordinate Debt for Stressed MSMEs
and Equity Infusion through Fund of
Funds for MSME




Fiscal Policy
Measures

Health

Welfare

Tax Measures
Demand push
Investment push
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Policy Tools

Aatma Nirbhar Bharat Package 2

Aatma Nirbhar Bharat Package 3

Extension of Partial Guarantee Scheme to
help NBFCs & MFIs

Special Credit Facility to Street Vendors
Liquidity Injection for DISCOMs

Special liquidity Scheme for NBFC/HFC/
MFIs

Interest Subvention for MUDRA Shishu
Loans

Housing Credit Linked subsidy Scheme -
MIG

Additional Emergency Working Capital
through NABARD

Additional credit through KCC

Creation of Agri Infrastructure Fund,
Animal Husbandry Infrastructure
Development Fund

Promotion of Herbal Cultivation
Beekeeping Initiative

Viability Gap Funding Scheme for Social
Infrastructure projects

Boost Capital Expenditure
LTC voucher Scheme
Festival Advance

Boost for Atma Nirbhar Manufacturing -
Production Linked Incentives

Boost for Rural Employment

R&D Grant for COVID Suraksha — Indian
vaccine development

Atma Nirbhar Bharat Rozgar Yojana

Industrial Infrastructure, Industrial
Incentives and Domestic Defence
Equipment

Support for Agriculture - Fertiliser
Subsidy

Housing for All - PMAY-U

Boost for Infrastructure-equity infusion in
NIIF Debt PF

Boost for Project Exports — Support for
EXIM Bank
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Policy Tools

Monetary
measures

Policy Rates
Liquidity

Asset Purchases
Loan moratorium

Lowering of Repo and reverse repo rate
by 115 and 155 bps respectively.
Injection of durable liquidity through
Open Market Operation (OMO)

Targeted Long Term Repo Operations
(TLTROs) of up to three years’

Reduction in the CRR requirement of
banks

Raised bank’s borrowing limit

Working capital support- term loan
moratorium, deferment of interest and
easing of financing requirements
Enhanced WMA borrowing limits and
relaxation of CSF withdrawal rules
Easing of compliance to stressed asset
classify

Deferment, easing of capital buffer &
liquidity coverage requirements
Deferring compliance requirements for
FPIs under Voluntary Retention Route
(VRR)

Structural
reforms

Agriculture

MSMEs

Labour

Business Process
Outsourcing (BPO)
Power

Privatization of PSUs
Mineral Sector
Industry

Space

Defence

Agriculture

Farmers’ Produce Trade and Commerce
(Promotion and Facilitation) Act, 2020
Farmers (Empowerment and Protection)
Agreement of Price Assurance and Farm
Services Act, 2020
Essential Commodities
Act, 2020

(Amendment)

MSMEs

New MSME definition covering almost
99 per cent of all firms enabling MSMEs
to grow in size and create jobs

Removal of artificial separation between
manufacturing and service MSMEs

Labour

Enactment of four labour codes namely,
Wage Code, Industrial Relations Code,
2020, Code on Occupational Safety,
Health & Working Conditions Code, 2020
& Social Security Code, 2020

‘One labour return, one licence and one
registration’
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Policy Tools

Structural
reforms

Agriculture

MSMEs

Labour

Business Process
Outsourcing (BPO)
Power

Privatization of PSUs
Mineral Sector
Industry

Space

Defence

Business Process Outsourcing (BPO)

e Simplification of the Other Service
Provider (OSP) guidelines of the
Department of Telecom.  Several
requirements, which prevented companies
from adopting ‘Work from Home’ and
‘Work from Anywhere’ policies have been
removed.

Power

e Tariff Policy Reform: DISCOM
inefficiencies not to burden consumers,
Progressive reduction in cross subsidies,
Time bound grant of open access, etc.

e Privatization of Distribution in UTs

Privatization of PSUs

e PSUs in only strategic sectors

e Privatization of PSUs in non-strategic
sectors

Mineral Sector

e Commercial Mining in Coal Sector

e Introduction of a seamless composite
exploration-cum-mining-cum-production
regime.

Industry
e Production Linked Incentive (PLI)
Scheme

Space

e Level-playing field provided to private
companies in satellites, launches and
space-based services

e Liberal geo-spatial data policy for
providing remote-sensing data to tech-
entrepreneurs

Defence

o Corporatization of Ordnance Factory
Board

e FDI limit in the Defence manufacturing
under automatic route will be raised from

49 per cent to 74 per cent.

Source: Compiled from various sources and covers major policy measures
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V-SHAPED ECONOMIC RECOVERY

1.50 India’s GDP contraction of 23.9 per centin Q1: FY 2020-21 and 7.5 per cent in Q2: FY
2020-21 quarter reflect the unparalleled effect of the Covid-19 pandemic and the containment
measures that were taken to control the pandemic. The contraction was consistent with the
India’s enforcement of one of the most stringent lockdowns as reflected in the Government
Response Stringency Index measured by Oxford University. The fundamentals of the economy
remained strong as gradual scaling back of lockdowns, along with the astute support of
Atmanirbhar Bharat Mission has placed the economy firmly on the path of recovery.

1.51 NSO has estimated a contraction of real GDP by 7.7 per cent in 2020-21 as compared to a
growth of 4.2 per cent in 2019-20. This is the fourth contraction in India's GDP since 1960-61
(Figure 39). The contraction in 1965-66 and 1971-72 coincided with wars and droughts while
the year 1979-80 was associated with a severe drought and political instability. A common factor
in all these years was a steep fall in agricultural output. The year 2020-21, on the contrary,
has been bestowed with abundant monsoons leading to the agricultural sector emerging as the
silver lining of the economy. The contraction this year reflects the ‘once in a century crisis’
unleashed by the pandemic and associated public health measures.

Figure 39: Trend in India’s Real GDP Growth
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1.52 Government Consumption and Net Exports have cushioned the contraction in GDP
while Gross Capital Formation (GCF) and Private Consumption have contributed to the
contraction in GDP in 2020-21 (Figure 40). Government final consumption expenditure has
sustained the growth of GDP in 2020-21 with its share increasing to 14.0 per cent from 12.0
per cent in 2019-20 (Figure 41). The share of private consumption has almost remained the
same indicating the adverse impact of the pandemic and restrained personal consumption in
contact-sensitive sectors. Gross Investment has contributed most to the contraction in GDP
in 2020-21 with its share in GDP pegged at 26.7 per cent, lowest in the 2000s. Net Exports
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have cushioned the fall in GDP in 2020-21 largely due to a sharper contraction in imports
than in exports.

Figure 40: Sectoral Contribution to Overall Figure 41: Share of Components of GDP
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1.53 The advance estimates for FY:2020-21 released by NSO manifest that the economy is
expected to stage a resilient VV-shaped recovery in H2:2020-21. As per quarterly estimates
released by NSO, the economy has shown a decline of 15.7 per cent by H1: FY 2020-21. A
decline of real GDP by 7.7 per cent for the whole FY:2020-21 indicates a modest decline
of 0.1 per cent in GDP growth in second half of the year. It also indicates a 23.9 per cent
growth in H2: FY2020-21 over H1: FY2020-21. Faster normalisation of business activities
amid gradual lifting of restrictions, higher festive and pent-up demand and policy support
is expected to translate into a faster-than-anticipated economic recovery over the second
half. This is supported by a strong rebound seen in several high frequency indicators in Q3:
FY 2020-21.

1.54 On the demand side, the recovery is expected to be broad-based in the second half
(Figure 42). The biggest growth driver is likely to be government consumption that is
expected to grow at a strong 17 per cent YoY in second half as against a 3.9 per cent
contraction the first half. Private consumption is also expected to improve significantly
with a mild contraction of 0.6 per cent as against a contraction of 18.9 per cent in the first
half. Investment, as measured by Gross Fixed Capital Formation (GFCF), is also expected
to recover significantly with a mild contraction of 0.8 per cent in the second half against a
sharp 29 per cent drop in HLIFY21. Net Exports (Exports — Imports) turned positive in the
first half of the year with a larger contraction in imports of 29.1 per cent as compared to
contraction in exports of 10.7 per cent. With gradual recovery of economic activity, both
imports and exports have picked up and net exports is expected to re-enter the negative
territory in the second half. Exports are expected to decline by 5.8 per cent and imports by
11.3 per cent in the second half of the year.
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Figure 42: Half-Yearly Trends in Growth of Components of GDP
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1.55 On the supply side, Gross Value Added (GVA) growth is pegged at -7.2 per cent in
2020-21 as against 3.9 per cent in 2019-20. Only Agriculture contributed to positive growth
while Service and Industry contributed to the contraction in GDP (Figure 43). Agriculture
is set to cushion the shock of the COVID-19 pandemic on the Indian economy in 2020-
21 with a growth of 3.4 per cent — resulting in an increase in its share in GDP to 19.9 per
cent in 2020-21 from 17.8 per cent in 2019-20 (Figure 44). This indicates that agricultural
activities for rabi harvesting and kharif sowing were largely unaffected by the COVID-
induced lockdown. Industry and Services are estimated to contract by 9.6 per cent and 8.8
per cent during the year. Within Industry, Mining is estimated to contract by 12.4 per cent,
Manufacturing by 9.4 per cent and construction by 12.6 per cent. The utilities sector has
shown a sharp recovery and is set to register a positive growth of 2.7 per cent in 2020-21.
Within Services Sector, trade, hotels, transport & communication are estimated to contract
by 21.4 per cent.
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Figure 43: Sectoral Contribution to Overall Figure 44: Share of Components of GVA
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1.56 A positive growth in value addition of most of the sectors in second half is an encouraging
sign for the economy (Figure 45). This translates into a modest 0.3 per cent growth in the second
half as against a 14.9 per cent contraction in first half of 2020-21. Agriculture sector growth is
pegged at a steady 3.4 per cent in both the halves of 2020-21. Industry sector has staged a robust
recovery in second half with a positive growth of 1.1 per cent as against a sharp 20.5 per cent drop
in the first half with a sharp pick up in manufacturing sector to 0.5 per cent in second half against a
contraction of 19.4 per cent in first half. Electricity and Construction sectors are also estimated to
register V-shaped recovery with growth of 7.1 per cent and 4.4 per cent respectively in the second
half. The major brunt of the pandemic has been borne by the contact-sensitive services sector, which
contracted by 15.5 per cent in first half and are estimated to contract by 1.1 per cent in second half.
Trade, Hotels, Transport & Communication, constituting one-third of overall services, contracted
by 31.5 per cent in first half and are estimated to contract by 12.0 per cent in second half.

Figure 45: V-shaped Recovery in H2: FY 2020-21 in Most Sectors Constituting GVA
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1.57 lItisevident from the above analysis that the economy was, as expected, adversely impacted
by the unprecedented crisis caused by the pandemic in the first quarter of FY 2020-21. With gradual
unlocking and able support of macro-economic policies, the economy has steadily rebounded
to pre-pandemic levels. Data on high-frequency indicators suggest growing convergence with
previous year’s activity levels. The sharp contraction of the economy in first half of the year is
expected to be covered by broad-based resurgent growth in second half of the year.

1.58 Lockdowns and other restrictions needed to address the public health crisis, together with
spontaneous reductions in economic activity by many consumers and producers, have constituted
an unprecedented combination of adverse shocks to global economic activity. Beyond its short-
term impact, deep recessions triggered by the pandemic have a risk of leading to hysteresis.
While the several seminal reforms will help in reducing the possibility of hysteresis, the recovery
would be regarded as having avoided hysteresis when the economy regains the pre-COVID
output path and is back on its trajectory of potential growth (assuming no COVID).

1.59 The global economy, including India, has been set back in time by the pandemic induced
crisis. In the five years before 2020-21, Indian economy grew at an average growth of 6.7 per
cent. In the year 2021-22, a sharp recovery of real GDP growth of 10-12 per cent is expected
based on a low base effect and inherent strengths of the economy. It is assumed that the economy
grows at its trend growth rate of 6.5 per cent in 2022-23 and 7.0 per cent in 2023-24 aided by
the structural reforms. If two scenarios of 12 per cent growth and 10 per cent growth in 2021-
22 are envisaged, India would be 91.5 per cent and 90 per cent below the trend level of output
respectively by 2023-24 (Figure 46).

Figure 46: Scenarios for India’s GDP Return to its Trend Path
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1.60 Government recognised this potential ‘hysteresis’ effect of the pandemic on Indian
economy and has, therefore, undertaken a comprehensive reform programme. The structural
reforms and the policy push under the Atmanirbhar Bharat Mission are aimed at strengthening
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the fundamentals of the economy - which should put the economy on a strong growth path
once the economy recovers from the pandemic shock. These need to be sustained to bolster the
Indian economy to reach its potential growth. The policy emphasis has also been on expansion
of public investment which would crowd in private investment. Attempts on deregulation
and liberalisation of sectors are aimed at improving the business environment to unlock
entrepreneurial energies and increase the risk appetite of private investors. The private sector
needs to partner the Government in minimising the disruptive impact of the pandemic on the
Indian economy.

OUTLOOK

1.61 After an estimated 7.7 per cent pandemic-driven contraction in 2020-21, India’s real GDP
is projected to record a growth of 11.0 percent in 2021-22 and nominal GDP by 15.4 per cent.
These conservative estimates reflect upside potential that can manifest due to the continued
normalisation in economic activities as the rollout of Covid-19 vaccines gathers traction. This
will further be supported by supply-side push from reforms and easing of regulations, push
to infrastructural investments, boost to manufacturing sector through the Productivity Linked
Incentive Schemes, recovery of pent-up demand for services sector, increase in discretionary
consumption subsequent to roll-out of the vaccine and pick up in credit given adequate liquidity
and low interest rates. This path would entail a growth in real GDP by 2.4 percent over the
absolute level of 2019-20 — implying that the economy would take two years to reach and go
past the pre-pandemic level (Figure 47). These projections are in line with IMF estimate of real
GDP growth of 11.5 per cent in 2021-22 for India and 6.8 per cent in 2022-23. India is expected
to emerge as the fastest growing economy in the next two years as per IMF.

Figure 47: Projections of Real GDP for 2021-22
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1.62 The new year has dawned with the approval of long-awaited Covid-19 vaccine and initiation
of vaccination drives in various countries. With the approval of two indigenously manufactured
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vaccines for emergency use, India initiated the mega vaccination drive on 16" January, 2020.
The COVID Vaccine Intelligence Network (Co-WIN) system — a digitalised platform - provides
real-time information of vaccine stocks, their storage temperature and individualised tracking of
beneficiaries of the vaccine on a real-time basis.

1.63 India became the fastest country to roll-out 10 lakh vaccines in a matter of
six days. India has also emerged as a leading supplier of the vaccine to various countries with
initiation of exports to Brazil and Morocco on 22" January, 2021. The swift roll-out of the
vaccine gives strength to the optimism on both health and economic fronts — igniting hopes of a
robust recovery in services sector, private consumption and investment.

CHAPTER AT A GLANCE

>

The year 2020 was predominated by the COVID-19 pandemic, posing the most
formidable economic challenge to India and to the world, since the Global Financial
Crisis.

Global economic output is estimated to fall by 4.4 per cent in 2020, the sharpest
contraction in a century. Advanced economies were hit harder, in terms of lives and
economic output, compared to Emerging Market Developing Economies.

Without a cure or vaccine, tackling this all-pervasive crisis made public health policy
crucial. While policymakers faced a dilemma of “lives versus livelihoods, i.e., flattening
the disease curve would invariably entail steepening of the recession curve.

Around the globe, governments and central banks deployed a range of policy tools
such as lowering key policy rates, quantitative easing measures, loan guarantees, and
fiscal stimuli.

India enforced an intense lockdown at the onset of the pandemic, characterizing a
unique response in several ways driven by the findings from both epidemiological and
economic research. India’s humane policy response focused on saving human lives,
recognising that the short-term pain of an initial, stringent lockdown would lead to
long-term gains both in the lives saved and in the pace of the economic recovery.

Resultantly, India has managed to avoid the second wave despite continual unlocking.
It has ably managed to flatten the epidemiological curve, with the caseload peaking in
mid-September followed by a steady drop in daily cases and fatalities.

COVID-19 put emergency brake on an economy that was gaining momentum at the
start of the year 2020. India’s GDP is estimated to grow by (-)7.7 per cent in FY2021,
composed of a sharp 15.7 per cent decline in H1 and a modest (-)0.1 per cent fall in the
second half.

Agriculture sector has remained the silver lining while contact-based services,
manufacturing, construction were hit the hardest. Starting July, a resilient VV-shaped
recovery is well underway, as demonstrated by the recovery in GDP growth and the
sustained resurgence in high frequency indicators such as power demand, E-way bills,
GST collection, steel consumption, etc.




State of the Economy 2020-21: A Macro View | 49

» Inflation, mainly driven by food prices, remained above 6 per cent for much of the
year, given supply disruptions. The softening of CPI inflation recently reflects easing
of supply side constraints that affected food inflation.

» The weak demand led to a sharper contraction in imports than exports, with Forex
reserves rising to cover 18 months of imports.

» Sharp rise in commercial paper issuances, easing yields, and sturdy credit growth to
MSMEs, portend a revamped credit flow mechanism for enterprises to survive and grow.

» As part of India’s four-pillar strategy, calibrated fiscal and monetary support was
provided attuned to the evolving economic situation, cushioning the vulnerable in the
lockdown and boosting consumption and investment while unlocking. Long-pending
structural reforms in agriculture, mining, labour, etc. were concurrently undertaken
for the economy to return to the potential growth path, keeping super-hysteresis at
bay. The estimated real GDP growth for FY 2022 at 11 per cent is the highest since
independence.

» India became the fastest country to roll-out 10 lakh vaccines in a matter of six days
and has also emerged as a leading supplier of the vaccine to Brazil and neighbouring
countries.

» With the economy’s returning to normalcy brought closer by the initiation of a mega
vaccination drive, hopes of a robust recovery in services sector, consumption, and
investment have been rekindled.

» India’s mature policy response to this “once-in-a-century” crisis thus provides
important lessons for democracies to avoid myopic policy-making and demonstrates
the significant benefits of focusing on long-term gains.
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Table 0.1 : Key Indicators

Data categories Unit 2017-18 2018-19 2019-20 2020-21
GDP and Related Indicators
GDP at current market prices % lakh Crore 171.0 189.7 203.4° 194.8°
GDP at constant market prices % lakh Crore 131.8 139.8 145.7° 134.4°
Growth Rate (per cent) 7.0 6.1 4.2° 7.7
GVA at current basic prices ¥ lakh Crore 155.1 171.4 183.4° 175.8°
GVA at constant basic prices % lakh Crore 120.7 128.0 133.0° 123.4°
Growth Rate (per cent) 6.6 6.0 3.9° 7.2°
Gross Savings % of GDP 324 30.1 na na
Gross Capital Formation % of GDP 342 322 na na
Per Capita Net National Income i 1,15,293 1,26,521 1,34226" | 1,26,968"
(at current prices)
Production
Food grains Million tonnes 285.0 285.2 296.7° 144.5°
Index of Industrial Production (per cent) 44 3.8 -0.8 -15.5¢
(growth)
Electricity Generation (growth) (percent) 54 5.2 1.0 467
Prices
WPI inflation (average) (per cent) 3.0 4.3 1.7 -0.1°
CPI (Combined) inflation (per cent) 3.6 34 4.8 6.6°
(average)
External Sector
Merchandise export growth (in (per cent) 10.0 8.8 -5.1 -15.7°¢
USS$ term)
Merchandise import growth (in (per cent) 21.1 104 -7.7 -29.1°¢
US$ term)
Current Account Balance % of GDP -1.8 2.1 -0.9 3.1°
Foreign Exchange Reserves (end USS$ Billion 424 4 411.9 475.6 586.1F
of year)
Average Exchange Rate T /US$ 64.45 69.92 70.90 74.64
Money and Credit
Broad Money (M3) growth (per cent) 7.8 10.2 10.1 12.48
(annual)
Scheduled Commercial Bank (per cent) 10 133 6.1 6.1
Credit (growth)
Fiscal Indicators (Centre)
Gross Fiscal Deficit % of GDP 35 34 46" 3.5
Revenue Deficit % of GDP 2.6 2.4 33" 2.7
Primary Deficit % of GDP 0.4 0.4 1.6" 0.4'

Notes: na: not available

a: Provisional estimates, b: First advance estimate, ¢: Fourth AE for 2019-20 and first AE for 2020-21,
d: (April-November) 2020, e: (April-December) 2020, f: (April-September) 2020, g: as on December 18, 2020,
h: Provisional Actuals, i. Budget Estimates, j. End of December 2020, k: As on 8" January 2021.
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Fiscal Developments
CHAPTER

"Precision Beats Power, and Timing Beats Speed"’
— By Conor McGregor

In the backdrop of an unprecedented crisis, the year 2020-21 has been a challenging
one on the fiscal front. The shortfall in revenue collection owing to the interruption in
economic activity and the additional expenditure requirements to mitigate the fallout
of the pandemic on vulnerable people, small businesses, and the economy in general,
created immense pressure on the available limited fiscal resources. In order to cater to
the increased demand for resources, the target for gross market borrowings of the Central
Government for the financial year 2020-21 was revised from the Budget estimate of
R 7.8 lakh crore to X 12 lakh crore.

India, therefore, adopted a calibrated approach best suited for the evolving situation of the
economy in contrast to front-loaded large stimulus packages adopted by many countries.
India's fiscal policy reflected the understanding that aggregate demand, especially that for
non-essential items, reflects precautionary motives to save, which inevitably remains high
when overall uncertainty is high. Therefore, during the initial months of the pandemic
when uncertainty was high and lockdown imposed economic restrictions, India did not
waste precious fiscal resources in trying to pump up discretionary consumption. Instead,
the policy focused on ensuring that all essentials were taken care of, which included direct
benefit transfers to the vulnerable sections, emergency credit to the small businesses,
and the world’s largest food subsidy programme targeting 80.96 crore beneficiaries.
During the unlock phase, when uncertainty declined and the precautionary motive to save
subsided, on the one hand, and economic mobility increased, on the other hand, India
ramped up its fiscal spending focusing on overall demand revival. India’s demand-side
policy, thus, underscores the idea that pressing on the accelerator while the brakes are
clamped only wastes scarce fuel.

Owing to the recovery of the economy over the past few months, the monthly revenue
collections have witnessed a revival. The monthly GST collections have crossed the
% 1 lakh crore mark consecutively for the last 3 months, reaching its’ highest ever in
December 2020. Reforms in tax administration have set in motion a process of transparency,
accountability and more importantly, enhancing the experience of an honest tax payer
with the tax authority, thus incentivising tax compliance. The expenditure policy for 2020-
21 has been focused on re-prioritisation of expenditure according to evolving situation,
with an increasing emphasis on capital expenditure. Capital expenditure during the last
three months of the year 2020 recorded an unprecedented YoY growth of 129 per cent in
October, 249 per cent in November and 62 per cent in December. Keeping in view the
revenue shortfall and the demand for higher expenditure during the year, the Government
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is expected to register a fiscal slippage in 2020-21. This deviation from the path of fiscal
consolidation may however be transient as the fiscal indicators rebound with the recovery
in the economy. Thus, focusing on boosting GDP growth would be pivotal for enabling a
sustainable fiscal path in the medium term.

INTRODUCTION

2.1 The global economy experienced an unprecedented crisis in the year 2020. The COVID-19
pandemic forced countries to resort to lockdown that had a sudden and intense impact on the
economic activity, financial markets and survival of the vulnerable sections of the society.
Amidst this phase of shock and uncertainty massive fiscal measures, amounting to 12 percent of
global GDP?, were taken globally to mitigate the adverse impact of the pandemic. Fiscal policy,
in combination with monetary policy measures, emerged as an effective policy tool in times of crisis.

2.2 The fiscal policy response of the Government of India to the pandemic was distinct from
other countries. Unlike many other countries that chose a front-loaded grand stimulus package
for revival of the economy, Government of India adopted a step-by-step approach. The approach
was to provide a cushion for the poor and vulnerable section of society and to the business sector
(especially the MSMES) in the initial phase of lockdown. This included the world’s largest food
programme, direct transfers to Jan Dhan accounts, as well as government guarantees for credit,
postponement of financial deadlines etc. With the gradual un-locking of the economy, the focus
of the fiscal stimulus has been widened with various measures taken to boost the domestic
demand such as ramping up of capital expenditure, Production Linked Incentives and other
schemes to revive consumption demand.

2.3. This chapter reviews the fiscal developments in India both before and after the outbreak of
pandemic. It begins with a discussion of fiscal performance and policy response to the pandemic
in the current financial year, followed by the section on the major reforms introduced in tax
administration in 2020-21. The chapter then gives a detailed analysis of the medium to long
term trends in Central, State and General Government finances, and concludes with a snapshot
of the outlook for 2021-22.

FISCAL SITUATION AND RESPONSE TO COVID-19 PANDEMIC

2.4 The pandemic year 2020-21 has so far entailed fiscal challenges for the Indian economy,
which were characterized by additional expenditure requirements directed towards ensuring
basic means of sustenance and livelihoods for the vulnerable people, relief measures for MSME
sector, accommodating additional health infrastructure and services to fight COVID-19 and
measures to boost the demand. Throughout this period, the Government followed a carefully
calibrated strategy in the management of expenditure.

2.5 During the first two quarters of financial year 2020-21, Ministries were classified into
three categories. Ministries in category ‘A’ were providing relief or welfare to the public. No
expenditure restrictions were placed on these Ministries and in fact enhanced allocations were
made available to them. Other Ministries which were not directly involved in the pandemic
were placed in the category ‘B’ and allowed to spend 20% of their budget per quarter. Ministries
with low priority in the pandemic situation were placed in category ‘C’ and allowed to spend

*as on September 11, 2020 (October 2020 IMF Fiscal outlook)
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15% of their budget in each of the first two quarters. However, even in Category B and C
Ministries, spending on domestic capital expenditure was permitted beyond these ceilings. This
categorization enabled the Government to ensure that funds for essential activities were made
available in full despite a sharp contraction in revenue receipts, and that scarce resources were
conserved for re-prioritisation.

2.6 With effect from the third quarter, the spending ceilings were relaxed on the basis of
revised full year allocations. The revised allocations reflected a substantial re-prioritisation of
expenditure to those sectors with the most positive effect on the economy, either in terms of
re-kindling growth or meeting welfare needs. Ministries were allowed to decide the timing of
expenditure within the revised allocation. Despite the absence of curbs on capital expenditure,
the pace of capital expenditure was restrained in the first two quarters on account of movement
restrictions in containment zones, and unwillingness or inability of contractors and workers to
carry out works.

2.7 With the easing of movement and health-related restrictions in the third quarter, the pace of
government expenditure has picked up sharply. Second to pandemic relief, the Government has
placed maximum priority on productive domestic capital expenditure which has a high multiplier
effect on the economy. The capital expenditure for April to December 2020 (Flash)? stood at
3 3.17 lakh crore, 24 per cent higher than the capital expenditure during the corresponding
period in the previous year. The total expenditure also recorded a YoY growth of 11 per cent,
increasing from ¥ 21.1 lakh crore during April to December 2019 to ¥ 23.4 lakh crore during
April to December 2020 (Flash). An analysis of the monthly expenditure also shows that the
total expenditure registered an increase during the last three months of the year 2020 by 9.5
per in October, 48.3 per cent in November and 50.2 per cent in December (Flash) compared to
the same months in the previous year. Moreover, the capital expenditure during the last three
months of the year 2020 recorded a phenomenal growth of 129.5 per cent in October, 248.5
per cent in November and 81.9 per cent in December (Flash) as compared to same months in
previous year (Figure 1). It can clearly be seen that by timing the expenditure push, especially
the capital expenditure, after the reduction in health-related curbs, the growth “bang” for the
fiscal buck has been maximized.

Figure 1: Growth (YoY) in monthly Expenditure during FY 2020-21
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2Flash figures from Office of CGA as on 11" January 2021.
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2.8 Recovery is also evident on the revenue front, as the monthly gross GST collection® has
crossed the ¥ 1 lakh crore mark consecutively for the last 3 months (Figure 2). Monthly GST
revenues for the month of December 2020 stood at ¥ 1.15 lakh crore, after registering a 12 per
cent growth in the GST revenues over December 2019 (Figure 3). This has been the highest
monthly GST collection since the introduction of GST. The recovery in GST collection has been
due to the combined effect of the rapid economic recovery post pandemic and the nation-wide
drive against GST evaders and fake bills along with many systemic changes introduced recently,
which have led to improved compliance.

Figure 2: Recovery in GST collections during 2020-21
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Figure 3: Trends in GST collection during 2020-21
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2.9 The remaining section analyses the performance of fiscal indicators and their components
for period April to November 2020. The data on Government accounts for April to November
2020, released by the Controller General of Accounts, show that the fiscal deficit of the Central
Government at end November 2020 stood at 135.1 per cent of the BE compared to 114.8 per
cent during the same period in 2019-20 (Table 1). Given the enormity of the situation faced
by the pandemic, most of the countries including India have been fiscally strained, which
reflected in the deficit figures. In order to cater to the increased demand for resources required
by the Government, the target for gross market borrowings of the Central Government
for the financial year 2020-21 was revised from the Budget estimate of I 7.8 lakh crore to
< 12 lakh crore.

Table 1: Provisional Outcome for 2020-21 (Up to November 2020)

In % lakh crore Percentage of Growth over last year
2020-21 respective BE (per cent)
BE 2019-20 2020-21 2019-20 2020-21 2019-20 2020-21
(Apr—Nov) (Apr—Nov) (Apr-Nov) (Apr—Nov) (Apr-Nov) (Apr-Nov)
1 Revenue Receipts 20.21 9.83 8.13 50.1 40.2 13.0 -17.3
2 Grosstax revenue  24.23 11.74 10.26 47.7 42.4 0.8 -12.6
g CSITEILE 7.84 4.22 3.34 52.1 426 23 -20.7
States
g TaxRevenue (net g o0 7.51 6.88 455 42.1 2.6 8.3
to Centre)
5 Non Tax Revenue  3.85 2.33 1.24 74.3 32.3 67.8 -46.6
g Non Debt Capital -, 0.29 0.18 24.2 8.1 10.4 375
Receipts
7 Non Debtreceipts 22.46 10.12 8.31 48.6 37.0 12.9 -17.9
8 Total Expenditure  30.42 18.20 19.06 65.3 62.7 12.8 4.7
g RETEILE 26.30 16.06 16.65 65.6 63.3 13.0 37
Expenditure
10 Capial 412 214 2.41 63.2 58.5 11.7 12.8
Expenditure
11 Revenue Deficit 6.09 6.23 8.52 128.4 139.9 13.0 36.8
12 Fiscal Deficit 7.96 8.08 10.76 114.8 135.1 12.7 33.1
13 Primary Deficit 0.88 4.66 6.92 1076.5 785.3 26.5 48.5

Source: CGA Monthly Accounts; BE: Budget Estimates

2.10 The non-debt receipts have been adversely hit by the slump in economic activity after the
pandemic outbreak. During April to November 2020, the non-debt receipts have registered a
growth of -17.9 percent relative to the corresponding period last year (Table 1). This shortfall is
attributed to a fall in all components of non-debt receipts viz. net tax revenue, non-tax revenue
and non-debt capital receipts. The Non-Tax revenue collections up to November 2020 registered
a decrease of 46.6 per cent relative to the corresponding period last year. This was led by a
decrease in dividends and profits by ¥ 0.88 lakh crore over April to November 2019, which
stood at 45.4 per cent of BE.



56 | Economic Survey 2020-21 Volume 2

Figure 4: Growth rate of fiscal indicators in 2020-21 (up to November 2020)
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2.11 The Gross Tax Revenue during the first eight months of 2020-21 was I10.26 lakh crore,
42% of BE, 12.6 per cent lower than in the same period last year. This decline was owing to the
negative growth in all direct taxes and major indirect taxes, except excise duties. In particular,
the shortfall in direct tax collection contributed to 92 per cent of the shortfall in Gross Tax
Revenue. Out of the shortfall in GTR of ¥ 1.48 lakh crore relative to corresponding period last
year, a shortfall of more than X 1 lakh crore was attributed to Corporation taxes, shortfall ¥ 0.3
lakh crore was due to Personal Income taxes and ¥ 0.14 lakh crore was due to the Indirect taxes.
The Corporation Tax and Personal Income Tax stood at 27.3 per cent of BE and 36.8 per cent of
BE for the period up to November 2020.

2.12 The shortfall in indirect taxes during April to November 2020 was led by shortfall in
customs and GST collections for the Centre. Revenue collection from customs stood at 45.7
per cent of BE and GST collections for the Centre were 48 per cent of BE during April to
November 2020. This shortfall was partly offset by the revenue collection through the excise
duties, which rose by 48 per cent during the first eight months of the fiscal relative to the same
period last year. A series of measures undertaken for direct and indirect taxes in the year 2020-
21 in the wake of COVID-19 are presented in Annex. These measures focused on supporting the
businesses and individuals by extension of time limits for compliances and statutory actions,
improving the working capital/ liquidity availability with the industry/ trade, simplification of
procedures and use of technology for submission of documents or holding personal hearings
so as to reduce the physical interface between the tax payer and the department, expeditious
clearance of drugs/ medicines/ safety and medical equipment required for COVID-19 treatment/
prevention.

2.13 The adverse market conditions arising due to COVID-19 have also negatively impacted
the Government’s plans to achieve the target for disinvestment receipts, which is a major
component of Non-debt Capital receipts. The Budget 2020-21 had envisaged to mobilize
% 2.1 lakh crore from disinvestment proceeds during current fiscal year, of which ¥ 90,000
crore was envisaged for disinvestment in financial institutions. As on 20th January, 2021, the
Government has been able to raise I 15,220 crore of which I 443 crore was raised through
Initial Public Offer (IPO) (Mazagaon Dock Shipbuilders Limited (MDL)), while ¥ 10,169 was
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realized through Offer For Sale (¥ 4924 crore- Hindustan Aeronautics Limited (HAL), ¥ 771
crore- Bharat Dynamics Limited (BDL) and X 4474 crore- Indian Railway Catering and Tourism
Corporation Ltd (IRCTC), ¥ 2770 crore was Yyielded through buyback (X 156 crore- KIOCL,
< 1065 crore- NTPC Ltd., ¥ 173 crore- RITES Ltd., and ¥ 1376 crore- NMDC Ltd), and ¥ 1838
crore from other transactions. During the year, the Government announced the Atma Nirbhar
Bharat package that sought to redefine public sector participation in commercial enterprises.
The Government recognizes the need for opening up all the sectors to the private sector while
public sector enterprises play an important role in strategic areas. The focus of the Government
is to embark on a significant privatisation exercise of CPSEs and speeding up big-ticket strategic
sale/ privatisation of large CPSEs such as Air India, BPCL, CONCOR and SCI.

2.14 The expenditure policy during the year 2020-21 has focused on restructuring and
prioritisation of expenditure to meet the unforeseen expenditure demands arising due to
COVID-19. The total Government expenditure during April to November 2020 stood at 62.7
per cent of Budget estimate, compared to 65.3 per cent in April to November 2019. The revenue
expenditure has grown by 3.7 per cent during the first eight months of 2020-21 compared to the
same period in 2019-20. The monthly accounts data up to November 2020 shows that subsidies
registered a negative growth of 14 per cent during the first eight months of FY 2020-21 (refer to
Table 2). The Revised Estimates would give more clarity on the subsidy expenditure during the
current year. The decline in global petroleum prices acted as an important fiscal shock absorber
during 2020-21, as it led to a decline in petroleum subsidies and an increase in revenue collection
from excise duties (owing to increased excise duty levies on petroleum products).

Table 2: Expenditure on major subsidies

Rate of growth

Budget Estimate April to November over same period in
(In¥ lakh crore) (In¥ lakh crore) previous year
(April -Nov)
2020-21 2018 2019 2020 2018 2019 2020
Total Major Subsidies 2.28 2.19 2.35 2.02 6.3 73 -14.0
Food Subsidy 1.16 1.42 1.32 1.16 53 -7.2  -12.0

Nutrient Based

=il Sy 0.24 0.20 0.22 0.16 14.9 11.3 -29.6
Urea Subsidy 0.48 0.33 0.51 0.50 4.6 52.7 -1.8
Petroleum 0.41 0.23 0.30 0.20 8.1 277 -31.9

Source: CGA Monthly Accounts

2.15 In order to support the creation of long term assets and infrastructure, the Central
Government had enhanced the budget provision for Capital Expenditure on roads, defence,
water supply, urban development and domestically produced capital equipment by I 25,000
crore for FY 2020-21. This is in addition to ¥ 4.12 lakh crore Capital Expenditure estimated in
Budget 2020-21. The capital expenditure during April to November 2020 has grown by 12.8 per
cent over the same period in 2019-20.
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2.16 During the past months, positive signs of recovery in revenue collections have been seen
in terms of positive growth in monthly GST collections and more than 50 per cent growth in
revenue receipts for the month of October 2020 and November 2020 relative to the corresponding
months of 2019. However, given the adverse impact of COVID-19 on economic activities
particularly the decline in individual and corporate incomes, consumption of goods and services
and the muted domestic and international trade in the first half of FY 2020-21, it is expected
that the tax revenues may fall short of the Budget estimates during 2020-21. Therefore keeping
in view the concurrent demand of expenditure pertaining to the stimulus packages announced
by the Government during the year to mitigate the impact of the pandemic and the anticipated
revenue shortfall, it is expected that the fiscal deficit of the Central Government may overshoot
its Budget Estimate for the current fiscal year. The details of the fiscal policy stimulus package
announced by Government in response to COVID-19 may be seen in Box 2.

2.17 In view of this shock on the fiscal system induced by COVID-19, the important
concern therefore is whether the medium term fiscal policy strategy should focus on growth
or fiscal restraint. Chapter 2 in Volume I of the Survey discusses this in detail. Adoption of
countercyclical expansionary fiscal policy in times of crisis is expected to boost the growth in
GDP both directly, and indirectly through multiplier effects on private consumption expenditure
and private investment. Higher GDP growth would thereby facilitate buoyant revenue collection
in the medium term, and thereby enable a sustainable fiscal path.

Box 1: Fiscal Policy response to COVID-19 across the globe

The economies across the world have undertaken massive use of fiscal policy measures with an
objective to protect the lives and livelihoods against the health and economic effect of COVID-19
pandemic, to boost the demand and foster the reopening of the economies after the lockdown phase.
The fiscal measures adopted have been diverse, comprising of above the line measures, below the line
measures and contingent liabilities (guarantees, quasi-fiscal operations).

“Above-the-line”” measures include those for which full cost is reflected in the fiscal deficit, government
debt, and increased borrowing needs in the short term. These measures include additional spending
(for example, health services and unemployment benefits); capital grants and targeted transfers (for
example, wage subsidies or direct transfers); or tax measures (for example, tax cuts or other relief)
provided through standard budget channels. “Below-the-line” measures are defined as generally
involve the creation of assets, like equity injections, loans, asset purchase etc., which may have little
or no upfront impact on the fiscal deficit all although they can later increase debt or reduce liquidity
(IMF Fiscal Monitor April 2020).

The composition of various above-the-line measures and other liquidity support measures announced
by the governments in response to the COVID-19 pandemic, as of September, 2020, may be seen
in Figure 5 and Table 3. These estimates by IMF show that Government of India announced above-
the-line measures equivalent to 2.2 per cent of GDP and other liquidity support measures of around
5.3 per cent of GDP up to September, 2020. It may be noted that additional fiscal measures equivalent
to 1.7 per cent of GDP were introduced by the Government of India in October & November 2020
(See Box 2). Although India’s measures were smaller than those of other developed countries, they
were successful in facilitating a recovery in the economy. This also leaves India with a greater elbow
room to deploy fiscal resources in the future.
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Figure 5: Above the line measures (as a percent of GDP) - upto September 2020
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Source: IMF Fiscal Outlook, October 2020.
Includes key fiscal measures announced by the governments in response to the COVID-19 pandemic as of
September 11, 2020

Table 3: Liquidity Support measures (as a percent of GDP) - upto September 2020

Below the line measures: Contingent Contingent
equity injections, loans, liabilities- liabilities-
asset purchase or debt Guarantees Quasi-fiscal
assumptions. operations
United States 0.3 2.2
United Kingdom 0.0 16.5
Canada 0.2 4.0
Japan 3.0 20.7
France 0.9 14.8
Germany 6.0 24.8
Brazil 1.0 5.3
China 0.4 0.9
India 0.3 4.5 0.5
Indonesia 0.2 0.9
Mexico 0.2 0.3
Russia 0.1 0.5 0.5
South Africa 4.1 0.1

Source: IMF Fiscal Outlook, October 2020.

Box 2: Fiscal Stimulus by Government of India

In order to facilitate a resilient recovery of the economy from the impact of COVID-19 pandemic and
the following lockdown, Government of India and RBI together announced a total stimulus worth
< 29.87 lakh crore, which is 15% of national GDP. Out of this, stimulus worth 9% of GDP has been
provided by the Government under Atma Nirbhar Bharat Package. This stimulus was provided in the
following tranches:

a. Special economic and comprehensive package, announced from 13-17 May 2020.
b. Measures to stimulate consumer spending in the economy announced on 12 October 2020.
c. Measures under Atma Nirbhar Bharat 3.0 announced on 12 November 2020.
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It may be emphasized that in contrast with the fiscal policy approach adopted by some of the other
countries, whereby a one-time large demand stimulus package was announced, the fiscal stimulus by
the Government of India was introduced in a phased manner. The special economic and comprehensive
package announced in the initial phase of lockdown focused on measures to primarily provide a
cushion to the vulnerable sections of the society and the small businesses. This included direct food
transfers to the poor and vulnerable, livelihood programmes, guarantees and liquidity enhancing
measures. Subsequently, along with the steady unwinding of the lockdown and restrictions, the
demand side impetus was given to re-inflate consumption demand. When the economic recovery
began after the lifting up of the lockdown, the focus of the stimulus measures shifted towards on
investment boosting measures like Production Linked Incentives, enhancing capital expenditure and
steps to encourage investment in infrastructure sector. This change in mix of the stimulus measures, as
shown in the figure below, reflects that the fiscal policy had the flexibility of adapting to an evolving
situation in order to enable a resilient recovery.

Figure 6: Mix of stimulus measures announced in response to COVID-19
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The sequencing of fiscal stimulus provided by the Government may be seen in the Table below

Table 4: Fiscal Stimulus- Atma Nirbhar Bharat Package

Amount As % of

Sequencing of the measures & Crore) GDP*

Total stimulus by Government of India 1716441 8.8
Pradhan Mantri Garib Kalyan Package 170000 0.87
PM’s announcement of health measures 15000 0.08
Revenue lost due to tax measures announced since 22.03.2020 7800 0.04
Pradhan Mantri Matsya Sampada Yojana 20000 0.10
Additional MGNREGS allocation 40000 0.21
EPF Support for Business & Workers 2800 0.01
Reduction in EPF rates 6750 0.03
Liquidity Injection for DISCOMs 90000 0.46
Reduction in TDS/TCS rates 50000 0.26
Free Food grain Supply to Migrant Workers for 2 mths 3500 0.02
Collateral Free Automatic Loans Facility for Business including 300000 1.54
MSMEs

Subordinate Debt for Stressed MSMEs 20000 0.10
Equity Infusion through Fund of Funds for MSME 50000 0.26
Special liquidity Scheme for NBFC/HFC/MFIs 30000 0.15
Partial credit guarantee Scheme 2.0 for Liabilities of NBFCs/MFIs 45000 0.23
Interest Subvention for MUDRA Shishu Loans 1500 0.01
Special Credit Facility to Street Vendors 5000 0.03
Extension of Credit Linked Subsidy Scheme for Middle Income group 70000 0.36
(Housing Sector)

Additional Emergency Working Capital through NABARD 30000 0.15
Additional credit through KCC 200000 1.03
Food Micro enterprises 10000 0.05
TOP to TOTAL: Operation Greens 500 0.00
Agri Infrastructure Fund 100000 0.51
Animal Husbandry Infrastructure Development Fund 15000 0.08
Promotion of Herbal Cultivation 4000 0.02
Beekeeping Initiative 500 0.00

Viability Gap Funding Scheme for Social Infrastructure projects 8100 0.04
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Extension of PMGK Anna Yojana from July to November 82911 0.43
(5 months)

Boost Capital Expenditure 37000 0.19
LTC voucher Scheme 28000 0.14
Festival Advance 8000 0.04
Boost for Atma Nirbhar Manufacturing - Production Linked Incentives 145980 0.75
Boost for Rural Employment under Atma Nirbhar Bharat 3.0 10000 0.05
R&D Grant for COVID Suraksha — Indian vaccine development 900 0.00
Atma Nirbhar Bharat Rozgar Yojana (overall ¥ 36,000 crore) under 6000 0.03
Atma Nirbhar Bharat 3.0

Industrial Infrastructure, Industrial Incentives and Domestic Defence 10200 0.05
Equipment

Support for Agriculture — Fertiliser Subsidy 65000 0.33
Housing for All - Pradhan Mantri Awas Yojana Urban 18000 0.09
Boost for Infrastructure-equity infusion in NIIF Debt Platform 6000 0.03
Boost for Project Exports — Support for EXIM Bank 3000 0.02

* First Advanced Estimates for GDP for 2020-21 i.e. ¥ 1,94,81,975 has been used.
Source: PIB

REFORMS IN TAX ADMINISTRATION

2.18 The Government has consistently adopted reform measures aimed at the long term benefits
of a more transparent, efficient and tax-payer friendly tax administration. A major step in this
direction is the introduction of ‘Honoring the Honest’ platform. The platform for ‘Transparent
taxation- Honoring the Honest’ was launched in August 2020 with an objective to impart
greater efficiency, transparency and accountability, and to eliminate physical interface between
taxpayers and tax officers. The key features of the platform are (i) Usage of technology, data
analytics and Artificial Intelligence and (ii) Recognizing taxpayers as partners in nation-building.
The Platform stands on 3 pillars of tax administration reforms namely, Faceless assessment,
Faceless appeal, and Taxpayers’ charter. The platform is designed to ensure fairness by adopting
measures like random selection through system using data analytics and Artificial Intelligence,
dynamic jurisdiction, automated random allocation of cases, team based assessment/ review,
provision of draft assessment order/review and finalization of the order in different cities each
and no requirement of physical interface between taxpayers and the Income Tax department.

Faceless Assessment Scheme 2020

2.19 The Faceless Assessment Scheme, 2019 (earlier called the e-assessment Scheme and
renamed in August 2020) was based on the idea that automated random allocation of cases

across Income Tax teams with dynamic jurisdiction and elimination of face-to-face contact
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between the income-tax authorities and the taxpayer can lead to an efficient, non-discretionary,
unbiased single window system of assessment. In 2020, the scope of Faceless Assessment
Scheme 2019 was broadened by bringing all the pending assessment cases across the country
within the purview of the Scheme and declaring that any order passed outside the scheme shall
be invalid.

2.20 The scheme establishes a National Faceless Assessment Centre (NFAC) in Delhi, headed
by Principal Chief Commissioner of Income Tax, as the sole point of contact between the
Department and the taxpayer. All notices or communications to and from the taxpayer, and
internal communications related to assessment process within the Department are routed through
the NFAC. To further facilitate and streamline the process of assessment there are various
Regional Faceless Assessment Centers which are vested with the power to make assessments. A

schematic diagram of Faceless Assessment procedure may be seen in figure 7.

Figure 7: Faceless Assessment Procedure
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Faceless Appeals Scheme 2020

2.21 Under Faceless Appeals Scheme, 2020, all Income Tax appeals will be finalised in a
faceless manner under the faceless ecosystem with the exception of appeals relating to serious
frauds, major tax evasion, sensitive & search matters, International tax and Black Money Act.

2.22 The Scheme establishes a National Faceless Appeal Centre (NFApC) as the apex body
for conduct of e-appeal proceedings in a centralized manner. Under the NFApC are Regional
Faceless Appeal Centers (RFAC) to facilitate the e-appeal proceedings. The Appeal Units,
headed by one or more Commissioner (Appeals) and are placed under the RFAC. The NFApC
will be the only point of contact between the taxpayer and the underlying Appeal Units; and
Appeal Units and NeAC/Assessing Officer. All internal and external communication takes place
electronically and the assessee or the Assessing Officer are not required to attend the proceedings
personally or through an authorised representative. A schematic diagram of Faceless Appeals
procedure may be seen in the figure below.

Figure 8: Faceless Appeal Procedure
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Taxpayers’ Charter

2.23 The third pillar of Honoring the Honest platform is the introduction of taxpayers’ charter.
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The taxpayer’s charter for India comprises of commitments by the Income Tax Deparment
and obligations of the taxpayers. A detailed discussion on the taxpayers’ charter may be seen
in Box 3.

Box 3: Introduction of Taxpayers’ Charter

Traditionally tax administrations paid limited attention to taxpayer service while performing the
functions of regulator and enforcer of tax laws. However, due to an increased demand for better
services to the tax payers, there has been a worldwide recognition of the rights of the tax payers, by
publishing formal ‘taxpayers’ charters’ or including behaviour expected from officials in the revenue
body’s ‘mission statement’. For instance, the concept of taxpayers’ Bill of Rights was first introduced
in the US in 1988 and the Taxpayer Bill of Rights, which grouped the existing rights in the tax code
into ten clearly defined fundamental rights and applied to all taxpayers, was adopted by the revenue
authorities in 2014. Similarly, the Canadian taxpayers’ Bill of Rights defining 16 taxpayers’ rights,
was adopted in May 2007 to increase the accountability of the Canada revenue Agency to taxpayers
and to enhance the level of awareness among taxpayers about their rights and avenues of redress
when dealing with revenue authorities. The UK government published its first charter concerned with
taxpayer interactions with revenue authorities in 1986, and adopted the new publication “Your Charter’,
which explicitly sets out rights and obligations of taxpayers in 2009 (subsequently refreshed in 2016).

The introduction of taxpayer charter by Government of India as a part of the ‘Honoring the Honest’
platform is, thus, an important step in this direction, as it emphasizes the importance of fair, courteous
and reasonable treatment to taxpayer. The tax payer charter includes the following, as a part of Income
Tax Department’s commitment:

1. Courteous, fair and reasonable treatment to taxpayers.
Treatment of taxpayers as honest unless the department has a reason to believe otherwise.
Fair and impartial appeal procedure and review mechanism.
Accurate and complete information for fulfilling tax compliance obligations under the law.
Timely decisions in every income tax proceeding (within the time prescribed under law).
Collection of the correct amount of tax due as per the law.

Respect for taxpayer’s privacy by following due process of law, and ensuring no more
intrusive than necessary in inquiry, examination, or enforcement action.

N o g bk wD

8. Maintaining confidentiality by not disclosing any information provided by taxpayer to the
department unless authorized by law.
9. Ensuring accountability for the actions of the tax authorities.
10. Provision to allow taxpayer to choose an authorized representative of his choice.
11. Provision for a mechanism to lodge complaint and ensure its prompt disposal thereof.
12. Fair and impartial system and resolving the tax issues in a time-bound manner
13. Publishing the service standards and report periodically by the Tax Department.
14. Reduced cost of compliance as the Department shall duly take into account the cost of
compliance when administering tax legislation.
The taxpayers’ obligations specified under the Charter are:

1. Taxpayeris expected to honestly disclose full information and fulfil his compliance obligations.
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2. Taxpayer is expected to be aware of his compliance obligations under tax law and seek help

of department if needed.

3. Taxpayer is expected to keep accurate records required as per law.
4. Taxpayer is expected to know what information and submissions are made by his authorised

representative.

5. Taxpayer is expected to make submissions as per tax law in a timely manner.
6. Taxpayer is expected to pay amount due as per law in a timely manner.

Need for an independent Ombudsman — to ensure enforcement of taxpayers’ rights

In addition to explicitly recognizing the taxpayers’ rights, presence of a dedicated institution aimed
to take up issues from taxpayers’ perspective helps in developing trust of the taxpayers in the system.
This ensures that the taxpayers understand their rights and are treated fairly. Thus the next step may
be to ensure enforcement of rights.

India’s experience with Tax Ombudsman

In India, the institution of Income Tax Om budsman was created in 2003 and Indirect Tax
Ombudsman came to existence in 2011. The ombudsman was appointed at the regional offices
by the Central Government from amongst the serving officers, to enquire into grievances/
complaints against the functioning of the tax authority.

Since the functioning of Ombudsman was governed by the guidelines (Income Tax Ombudsman
Guidelines 2010 and Indirect Tax Ombudsman Guidelines 2011), and there was no act of law
empowering it with different functions, the institution of Ombudsman was ineffective and the
decisions only advisory in nature. The Ombudsman could settle complaints either through
agreements between the complainant and the tax department through conciliation and mediation
or by passing an award, with a token compensation for loss suffered by the complainant not
exceeding ¥ 5,000.

The institutions of Ombudsman for direct and indirect taxes were, therefore, abolished in
February 2019. The present tax grievance redressal system consists of grievance cells headed
by department officials/ Aaykar Sewa Kendras (ASK), e-nivaran portal which is a separate
and dedicated window for grievance redressal in the Income Tax Business Application, and
CPGRAMS (Central Public Grievance Redress and Monitoring System).

Global experience with Independent tax Ombudsman

The global experience suggests that countries with an independent tax Ombudsman have
performed better on the tax administration front through better trust between taxpayers and tax
authorities, and have exhibited a higher average Tax to GDP ratio and lower time taken to file
taxes (OECD 2017). Dedicated bodies like the Ombudsman in Australia, Canada, UK, Brazil,
South Africa and tax mediators in Belgium and France look into tax related complaints across
many countries. These bodies are independent of the tax administration.

For instance US have an independent organization within the IRS called the Taxpayer Advocate
Service (TAS) to act as the guardian of taxpayers rights. It protects taxpayer rights and promotes
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taxpayer confidence in the integrity and accountability of the IRS; and has significant
independent powers. It is headed by the National Taxpayer Advocate and has a local presence
and accessibility through Local Taxpayer Advocate and Low-Income Taxpayer Clinics.

e Similarly the Office of the Taxpayers' Ombudsman (OTO) established in 2007 in Canada is
mandated to review and address the complaints relating to the services provided to a taxpayer
by the CRA, thus working to enhance CRA accountability in its service to, and treatment
of, taxpayers through independent and objective reviews of service-related complaints and
systemic issues.

o Based on best international practices of Canada, US and UK, an independent Tax Ombud system
was established in South Africa in the year 2013 through Tax Administration Act (TAA). The
Tax Ombud is appointed by and reports directly to the Minister of Finance, with the mandate to
review and address any taxpayer complaint regarding any service, procedural or administrative
matter arising from the application of the provisions of the Tax Act

A Possible solution

e International experience suggests an ombudsman system is necessary for ensuring protection of
taxpayer's rights. However the institution, in India's past experience, was not effective and was
abolished. A possible reason may have been inadequate independence from the tax department.
Therefore, there is a need to reinvigorate the systems of grievance redressal in India, and
incorporate a more holistic view of enhancing customer experience and protecting taxpayer
rights. In such a case to avoid the conflict of interest, ensure fair dealings and consequently
build the trust between taxpayers and the concerned tax authority, it is imperative that the
redressal organisation has adequate teeth and is independent of the tax department. Such an
institution would thereby make the ‘Honoring the Honest’ platform more successful by ensuring
accountability and trust in the tax administration system.

TRENDS IN GOVERNMENT FINANCES: CENTRE, STATES AND
GENERAL GOVERNMENT

Central Government Finances

2.24 During the year 2019-20, the structural reforms initiated by the Central Government to
boost the economic performance had fiscal implications for the economy. As a result the Fiscal
Deficit for 2019-20 Provisional Actuals stood at 4.6 per cent of GDP, which was 0.8 percentage
points higher than the Fiscal Deficit envisaged in 2019-20 RE, and 1.2 percentage points higher
than Fiscal deficit in 2018-19. The effective Revenue Deficit which captures the shortfall in
current receipts over current expenditure also increased by 1 per cent of GDP to reach 2.4 per
cent of GDP in 2019-20 PA relative to 2018-19 (Figure 9).

2.25 The Medium Term Fiscal Policy (MTFP) Statement presented with Budget 2020-21
pegged the fiscal deficit target for FY 2020-21 at 3.5% of GDP, after providing adequate
space for fiscal impact of the reforms adopted by the Government in FY 2019-20. Major fiscal

indicators of the Central Government and their growth rates are presented in Table 5 and Table
6, respectively.
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Figure 9: Trends in Deficits
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Table 5: Central Government’s Fiscal Parameters

2019-20 2020-21
2014-15 2015-16 2016-17 2017-18 2018-19 PA BE

(inX Lakh crore; Figures in parenthesis are as a per cent of GDP)

Revenue Receipts 11.01 11.95 13.74 14.35 15.53 16.82 20.21
(8.8) (8.7) (8.9) (8.4) (8.2) (8.3) 9)
Gross Tax Revenue 12.45 14.56 17.16 19.19 20.80 20.10 24.23
(10) (10.6) (11.2) (11.2) (11) 9.9 (10.8)
Net tax revenue 9.04 9.44 11.01 12.42 13.17 13.56 16.36
(7.2) (6.9) (7.2) (7.3) (6.9) (6.7) (7.3)
Non-tax revenue 1.98 2.51 2.73 1.93 2.36 3.26 3.85

(1.6) (1.8) (1.8) (1.1 (1.2) (1.6) L.7)
Non-debt capital receipts*  0.51 0.63 0.65 1.16 1.13 0.69 2.25

(0.4) (0.5) 0.4) 0.7) (0.6) (0.3) (1)
Non-debt receipts 11.53 12.58 14.4 15.51 16.66 17.51 22.46
9.2 9.1) (9.4) 9.1) (8.8) (8.6) (10)
Total Expenditure 16.64 17.91 19.75 21.42 23.15 26.86 30.42
(13.3) (13.0) (12.9) (12.5) (12.2) (13.2) (13.5)
Revenue Expenditure 14.67 15.38 16.91 18.79 20.07 23.50 26.30
(11.8) (112 (11.0) (11.0) (10.6) (11.6) (11.7)
Capital Expenditure 1.97 2.53 2.85 2.63 3.08 3.37 4.12

16) (1.8 (19 (@15 (@68 (@7  (1L8)
Fiscal Deficit 511 533 536 591  6.49 9.36 7.96
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@1 (39 (35 (35  (34)  (46)  (35)

Revenue Deficit 3.66 3.43 3.16 4.44 4.54 6.68 6.09
(2.9 (2.5) (2.1) (2.6) (2.4) (3.3) (2.7)

Primary Deficit 1.08 0.91 0.55 0.62 0.67 3.25 0.88
(0.9) (0.7) (0.4) (0.4) (0.4) (1.6) (0.4)

Memo Item

GDP at Market Price 12468 137.72 153.62 170.95 189.71 203.40 224.89

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

Table 6: Growth rate of Central Government's Fiscal Indicators ( in percent)

2015-16  2016-17 2017-18 2018-19 2019-20 2020-21

PA* BE”
Revenue Receipts 8.5 15.0 4.4 8.2 8.3 20.1
Gross Tax Revenue 16.9 17.9 11.8 8.4 -3.4 20.6
Net tax revenue 4.4 16.7 12.8 6.0 2.9 20.7
Non-tax revenue 27.0 8.6 -29.4 22.3 38.4 18.0
Non-debt capital receipts 22.3 3.8 77.0 -2.5 -39.2 227.8
Total Non Debt Receipt 9.1 144 7.7 7.4 51 28.3
Total Expenditure 7.6 10.3 8.4 8.1 16.0 13.2
Revenue Expenditure 4.8 9.9 1.1 6.8 17.0 11.9
Capital Expenditure 28.6 125 -7.5 16.9 9.4 22.4

Source: Union Budget Documents & CGA
BE: Budget Estimate, PA: Provisional Actuals
* Rate of growth vis-a-vis 2018-19 Actual

" Rate of growth vis-a-vis 2019-20 PA
#includes disinvestment proceeds

Trends in Receipts

2.26 Central government receipts can broadly be divided into Non-debt and debt receipts.
The Non-debt receipts comprise of tax and Non-Tax revenue, and Non-debt Capital receipts
like recovery of loans and disinvestment receipts. Debt receipts mostly comprise of market
borrowings and other liabilities, which the government is obliged to repay in the future.

Tax Revenue

2.27 Budget 2020-21 estimated the Gross Tax Revenue (GTR) to be ¥ 24.23 lakh crore which
is 10.8 per cent of GDP. This builds into growth of 12 per cent over the revised estimates (RE)
of 2019-20 and 20.6 per cent over 2019-20 PA. The direct taxes, comprising mainly of corporate
and personal income tax, constitute around 55 per cent of GTR. These were envisaged to grow
at 12.7 per cent relative to 2019-20 RE and 27.2 per cent relative to 2019-20 PA. On the other
hand, the indirect taxes were expected to grow at 11.1 per cent vis-a-vis 2019-20 RE and 15 per
cent as against 2019-20 PA. The contribution of different taxes in GTR as envisaged in 2020-21
BE is shown in Figure 10.
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Figure 10: Composition of taxes in Gross Tax Revenue in 2020-21 BE

Source: Union Budget Documents & CGA
GTR: Gross Tax Revenue, CIT: Corporation Tax, Tol: Taxes on Income other than

Corporation Tax (includes STT), C: Customs, UED: Union Excise Duties, GST:
Goods and Services Tax

2.28 The trends in major taxes in relation to GDP displayed in Figure 11 show that receipts
from corporate and personal income tax have come down in 2019-20 PA compared to the trend
of improvement observed over the previous years. This is due to the moderation in growth of the
economy during 2019-20 and implementation of structural reforms like Corporate Tax rate cut.
As against the 2020-21 BE of ¥ 16.36 lakh crore for Net Tax Revenue to the Centre, the actual
realization up to November 2020 has been X 6.88 lakh crore, which is 42.1 per cent of BE.

Figure 11: Taxes as a percent of GDP
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BE: Budget Estimate, PA: Provisional Actual, CIT: Corporation Tax, Tol: Taxes on Income other than
Corporation Tax (includes STT), UED: Union Excise Duties, GST : Goods and Services Tax

Non-Tax Revenue

2.29 Non-Tax revenue comprises mainly of interest receipts on loans to States and Union
Territories, dividends and profits from Public Sector Enterprises including surplus of Reserve
Bank of India (RBI) transferred to Government of India, receipts from services provided by the
Central Government and external grants. The Budget 2020-21 aimed to raise ¥ 3.85 lakh crore
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of Non-Tax revenue, 1.7 per cent of the GDP, 0.1 percentage points more than in 2019-20 PA.

Nearly 40 per cent of the Non Tax revenue is envisaged to be raised from dividends and profits
(refer to Table 7). As against the 2020-21 BE of ¥ 3.85 lakh crore for Non-Tax Revenue, the
actual realization up to November 2020 has been 32.3 per cent of the BE.

Table 7: Trends in Non-tax Revenue of Central Government

2015-16  2016-17 2017-18  2018-19 2019-20 PA  2020-21 BE

(in¥ Lakh crore)

Interest receipts 0.25 0.16 0.14 0.12 0.12 0.11
Dividends & Profits 1.12 1.23 0.91 1.13 1.86 1.55
External Grants 0.02 0.01 0.04 0.01 0.00 0.01
Others 1.12 1.32 0.84 1.07 1.28 2.15
Non-tax Revenue 2.51 2.73 1.93 2.36 3.26 3.85

Source: Union Budget Documents & CGA
BE: Budget Estimate, PA: Provisional Actuals

Non-debt Capital receipts

2.30 Non-debt Capital receipts mainly consist of recovery of loans and advances, and
disinvestment receipts. The contribution of Non-debt Capital receipts in the total pool of Non-
debt receipts have declined from 6.8 per cent in 2018-19 to 3.9 per cent 2019-20 PA, primarily
due to shortfall in disinvestment proceeds (Figure 12). The Non-debt Capital receipts have been
pegged at 2.3 lakh crore that is 1 per cent of GDP in 2020-21 BE. The major component of Non-
debt Capital receipts is disinvestment receipts that accrue to the government on sale of public
sector enterprises owned by the government (including sale of strategic assets). Government
envisaged to mobilize ¥ 2.1 lakh crore on account of disinvestment proceeds as per 2020-21
BE. As against the 2020-21 BE of ¥ 2.3 lakh crore for Non-debt Capital receipts to the Centre,
the actual realization up to November 2020 has been ¥ 0.18 lakh crore.

Figure 12: Composition of Non-debt receipts of Central Government
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Trends in Expenditure

2.31 On the expenditure front, Budget 2020-21 estimated total expenditure at ¥ 30.42 lakh
crore, comprising revenue expenditure of ¥ 26.3 lakh crore and capital expenditure of ¥ 4.12
lakh crore, which work out to be 11.7 per cent and 1.7 per cent of GDP, respectively. As a
percentage of GDP, the anticipated growth of total expenditure in 2020-21 BE over 2019-20 PA
is 0.3 per cent of GDP with growth equivalent to 0.15 per cent of GDP each in both Revenue and
capital expenditure.

2.32 Revenue Expenditure, which constitutes over 87 per cent of the total expenditure was
envisaged to grow at 11.9 per cent in 2020-21 BE over 2019-20 PA. This is a modest growth
rate relative to the 17 per cent growth of revenue expenditure in 2019-20 PA over 2018-19.
Interest payments (26 per cent), Defence Revenue expenditure (9 per cent), Major Subsidies
(10 per cent), Grants-in-aid to States/UTs (22 per cent) and Pension (8 per cent) are the
major items of revenue Expenditure which together accounted for nearly 65% of the total
expenditure, as per 2019-20 PA (Table 8). Several initiatives undertaken by the Ministry of
Defence for utilization of defence expenditure and improving efficiency, promoting self-
reliance, and encouraging private sector participation in the defence sector may be seen at
Annex 3.

Table 8 : Major Items of Revenue Expenditure

2015-16 2016-17  2017-18  2018-19 2019-20 2020-21
PA BE

(inX Lakh crore)

Revenue Expenditure of

which 15.38 16.91 18.79 20.07 23.50 26.30
(4.8) (9.9) (11.1) (6.8) (17.0) (11.9)
a. Salaries (pay & 1.45 1.77 1.94 2.11 2.38 2.48
allowances)
(7.9 (22.6) 9.2) (9.0 (12.7) (4.0
b. Pensions 0.97 1.31 1.46 1.60 1.84 2.12
(3.4) (35.8) (10.9) (9.9) (14.6) (15.3)
C. Interest payment 4.42 4.81 5.29 5.83 6.11 7.08
9.7 (8.8) (10.0) (10.2) (4.9 (15.9)
d. Major subsidies 242 2.04 191 1.97 2.23 2.28
(-2.9) (-15.6) (-6.3) (2.9) (13.4) (2.1)
e. Defence Services 1.46 1.65 1.86 1.96 2.08 2.09
(3.9) (13.3) (12.5) (5.1) (6.1) (0.9)

Source: Union Budget Documents & CGA

BE: Budget Estimate, PA: Provisional Actuals

Numbers in parenthesis are growth rates

*The figure for Salaries (Pay & allowances) for 2019-20 is Revised Estimate (RE).

2.33 A significant proportion of revenue expenditure such as expenditure on salaries, pensions
and interest payments is broadly committed in nature. Hence the focus of expenditure
restructuring and management measures is targeted on the non-committed component such as
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subsidies. In 2016, approximately 66 Centrally Sponsored Schemes were rationalized into 28
Umbrella Schemes. The cycle of these Schemes was also made co-terminus with the Finance
Commission cycle, to ensure more clarity on flow of resources available to both the Union and
the State Governments over a Finance Commission cycle.

2.34 The expenditure on major subsidies which was pegged at 1.0 per cent of GDP in 2020-21
BE, accounted for a moderate growth of 2.1 per cent over 2019-20 PA. In 2019-20 PA, there
was an increase of 13.9 per cent in the subsidy bill of the Government, as the food, fertilizer and
petroleum subsidies grew by 7.3 per cent, 14.9 per cent and 34.5 per cent respectively, relative
to 2018-19.

2.35 With a low tax to GDP ratio, Central Government faces the challenge of providing
sufficient funds for investment and infrastructure expansion while staying within the bounds
of fiscal prudence. Therefore, improving the composition and quality of expenditure assumes
significance. Over the past few years, the quality of expenditure measured in terms of the share
of capital expenditure in total expenditure has on an average sustained at a level (Figure 13). It
is estimated to increase roughly by a percentage point in 2020-21 BE over 2019-20 PA which
accounts for an expected growth of 22.4 per cent in capital expenditure over 2019-20 PA. The
major sectors apart from defence services, that account for bulk of capital expenditure allocation

in 2020-21 BE include industry and minerals, construction of roads and bridges, communication
services, and space technology.

Figure 13: Trends in components of Total Expenditure
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2.36 Apart from budgetary spending, Extra Budgetary Resources (EBR) have also been
mobilized to finance infrastructure investment since 2016-17. EBRs are those financial liabilities
that are raised by public sector undertakings for which repayment of entire principal and interest
is done from the Central Government Budget. Government has raised EBRs of ¥ 1.35 lakh
crore during the period from 2016-17 to 2019-20. It proposes to raise EBR of ¥ 49,500 crore in
2020-21 BE which is 0.22 per cent of GDP.
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Transfer to States

2.37 The Central Government has accepted the recommendations made by the Fifteenth Finance
Commission (FC-XV) in its Report for financial year 2020-21, relating to the Post Devolution
Revenue Deficit Grant, Grants to Local bodies and Disaster Management Grants for the financial
year 2020-21. FC-XV recommended Grant-in-Aid amounting to I 1.99 lakh crore for transfer to
States during 2020-21 for Post Devolution Revenue Deficit Grant, Grants to Local bodies and
Disaster Management Grants which is approximately 50% higher than recommended by the
FC-XIV for the award year 2019-20 (Table 9).

2.38 Out of the corpus of ¥ 90,000 crore allocated as grant for local bodies in the year 2020-21,
32.5 per cent have been recommended for urban local bodies and the remaining for rural local
bodies. Unlike that of the FC-XIV recommended grants, the local bodies grant during the year
2020-21 were also allocated to Fifth and Sixth Schedule Area as well as Mandal/Tehsil and
District/Zila Panchayats in case of rural local bodies, and also allocated to fifty-nine Cantonment
Boards in case of the urban local bodies. Moreover for the first time, Finance Commission
grants were also allocated for the purpose of improving ambient air quality in million plus cities/
urban agglomerations.

Table 9: Component-wise grants recommended during FC-XI1V
(for year 2019-20 only) and FC-XV for the year 2020-21 (in < crore)

Amount allocated for Amount allocated for

Component the year 2019-20 the year 2020-21
(FC-XIV award period) (FC-XV award period)
1 2 3 (4)
i Post-Devolution Revenue Deficit Grant 34,206 74,340
il Local Bodies Grant 87,352 90,000
iii  Disaster Management Grant (Union share) 12,120 34,574
Total 1,33,678 1,98,914

Source: Department of Expenditure

2.39 Due to a decline in the Gross Tax Revenue collections during 2019-20, a moderation in the
states’ share in Central taxes is seen in 2019-20 RE relative to 2018-19 (Table 10). The Budget
2020-21 envisaged a rebound in the total transfers to States from 5.7 per cent of GDP in 2019-20
RE to 6 per cent of GDP in 2020-21 BE.

Table 10: Transfers to States (in T lakh crore)

Particulars 2015-16 2016-17 2017-18 2018-19 2019-20 RE 2020-21 BE

Devolution of States' share

in Taxes 5.06 6.08 6.73 7.61 6.56 7.84
Finance Commission Grants  0.85 0.96 0.92 0.94 1.24 1.50
CSS and Other Transfers 2.39 2.77 3.16 i 3.80 4.09
Total transfers to States 8.29 9.81 10.81 11.87 11.60 13.43

Source: Union Budget Documents
BE: Budget Estimates, RE: Revised Estimates
Note: States includes all the States.
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Central Government Debt

2.40 Total liabilities of the Central Government include debt contracted against the Consolidated
Fund of India, technically defined as Public Debt, as well as liabilities in the Public Account.
These liabilities include external debt (end-of-the financial year) at current exchange rate
but exclude part of NSSF liabilities to the extent of States’ borrowings from the NSSF and
investments in public agencies out of the NSSF, which do not finance Central Government
deficit. Total liabilities of the Central Government at end March 2020 stood at I 97.05 lakh
crore (refer to Table 11). Out of these, 88.67 per cent was public debt and the remaining 10 per
cent catered to Public Account liabilities, which include National Small Savings Fund, State
Provident Funds, Reserve Funds and Deposits and other Accounts.

Table 11: Debt Position of the Central Government (in ¥ Lakh crore)

2014-15 2015-16 2016-17 2017-18 2018-19 2019-20P

A. Public Debt (A1+A2) 51.05 57.11 61.50 68.84 75.88 86.05
Al. Internal Debt (a+b) 47.38 53.05 57.42 64.01 70.75 80.20
a. Marketable Securities 43.09 47.28 50.49 55.10 59.69 65.60
b. Non-marketable Securities 4.29 5.77 6.93 8.91 11.06 14.60
A2. External Debt* 3.66 4.07 4.08 4.83 5.13 5.85
. fublic Account - Other 762 816 857 915  9.96 9.89
C. Extra-Budgetary Resources 0.00 0.00 0.09 0.24 0.88 1.10
D. Total Liabilities (A+B+C) 58.66 65.27 70.16 78.23 86.72 97.05

Source: Various issues of Status Paper on Government Debt and Quarterly Report on Public Debt; P: Provisional

2.41 Figure 14 shows that total liabilities of the Central Government, as a ratio of GDP, declined
steadily immediately after the enactment of the FRBM Act, 2003, and has sustained at a level
during the last decade.

Figure 14: Trend in Centre’s Debt-GDP ratio
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2.42 Central government debt is characterised by low currency and interest rate risks. This is
owing to low share of external debt in the debt portfolio and almost entire external borrowings
being from official sources. Further, most of the public debt has been contracted at fixed interest
rate making India’s debt stock virtually insulated from interest rate volatility. This lends certainty
and stability to budget in terms of interest payments.

2.43 The other salient feature is the gradual elongation of the maturity profile of the Central
government’s debt (refer to Figure 15) leading to reduced rollover risks. The proportion of
dated securities maturing in less than five years has seen consistent decline in recent years. The
weighted average maturity of outstanding stock of dated securities of the GOI has increased
from 9.7 years at end March 2010 to 10.7 years at end March 2020.

Figure 15: Maturity Profile of Outstanding Dated Central
Government Securities (as per cent of Total)
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State Finances

2.44 The States had budgeted for a consolidated gross fiscal deficit of 2.8 per cent of
GDP in 2020-21 BE. The average Gross Fiscal Deficit Budget Estimate for states that
presented their budgets before the outbreak of COVID-19 was 2.4 per cent of GSDP, while
the average for budgets presented post-lockdown was 4.6 per cent of GSDP (RBI Study on
State Finances). Figure 16 depicts the trend of fiscal consolidation for the combined States
in the last 3 years, with an average Gross Fiscal Deficit of 2.46 per cent of GDP. The Gross

Fiscal Deficit for States is however expected to shoot up relative to the pegged Budget
estimate during 2020-21.

2.45 As per 2020-21 Budget Estimates of the State Governments, the States’ combined own
Tax revenue and own Non-Tax revenue were anticipated to grow at 11.8 per cent and 12.1
per cent respectively over 2019-20 RE, higher than the growth displayed in 2019-20 RE.
On the expenditure side, revenue expenditure and capital expenditure in 2020-21 BE were
envisaged to grow at 8.2 per cent and 11.8 per cent respectively over 2019-20 RE (refer to
Table 12).
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Figure 16: Major deficit and debt indicators of States
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Note: States include 29 states and 2 Union Territories with legislatures.

*Data on GFD and Revenue Deficit for 2019-20(PA) for all states has been estimated by RBI by using
accounts figures of 24 states available with CAG and 2019-20 BE figures for the remaining 7 states/UTs ;
Data for Debt- to-GDP for 2019-20 is Revised Estimates.

2.46 The RBI Study on State Finances highlights the decline in actual capital spending relative
to BE observed in the states for the last 3 years (2017-18 Actuals, 2018-19 Actuals and 2019-
20PA). This may have adverse implications for the pace and quality of economic development,
given the high fiscal multiplier effect of capital expenditure. In fact in the current year, when the
states are dealing with the pandemic with a constrained fiscal space, capital expenditure can play
a pivotal role in the recovery process. In order to re-orient the focus of the States’ fiscal policy
on capital expenditure, Central Government has announced Scheme for Special Assistance to
States for Capital Expenditure during FY2021, which has been discussed in Box 7.

Table 12: Fiscal Indicators of States

2015-16  2016-17  2017-18  2018-19  2019-20  2020-21

RE BE
(inX lakh crore)

Own Tax Revenue 8.5 9.46 11.3 12.2 13.4 15.0
9.0 (11.3) (19.5) (7.5) (10.3) (11.8)

Own Non-Tax Revenue 15 1.7 1.8 2.2 24 2.7
(7.2) (14.0) (5.3) (21.7) 9.1) (12.2)

Revenue Expenditure 18.4 21.22 23.4 26.4 30.8 33.3
(12.2) (15.3) (10.3) (12.7) (16.6) (8.2)

Capital Expenditure 4.2 5.17 4.3 4.9 5.8 6.5

(40.0) (23.1)  (-16.6)  (13.0) (18.7) (11.8)

Source: RBI State Finances: A Study of Budget for 2020-21,
RE: Revised Estimates; BE: Budget Estimates; Numbers in parenthesis are growth rates
Note: States also includes 2 UTs (Delhi and Puducherry) from 2017-18
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2.47 During the year 2019-20, in view of prevalent macro-economic scenario and lower tax
collection in 2018-19, one-time special dispensation was allowed to the States by allowing
additional borrowings amounting to I 0.59 crore for year 2019-20 beyond the State’s eligibility.

2.48 Net borrowing ceilings of the 28 States for the year 2020-21 had been fixed at ¥ 6.41
lakh crore in line with the fiscal deficit target of 3 per cent of respective State Gross State
Domestic Product (GSDP) as recommended by FC-XV. However, for the year 2020-21, in view
of the unprecedented COVID-19, additional borrowing limit of up to 2 percent of Gross State
Domestic Product (GSDP) was allowed to the States, of which 1% was conditional on state-
level reform implementation. Several steps taken by the Central Government to support the
State Governments towards a faster economic recovery amidst the COVID-19 pandemic may
be seen in Box 4.

Box 4: Measures taken by the Centre to support the

States in times of COVID-19

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

1.  Enhanced limit of borrowing for FY2020-21 under Atma Nirbhar Bharat package

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

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

c) Urban Local body/ utility reforms; and

d) Power Sector reforms

The final 0.5 per cent borrowing was conditional on undertaking at least 3 out of the above
mentioned reforms.

As on 30 December 2020, 10 States have implemented the One Nation One Ration Card
System, 7 States have completed the stipulated reforms in the Ease of Doing Business, and
2 States have done local body reforms. Total additional borrowing permission issued so far
to the States who have done the reforms stands at ¥ 51,682 crore.

2. Compensation to the States for loss in GST revenue

e In order to compensate the states for the loss of GST revenue during FY 2020-21, Central
Government had given the states an option to either borrow the shortfall arising out of GST
implementation through issue of debt under a Special Window coordinated by the Ministry
of Finance which was passed on to the States and UTs (Option 1), or raise the entire shortfall
through the issue of market debt (Option 2). All the 28 states and 3 UTs with legislature
decided to go for option 1 which involves back-to-back borrowing coordinated by the
Ministry of Finance, and would ensure steady flow of resources similar to the flow under GST
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3. Scheme for Special Assistance to States for Capital Expenditure

4. SDRF

compensation. The special window of ¥ 1.1 lakh crore has been operationalised since 23rd
October, 2020 and the Government of India has already borrowed an amount of ¥ 54,000
crore on behalf of the States in five instalments and passed it on to the States and UTs.

Under the terms of Option 1, the states are also entitled to get unconditional permission to
borrow the final instalment of 0.5 per cent of GSDP out of the 2% additional borrowing
permitted for FY 2020-21. This amounts to an additional mobilization of ¥ 1.07 lakh crore,
over and above the X 1.1 lakh crore special window to meet the revenue shortfall arising out
of GST implementation.

In addition to this, the States on selecting Option 1, will also be able to carry forward unutilised
extra borrowing ceilings allowed for FY 2020-21 to the next financial year, whereby the first
and the final instalments of 0.5 per cent each can be carried forward unconditionally; and the
reform-linked portions can be carried forward if the States meet the reform criteria within the
dates already prescribed for this year.

With a view to protecting the states from the higher borrowing costs, Centre will endeavour
to keep the cost at or close to the G-sec yield for the special borrowing window, and in the
event of the cost being higher, it will bear the margin between G-secs and average of State
Development Loan yields, of up to 50 bps, through a subsidy. The interest on the borrowing
under the Special Window will be paid from the Compensation Cess as and when it arises
until the end of the transition period. After the transition period, principal and interest will
also be paid from proceeds of the Cess, by extending the Cess beyond the transition period
for such period as may be required. The State will not be required to service the debt or to
repay it from any other source.

During the year 2020-21, considering the fiscal environment faced by the State Governments
due to the shortfall in tax revenues arising from the COVID-19 pandemic, 'Scheme for Special
Assistance to States for Capital Expenditure', has been approved wherein special assistance
is being provided to the State Governments in the form of 50-year interest free loan up to
an overall sum not exceeding ¥ 12,000 crore.

The Scheme comprises of ¥ 1600 crore loan for the eight North East states (200 crore each),
< 900 crore loan for the states of Uttarakhand and Himachal Pradesh (¥ 450 crore each),
% 7,500 crore for remaining states (as per 15th Finance Commission devolution), and ¥ 2,000
crore for those states which fulfil at least 3 out of 4 reforms mentioned under enhanced
borrowing provision in Aatma Nirbhar Bharat Package.

The loan amount can be used for new or ongoing capital projects needing funds and/ or
settling contractors’/ suppliers’ bills on such projects.

As on 12 December 2020, capital expenditure projects worth ¥ 9,879.61 crore for 27 states
were approved and an amount of ¥ 4,939.81 crore had been released as first instalment under
the scheme.

The Central Government by way of a special one-time dispensation had decided to treat
COVID-19 as a notified disaster for the purpose of providing assistance under SDRF. To
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strengthen the States to deal with the pandemic, the Centre had released the 1st instalment
of SDRF amounting to ¥ 11,092 crore to State Governments in April 2020. In September
2020, the states’ limit for spending the SDRF during FY 2020-21 was raised to 50%, in order
to support them in containment measures of COVID-19 including measures for quarantine,
sample collection and screening; and procurement of essential equipment/ labs for response
to COVID-19.

Source: PIB

General Government Finances

2.49 The General Government finances give an overview of fiscal position of the Government
sector as a whole. Figure 13 shows the trends in General Government debt and deficits
over the past few years. The General Government liabilities as a proportion of GDP exhibit
an increasing trend over the last few years. In 2020-21 BE, the General Government had
budgeted for a reduction in deficit in over 2019-20 RE. However in the wake of the global
pandemic outbreak, the General Government (Centre plus States) is expected to register a
fiscal slippage on account of the shortfall in revenue and higher expenditure requirements. As
indicated by the enhanced borrowing provisions for both the Centre and the States for 2020-
21, the liabilities of the General Government are expected to increase. This deviation from
the path of fiscal consolidation may however be transient as the fiscal indicators may rebound
with the recovery in the economy. The medium and long term trajectory of Government debt
will depend on the debt sustainability calculations. A more negative interest-rate growth
differential lays the foundation for lower General Government debt as a proportion of GDP
(Table 13). Detailed discussion on the dynamics of debt sustainability may be seen in Chapter
2 of Volume 1.

Table 13: Trends in Interest rate-growth differential
and General Government Debt-to-GDP

Year Nominal Interest  Nominal Growth Interest rate-growth General
Rate (i) rate (y) differential Government
(i-y) Debt-to-GDP
2011-12 8.52 15.74 -7.2 67.4
2012-13 8.36 13.82 -5.5 66.7
2013-14 8.45 12.97 -4.5 67.1
2014-15 8.51 10.99 -2.5 66.6
2015-16 7.89 10.46 -2.6 68.5
2016-17 7.16 11.76 -4.6 68.9
2017-18 6.97 11.09 -4.1 69.8
2018-19 7.78 10.95 -3.2 70.5
2019-20 6.85 7.21 -0.4 73.8

Source: RBI, MoSPI
Note:Nominal interest rate is the weighted average interest rate on Central Government dated securities
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Figure 17: Trends in General Government Debt and Deficits (as a per cent of GDP)
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OUTLOOK

2.50 The year 2020-21 has been a difficult year from the fiscal perspective. Based on the trends
available for April to November 2020, there is likely to be a fiscal slippage during the year. The
fiscal policy response of the Government has been a combination of demand and supply side
policies under the ambit of ‘Atma Nirbhar Bharat’ to cushion against the pandemic shock, and
subsequently fuel the economic recovery. Going forward, in order to sustain the recovery in
aggregate demand, it is expected that the Government may have to continue with an expansionary
fiscal stance. The expenditure support along with the various key reforms introduced during
the year are likely to impart the required momentum to medium-term growth. The calibrated
approach adopted by India allows space for maintaining a fiscal impulse the coming year. The
growth recovery would facilitate buoyant revenue collections in the medium term, and thereby
enable a sustainable fiscal path. Moreover the release of XV Finance Commission report in the
coming months, will lay down the roadmap for the long-term fiscal policy strategy for both the
Centre and the States.

CHAPTER AT AGLANCE

» Tofacilitate a resilient recovery of the economy from the impact of COVID-19 pandemic,
Government of India adopted a calibrated approach best suited for the evolving situation
of the economy in contrast with a front-loaded large stimulus package adopted by many
countries.

» Theexpenditure policy in 2020-21 changed according to the needs of an evolving situation.
It was initially aimed at supporting the vulnerable sections but once the lockdown was
unwound, it was re-oriented to reinflating overall demand through capital spending.
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Owing to the recovery of the economy over the past few months, the monthly revenue
collections have witnessed an uptick. The monthly GST collections have crossed the
< 1 lakh crore mark consecutively for the last 3 months, reaching its’ highest ever in
December 2020.

Reforms in tax administration have set in motion a process of transparency, accountability
and more importantly, enhancing the experience of a tax-payer with the tax authority,
thereby incentivising tax compliance.

During 2020-21, the Central Government has taken consistent steps to impart support to
the States in the challenging times of the pandemic.

In the wake of the global pandemic outbreak, the General Government (Centre plus
States) is expected to register a fiscal slippage in FY 2020-21, on account of the shortfall
in revenue and higher expenditure requirements. However, longer term sustainability
depends crucially on reviving growth relative to the interest cost of Government debt.
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ANNEX

Annex 1: CBDT’s response to COVID-19 pandemic during 2020-21

In view of the challenges faced by taxpayers in meeting the statutory and regulatory compliance
requirements across sectors due to the outbreak of Novel Corona Virus (COVID-19), the
Government of India has taken following measures pertaining to direct taxes to support
businesses and individuals:

(i) The Taxation and Other Laws (Relaxation and Amendment of Certain Provisions) Act, 2020
has been enacted under which:

(@)

(b)

(©)

(d)

(e)

()

(9)
(h)

W)

(k)

Various time limits for compliances and statutory actions under the taxation laws, other
related legislations and the rules or notifications prescribed/ issued under these Acts
have been extended;

Interest for delay in payment of income-tax (e.g. advance tax, TDS, TCS), Equalization
Levy, Securities Transaction Tax (STT), Commodities Transaction Tax (CTT) due
for payment from 20.03.2020 to 29.06.2020 to be charged at reduced rate of 9% per
annum (0.75% per month), if the payment is paid by 30.06.2020. Further, no penalty/
prosecution shall be initiated for these non-payments.

Extension of date for application of amount payable under the Direct Tax Vivad se
Vishwas Act, 2020 [enacted for resolution of pending disputes related to the Act] from
31.03.2020 to 31.01.2021 without payment of additional amount. Further, the due date
of payment of tax without additional amount extended to 31.03.2021,

The time for filing of original as well as revised income-tax returns for FY 2018-19
(relevant to AY 2019-20) has been extended to 30th November, 2020;

Due date for filing ITR for FY 2019-20 (relevant to AY 2020-21) extended for
individuals etc. to 10" January, 2021 for non-audited assesses and for assesses who are
required to audit their accounts, it has been extended to 15" February, 2021. Due date
for furnishing of tax audit report has also been extended from existing 30th September,
2020 to 15" January, 2021;

The date for payment of self-assessment tax in case of taxpayers whose self-assessment
tax liability is up to ¥ 1 Lakh has been extended to 10" January, 2021 (for non-auditable
cases) and to 15" February, 2021 (for cases where tax audit is mandatory);

The date for making various investment/payment for claiming deduction under Chapter
VIA-B of the Act has also been extended to 31% July, 2020;

The date for making investment/construction/purchase/deduction in respect of capital
gains under section 54 to 54GB of the Act has been extended to 30" September, 2020;
the date for commencement of operation for the SEZ units for claiming deduction
under section 10AA of the Act has also been extended to 30th September, 2020 for the
units which have received necessary approval by 31% March, 2020;

The time limit for furnishing of TDS/TCS statements and issuance of TDS/TCS
certificates in relation to FY 2019-20 has been extended to 31% July, 2020 and 15th
August, 2020 respectively;

The date for passing of order or issuance of notice by the authorities and various
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(iv)

v)

(vi)
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compliances under various direct taxes and Benami Law which are required to be
passed/issued/made by 31st December, 2020 has been extended to 31st March, 2021.

() The date for linking of Aadhaar with PAN has also been extended to 31st March, 2021,

(m) Compliance or Compliance dates under the Vivad se Vishwas Act, 2020 which are
required to be completed by 30th January, 2020 have been extended to 31st January,
2021. Thus, the date of passing order under sub-section (1) of section 5 of the Vivad se
Vishwas Act, 2020 has been extended to 31st January, 2021

(n) In case of an individual resident in India referred to in sub-section (2) of section 207 of
the Act, the taxes paid by him under section 140A of the Act within the due date (before
extension) shall be deemed to be advance tax.

(o) Implementation of new procedure for approval/ registration/ notification of certain
entities u/s 10(23C), 12AA, 35 and 80G of the Act has been deferred from 01.06.2020
to 01.04.2021.

(p) The TDS rates for specified non-salary payments to residents and specified TCS rates
to be reduced by 25 per cent of the specified rates from 14.05.2020 to 31.03.2021. This
measure will provide liquidity to the tune of ¥ 50,000 crore.

Through Circular No. 10 of 2020 dated 24.04.2020, applicability of clause 30C and clause
44 in respect to reporting of GAAR compliance and GST in Form 3CD of the Income-tax
Rules, 1962 has been extended till 31.03.2021.

Vide Circular No 11 of 2020 dated 08.05.2020 it has been clarified that for determination
of residency of an individual on a visit to India (whose stay in India has been prolonged
due to the lockdown due to COVID-19) u/s 6 of the Act during FY 2019-20, the period so
prolonged shall not be taken into account. Further, a press release has also been issued stating
that the circular for exclusion of period for determination of residency for FY 2020-21 shall
be issued in due course depending upon normalisation/ resumption of international flights.

Liberal and simplified procedure for disposal of pending application for lower/nil TDS/
TCS filed for FY2019-20.

Tax exemption has been announced for the specified expenditure incurred in lieu of travel
for the LTC.

Threshold for the deeming of stamp duty value for transfer of specified residential units by
the real-estate developer has been increased from 10% to 20%.

Annex 2: CBIC’s response to COVID-19 pandemic during 2020-21
The measures taken by CBIC in response to COVID-19 during 2020-21 are as follows:

A

CUSTOMS

i. 24*7 Customs clearance facility has been implemented at all custom formations to
avoid any supply chain disruption
ii. Novel Coronavirus Help Desk for EXIM Trade- A dedicated single window COVID-19
helpdesk for EXIM trade has been created on CBIC website to facilitate quick resolution
of issue(s) faced by importer/exporter.
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Nodal officers have been designated in each customs zone of India for facilitating
Customs clearances amidst the COVID-19 crisis

Implementation of automated clearance on All-India basis-To minimize human interface
and maximize social distancing, the OOC (Out of Charge) work, so far performed by
an officer, has been assigned to the EDI system. The machine-based automated release
of import consignments has been launched throughout India on 05.03.2020.

To address the difficulties faced due to non-availability of stamp papers during the lock-
down period, the requirement of different types of customs bond has been dispensed
with. Traders can submit undertaking on plain paper in lieu of bond.

Prioritized clearance of critical goods used for fighting COVID-19, such as medical
equipment, drugs and pharmaceuticals, testing Kits, PPEs, is ensured. Exemption from
basic customs duty and health cess has been granted to such goods- ventilators, masks,
personal protection equipment, testing kits and inputs used in manufacturing these
items.

Provisional clearance of goods under India’s Trade Agreements while extending
preferential treatment, without the submission of original signed certificates of origin.

Paperless Customs — Electronic Communication of PDF based Gate-pass and OOC
Copy of Bill of Entry to Custom Brokers/Importers. Enabling electronic communication
of out of charge, bill of entry and gate-pass to importers/customs brokers.

Personal hearing in respect of any proceeding under Customs Act, 1962 may be
conducted through video conferencing with a view to ensure social distancing and
reduce physical presence.

a. Special refund and drawback disposal drive. Drive to expeditiously process all
pending customs refund and drawback claims in order to provide immediate relief
to business entities, especially MSMEs.

b. IGST refunds on exports-extension in SB005 alternate mechanism. Extension of
the facility of SB005 error correction in the Customs EDI system for Shipping Bills
with date upto 31.12.20109.

c. Waiver of Demurrage Charges levied by ICDs/CFSs/Ports/Terminal Operators
during lockdown. Zonal Customs Chief Commissioners have asked local custodians
(Inland Container Depots and Container Freight Stations) to exempt demurrage
charges during the lockdown period.

d. An Ordinance to provide relaxation in the provisions of certain Acts and for
matters connected therewith or incidental thereto The time limit for filing of appeal,
furnishing of return, or any other compliance under the Customs Act or Customs
Tariff Act, which was expiring from 20th March 2020 to 29th June 2020, has been
extended up to 30th June 2020.

As a relief measure for other countries battling with the pandemic, specific export
shipments of critical drugs, pharmaceuticals, testing kits, personal protection equipment
etc. are actively facilitated by customs at the borders. Some of these shipments are
donation from the Government of India.
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Based on email requisitions, computers and related accessories have been permitted
by Customs to be transferred from the bonded premises to residence of employees of
Software Technology Park of India to facilitate work from home during the lockdown
period.

CBIC actively coordinated with other Ministries for ensuring that customs operations
are declared as an essential service during the lock down period, which has allowed
smooth operations at all the customs stations. In line with the aforesaid, further
directives were issued permitting movement of customs brokers and transporters, and
allowing functioning of warehouses during the lock down period.

CBIC actively coordinated with other Ministries for ensuring that customs operations
are declared as an essential service during the lock down period, which has allowed
smooth operations at all the customs stations. In line with the aforesaid, further
directives were issued permitting movement of customs brokers and transporters,
and allowing functioning of warehouses during the lock down period. All customs
formations have been asked to show greater sensitivity in dealing with cargo from
affected areas, condone the delay in filing import declarations and waive the late filing
fees in genuine cases.

Special care has been taken in clearance of passengers coming from affected countries.
Separate channels were created at the airports, port terminals and land customs stations
for such passengers. Customs officers strictly followed instructions to use masks,
gloves and sanitizers.

CBIC has coordinated with the port and airport authorities and other custodians to see
that ample space is available for storing EXIM cargo in the customs area.

B. GST

1.

Notifications issued in order to provide relief to taxpayers due to COVID-19 pandemic

a) The time limit for filing of appeal, furnishing of return, or any other compliance
under the GST Act has been extended as per the Ordinance issued.

b) Extension of due date for furnishing FORM GSTR-3B for supply made in the
month of May 2020.

c) Extension of due date of compliance which falls during the period from "20.03.2020
t0 29.06.2020" till 30.06.2020 and to extend validity of e-way bills.

d) Extension of due date of furnishing FORM GST CMP-08 for the quarter ending
March, 2020 till 07.07.2020 and filing FORM GSTR-4 for FY 2020-21 till
15.07.2020.

e) Conditional waiver of late fee for delay in furnishing outward statement in FORM
GSTR-1 for tax periods of February, 2020 to April, 2020.

f) Conditional waiver of late fee for delay in furnishing returns in FORM GSTR-3B
for tax periods of February, 2020 to April, 2020.

g) Conditional lowering of interest rate for tax periods of February, 2020 to April,
2020
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Amendment in CGST Rules (Fourth Amendment) in order to allow opting
Composition Scheme for FY 2020-21 till 30.06.2020 and to allow cumulative
application of condition in rule 36(4)

ii. Special GST Refund Disposal Drive - Implementation of decision to expedite pending
GST and IGST refund claims

iii. Conduct of Personal hearing in respect of any proceeding under Customs Act, 1962
through video conferencing with a view to ensure social distancing and reduce physical
presence.

Annex 3: Initiatives undertaken by the Ministry of Defence for utilization of defence
expenditure and promoting self-reliance in the defence sector.

Budget performance

The allocation of Defence Budget including Civil estimates and Pensions for 2020-21 is
<4,71,378.00 crore, which is¥40,367.71 crore over BE 2019-20. Capital Expenditure in absolute
terms has gone up in the past few years. The allocated Capital budget has been fully utilized
since 2016-17, reversing the previous trends of surrender of funds. The trend of underutilization
of Defence Budget has also been reversed from FY 2016-17.

Defence Acquisition Procedure (DAP) -2020:

e Ministry of Defence unveiled the Defence Acquisition Procedure (DAP)-2020 on 28th
September, 2020. DAP-2020 has been aligned with the vision of the Government’s Atma
Nirbhar Bharat and empowering Indian domestic industry through Make in India initiative
with the ultimate aim of turning India into a global manufacturing hub. With the new
Foreign Direct Investment (FDI) policy announced, DAP 2020 has adequately included
provisions to encourage FDI to establish manufacturing hubs both for import substitution
and exports while protecting interests of Indian domestic industry.

e Some of the specific reforms enunciated in Atma Nirbhar Bharat Abhiyan, are as under:

a) Notify a List of Weapons/Platforms for Ban on Import: Relevant incorporation has
been done in the DAP to ensure that NO equipment as mentioned in the list is procured
ex import post timelines notified.

b) Indigenization of Imported Spares:

I. Request for Information (RFI)- RFI stage will explore willingness of the prospective
foreign vendors to progressively undertake manufacture and set up and indigenous
eco system at the spares/ sub component level.

ii. New Category of Buy (Global- Manufacture in India)- The new category
incorporates manufacture of either the entire/part of the equipment or spares/
assemblies/sub-assemblies/Maintenance, Repair and Overhaul (MRO) facility for
the equipment, through its subsidiary in India.

lii. Co-production through IGA (Inter Government Agreement)- This enables

establishment of co-production facilities through IGA achieving ‘Import
Substitution” and reduce Life Cycle Cost.
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iv. Contractual Enablement. Buyer’s Right to optimize Life Cycle Support costs and
system enhancements through indigenous eco system incorporated.

c) FDI in Defence Manufacturing: With the announcement of new FDI Policy, suitable
provisions have been incorporated like new category ‘Buy (Global — Manufacture
in India)’ done to encourage foreign OEMSs to setup ‘manufacturing/ maintenance
entities’ through its subsidiary in India while enabling requisite protections to domestic
industry.

d) Time Bound Defence Procurement Process and Faster Decision Making: As part
of the Defence Reforms announced in Atma Nirbhar Abhiyan, setting up of a PMU
has been mandated to support contract management. The PMU will facilitate obtaining
advisory and consultancy support in specified areas to streamline Acquisition process.

¢ Ease of Doing Business: One of the key focus areas of the review was to implement
‘Ease of Doing Business’ with emphasis on simplification, delegation and making the
process industry friendly with certain specific provisions like Single stage accord of
AoN in all cases up to I 500 crore to reduce time.

e Make and Innovation:

a) Make | (Government Funded up to 70%)- Laying down a cap of ¥ 250 crore /DA
and selection of DAs based on bidding criteria.

b) Make Il (Industry Funded) for production of indigenously designed & developed
weapons/equipment/systems/platforms along with sub components/assemblies.

c) Make Il (Indigenously Manufactured) category for manufacture of equipment/
platforms or spares/assemblies/sub-assemblies for enabling import substitution.

d) Procurement of prototypes developed through ‘Innovation’ under various initiatives
like iDEX, Technology Development Fund and Internal Services Organisations
has been facilitated.

e Offsets: The Offset guidelines have been revised, wherein preference will be given to
manufacture of complete defence products over components and various multipliers
have been added to give incentivisation in discharge of Offsets.

Self- Reliance in Defence Production:

To achieve self-reliance in the defence sector and make India a global hub in defence
manufacturing the Ordnance Factories (OFs), Defence Public Sector Undertakings (DPSUS)
and the private industry ecosystem have enhanced their capabilities and widened the product
range. A large number of major products have been developed through R&D initiatives and
through transfer of technology. As a policy, DPSUs and OFs have been outsourcing many of
their requirement, the value of outsourcing in terms of value of production for the FY 2019-20
stands at 41.70%. Further over the years a wide vendor base has been developed that includes
a large number of medium and small scale enterprises and large scale industries. In addition,
the DPSUs and OFs are also striving to increase the indigenous content in the equipment’s
and products manufactured by them. The indigenous content (Degree of Indigenization) as on
31.03.2020 was 74.56%.
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Policy Initiative

Under the latest Preference to Public Procurement (Make in India) Order 2017, Department of
Defence Production has notified list of 46 items for which there is sufficient local capacity and
competition and thus, the procurement of these items shall be done only from local suppliers,
irrespective of the purchase value

The innovation ecosystem for Defence tilted “Innovation for Defence Excellence” (iDEX),
launched in 2018, intends to engage industries including MSMEs, Start-ups, Individual
Innovators, R&D institutes and Academia and provide them grants/funding and other support to
carry out R&D, which has potential for future adoption for Indian defence and aerospace needs.

Defence Investor Cell functional since January 2018 under DDP is playing a pivotal role of
facilitator and guide to Defence entrepreneurs regarding their queries/grievances. It has
addressed more than 1000 such queries/cases from across the country.

Private sector Participation

In May 2001, the Defence Industry sector, which was hitherto reserved for the public sector, was
opened up to 100 per cent for Indian private sector participation with Foreign Direct Investment
(FDI) up to 26 per cent, both subject to licensing. FDI policy was further liberalized vide Press
Note no. 4(2020 Series) dated 17.09.2020 and FDI has been allowed under automatic route
up to 74% and above 74% through government route wherever it is likely to result in access
to modern technology or for other reasons to be recorded. Foreign Investments in the Defence
Sector shall be subject to scrutiny on grounds of Nations Security and Government reserves the
right to review any foreign investment in the Defence Sector that affects or may affect national
security.

After opening of the Defence Industry Sector for private sector participation, so far 44 FDI
proposals/Joint Ventures have been approved in defence sector for manufacture of various
defence equipment, both in public and private sectors. DPIIT has issued 496 Industrial Licenses
(ILs) to private companies till September 2020 for manufacture of a wide range of defence
items.

Export Promotion

Exports from Ordnance Factory Board (OFB), DPSUs and the private sector (based on
authorization issued by DDP) in the Financial Year have increased from I 4,682 crore in
FY2017-18 to ¥ 9116 crore in FY2019-20.

In order to encourage participation of private sector in indigenous design, development and
manufacture of Defence equipment, 'Make' Procedure has been further simplified and incorporated
as Chapter-111 of Defence Acquisition Procedure 2020 w.e.f 01.10.2020. Apart from "Make-I
& Make-II' categories, a new category 'Make-III' has been introduced with an objective to get
the defence items already in the inventory of Service, manufactured in the country even if the
design & development is not carried out in India. Framework for implementation on 'Make-II'
procedure at Ordnance Factories and Defence PSUs was also issued in February 2019 enabling
them to take up indigenisation of the items, particularly of import substitution nature, through
Indian private industry
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The air that blows off a small lamp becomes the friend of a jungle fire!
Power garners support!

— Subhashita

COVID-19 pandemic has triggered the worst global recession in 2020 since the Great
Depression; the adverse economic impact is, however, expected to be lesser than
initially feared. The resulting economic crisis has led to a sharp decline in global
trade, lower commodity prices and tighter external financing conditions with varying
implications for current account balances and currencies of different countries.
Global merchandise trade is expected to contract by 9.2 per cent in 2020. Trade
balance with China and the US improved as imports contracted. The changing nature
of India’s global trade manifested in terms of sliding exports of gems and jewellery,
engineering goods, textile and allied products and improving exports of drugs and
pharma, software and agriculture and allied products. Pharma exports, in particular,
used this opportunity to enhance their share in total India’s exports and indicate
India’s potential to be the pharmacy of the world. Supported by resilient software
service exports, India is expected to witness a current account surplus during the
current financial year after a gap of 17 years. Balance on the capital account, on the
other hand, is buttressed by robust FDI and FPI inflows. These developments have led
to accretion of foreign exchange reserves that rose to an all-time high of US$ 586.1
billion as on January 8, 2021. RBI's interventions in forex market have been largely
successful in controlling the volatility and one-sided appreciation of the rupee. High
levels of headline inflation, however, posits the classical trilemma before RBI to
maintain a fine balance between tightening of monetary policy to control inflation
on the one hand and stimulate growth on the other hand. Against the aforesaid
backdrop, various initiatives undertaken to promote exports, including Production
Linked Incentive (PLI) Scheme, Remission of Duties and Taxes on Exported Products
(RoDTEP), emphasis on improvement of trade logistics infrastructure and use of
digital initiatives would go a long way in enabling ‘ease of doing exports’.
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3.1 COVID-19 has affected nearly all spheres of the global economy with the spread catalyzed
by the increasing interconnectedness of global value chains. The resulting crisis has constituted
an intense shock, with a sharp decline in global trade, lower commodity prices, tighter external
financing conditions and with varying implications for current account balances and currencies.
The global volume of goods trade in the first five months of 2020 was about 20 per cent lower than
in 2019—a more abrupt contraction than in the first five months of the global financial crisis.

GLOBAL ECONOMIC ENVIRONMENT

3.2 The spread of the pandemic led to associated suspension of economic activities, supply-chain
disruptions, travel restrictions and volatility in international commaodity prices. As a result, there
was a wave of downward revisions to global output growth and trade volume.The contraction in
GDP has been much stronger in the current recession when compared to the fall in trade which
has been more moderate. World Trade Organization (WTO), in April 2020, predicted a fall in
world merchandise trade by 13-32 per cent in 2020. However, with easing of lockdowns and
acceleration in economic activity, a surge in trade was recorded in the months of June and July.
WTO, accordingly, revised its forecast in October 2020 to a decline of 9.2 per cent in the volume
of world merchandise trade in 2020, followed by a 7.2 per cent rise in 2021 (Figure 1). In the
October 2020 edition of the World Economic Outlook, the IMF expected a sharper fall in world
output of 4.4 per cent in 2020, but lower contraction in world trade volume of 10.4 per cent in
2020 as against 3.0 per cent and 11.0 per cent respectively predicted in April 2020 (Figure 1). In
advanced economies (AEs), the contraction for GDP as well as trade volume is projected to be
more severe than for the emerging markets and developing economies (EMDEs).

Figure 1:Trends in Growth of World Output and Trade Volume
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3.3 Global merchandise trade, as per data available from WTO, recorded its sharpest ever one-
period decline in Q2-2020. The WTQO’s goods trade barometer index for the said quarter was
at 84.5 — the lowest on record since 2007 —i.e., 15.5 points below the baseline value of 100 for
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the index and 18.6 points down from the same period last year.! However, it improved to 100.7
in September, 2020, indicating a strong rebound in trade in the third quarter as lockdowns were
eased, broadly consistent with the WTQO's October trade forecast.

3.4 The impact on trade differed significantly across regions. In 2020 (upto Q3), AEs suffered
the steepest decline in exports by 12.9 per cent and imports by 10.8 per cent, while EMDEs
witnessed lower contraction in exports by 7.6 per cent and in imports by 10.1 per cent. Among the
EMDESs, South East Asian export-oriented countries witnessed still lower shrinkage of exports
by 2.4 per cent and imports by 9.6 per cent.This can be attributed to the impressive export
performance of few countries such as Vietnam, Taiwan, and Malaysia, and their continuous
narrowing contraction in imports in subsequent quarters (Figure 2).

Figure 2:Trends in World Merchandise Trade
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3.5 The impact on trade also varied significantly across different types of goods. While trade
in agricultural products fell less than the world average in the second quarter of 2020 (-5 per
cent versus -21 per cent), it fell precipitously for fuels and mining products (-38 per cent) as
prices collapsed. Further, the trade in automotive products recorded the biggest decline, though,
it rose for telecommunication equipment (which includes smartphones), electronics (to facilitate
working from home), and pharmaceuticals.

3.6 As per IMF’s October Global Financial Stability Report 2020, near-term global financial
stability risks have been contained for now due to the unprecedented and timely policy responses
to maintain the flow of credit to the economy and avoided adverse macro-financial feedback
loops, thereby creating a bridge to recovery. However, vulnerabilities have increased in the non-
financial corporate sector, as firms have taken on more debt to cope with cash shortages and in the
sovereign sector, as fiscal deficits have widened to support the economy. EMDEs rely primarily
on commodity exports, remittances and tourism for forex earnings, all of which plummeted as the
pandemic unfolded. However, its impact on EMDESs so far has been milder than expected as just
six countries — Argentina, Ecuador, Belize, Lebanon, Suriname and Zambia — have defaulted on
their sovereign debt and only the first two restructured their debts. Potential debt defaults could
ensue in 2021 as a large amount of foreign debt is estimated to be due for repayment in that year.
The future path of defaults will ultimately be shaped by the extent of continued policy support and

'WTO’s goods trade barometer index is a leading indicator that signals changes in world trade growth two to three months ahead of
merchandise trade volume statistics. Its baseline value is 100, a value greater than 100 suggests above-trend growth while a value below 100
indicates below-trend growth.
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the pace of the recovery, which is expected to be uneven across sectors and countries.

3.7 Insum, the global economy is still reeling under the impact of the unprecedented COVID-19
shock. Amidst this uncertain and shaky global economic environment, India’s external sector has
emerged as a key cushion for resilience. The comfortable external balance position of India has
been supported by surplus current account balances over three consecutive quarters, resumption
of portfolio capital inflows, robust FDI inflows and sustained build-up of foreign exchange
reserves.

DEVELOPMENTS IN INDIA’S BALANCE OF PAYMENTS (BOP)

Merchandise Trade

3.8 During Q1: FY 2020-21, India’s exports and imports saw a sharp contraction in line with
the contraction in global trade. The decline in imports outweighed that in exports — leading
to smaller trade deficit of US$ 9.8 billion as compared to US$ 49.2 billion in Q1 last year.
India registered a trade surplus in the month of June, 2020 after a gap of 18 years. With the
unlocking of the economy from June onwards, a gradual revival in India’s merchandise trade
got underway (Figure 3). The trade deficit during the April-December, 2020-21 was US$ 57.5
billion as compared to US$ 125.9 billion in the corresponding period last year.

Figure 3: Merchandise Trade Balance, Exports and Imports
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3.9 The details of the major commodities in which India had favourable and
unfavourable trade balance during 2020-21 (April-November) as compared to 2019-20
(April-November) are at Table 1 and Table 2 respectively.
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Table 1: Commodities in which India's Merchandise Trade Balance is Favourable
(Value in US$ billion)
Export Import Trade Balance

Apr-  Apr- Apr-  Apr- Apr-

: Nov Nov ~PriNov v  Nov Nov
S-No. Commodity 2019-  2020- 20(1;20 2020- 2019- 202021

20(R) 21(P) 21 (P) 20(R) (P)

1 Drug formulations, biologicals 10.6 12.4 1.5 1.7 9.0 10.7

2 Marine products 4.8 4.0 0.1 0.1 4.7 3.8

3 Gold and other precious metal 9.6 4.0 0.5 0.2 9.1 3.8

jewellery

4 RMG cotton incl. accessories 5.6 3.9 0.4 0.2 5.2 3.7

5 Cotton fabrics, made ups etc. 4.0 35 04 0.2 3.6 3.3

6 Iron and steel 6.4 7.7 8.0 4.7 -1.6 3.0

7 Iron ore 1.7 2.8 0.1 0.1 1.6 2.7

8 Rice -Basmati 2.5 2.7 0.0 0.0 2.5 2.7

9 Rice (other than Basmati) 1.3 2.6 0.0 0.0 1.3 2.6
10  Petroleum products 28.5 15.4 18.0 13.1 10.6 23

Source: DoC

Note: R: Revised; P: Provisional.

Table 2: Commodities in which India‘'s Merchandise Trade Balance is Unfavourable
(Value in US$ billion)

Export Import Trade Balance
Apr- Apr-  Apr- Apr-  Apr-  Apr-
Nov  Nov Nov Nov Nov Nov

NG, Commodity 2019- 2020- 2019-20 2020- 2019- 2020-21
20(R) 21(P) (R) 21 (P) 20(R) P)
1  Petroleum: Crude 0.0 0.0 68.0 312 -68.0 -31.2
2 Gold 1.2 0.6 20.6 123  -194  -11.7
3  Coal,Coke and Briquittes Etc. 0.1 0.0 15.6 97 -155 97
4 Telecom Instruments 3.1 2.2 10.3 9.8 -7.2 -7.6
5  Electronics Components 1.7 1.5 11.7 8.7 -10.0 -7.2
6  \Vegetable Qils 0.1 0.3 6.4 6.8 -6.3 -6.5
7  Computer Hardware, 0.2 0.2 6.5 6.6 -6.3 -6.4
Peripherals
8  Fertilizers Manufactured 0.1 0.1 5.0 55 -5.0 -5.4
9  Plastic Raw Materials 2.4 2.3 7.2 5.2 -4.8 -2.9
10  Aircraft, Spacecraft and Parts 0.9 0.8 7.0 3.6 -6.0 -2.8
Source: DoC

Note: R: Revised; P: Provisional.
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3.10 India’s merchandise trade balance for major countries for the period of 2020-21 (April-
November) as compared to 2019-20 (April-November) at Table 3 shows that India had the most
favourable trade balance with USA followed by Bangladesh and Nepal. The highest trade deficit
is with China followed by Iraq and Saudi Arabia during April-November, 2020-21 and April-
November, 2019-20.

Table 3: India's Merchandise Trade Balance with Major Countries
(Value in US$ billion)

Export Import Trade Balance

Apr-Nov Apr-Nov Apr-Nov Apr-Nov Apr-Nov Apr-Nov

S.No. Country 2019-20 2020-21 2019-20 2020-21 2019-20 2020-21
(R) (P) (R) (P) (R) (P)

1 USA 35.6 31.3 25.1 16.3 10.5 15.0
2  Bangladesh 53 5.0 0.8 0.6 4.5 4.4
3 Nepal 4.8 34 0.5 0.4 4.3 3.0
4 UK 5.7 4.6 4.5 2.6 1.2 2.0
5  Netherland 5.7 3.8 2.4 1.9 3.4 1.9
6  SriLanka 2.6 2.1 0.6 0.4 2.0 1.7
7  Turkey 3.4 2.3 15 0.9 1.9 1.4
8  Qatar 0.8 0.8 6.0 4.6 -5.3 -3.8
9  South Korea 3.1 2.9 10.9 7.1 -7.8 -4.2
10  Indonesia 2.5 2.7 9.6 7.3 -7.0 -4.6
11  Switzerland 0.8 0.9 12.8 5.8 -12.0 -4.9
12  Saudi Arabia 3.8 3.6 18.2 9.2 -14.4 -5.6
13  TIraq 1.3 1.0 15.4 7.6 -14.1 -6.6
14  China 11.5 13.6 46.9 38.8 -35.4 -25.2
Source: DoC

Note: R: Revised; P: Provisional.

Merchandise Exports

3.11 Total exports during April-December, 2020-21 amounted to US$ 200.8 billion contracted
by (-) 15.7 per cent as compared with (-) 2.4 per cent during the same period of the previous
year. Petroleum, Oil and Lubricants (POL) exports, which constitute about 10-15 per cent of
the total exports, have contributed negatively to export performance during the period under
review. The fall in POL exports was largely driven by the softening of international crude oil
prices, which plunged in Q1: FY 2020-21 by (-) 54.0 per cent and remain muted by (-) 28.7
per cent by Q3: FY 2020-21 as compared to last year. On the other hand, Non-POL exports,
which contributed significantly to the shrinkage of exports in Q1 of 2020-21, turned positive
and helped in improving export performance in Q3 (Figure 4). Within Non-POL exports,
agriculture & allied products, drugs &pharmaceutical and ores & minerals proved resilient
and recorded expansion. However, key commodities such as organic and inorganic chemicals,
electronic goods, textiles & allied products, engineering products, gems and jewellery pulled
export growth down (Figure 5).
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Figure 4: Relative Contribution in Exports Growth
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Figure 5: Relative Contribution in Non-POL Exports Growth in 2020-21 (April-November)
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3.12 Drug formulations, biologicals have consistently registered positive growth and highest
increase in absolute terms in recent months. This led to rise in its share to 7.1 per cent in April-
November, 2020 from 5.0 per cent in April-November, 2019, making it the second largest
exported commodity among the top 10 export commodities (Figure 6). This shows that India
has the potential to be the ‘pharmacy of the world’ (Box 1). Iron and Steel is another commodity
whose share has increased from 3.0 per cent to 4.4 per cent in the said period. However, the
pandemic-related disruptions led to sharp fall in exports of Motor Vehicles/ Cars as it no longer
figures among the top 10 exported commodities in April-November, 2020.
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Figure 6: Top 10 Export Commodities in April-November 2020 and April-November 2019
[By Share in Per cent]

HPetroleum Products

B Drug Formulations, Biologicals

HEPearl, Precious, Semiprecious
Stones

HIron And Steel

HElectric Machinery And
Equipment

EOrganic Chemicals

HMarine Products

HGold and other precious metal
jewellery

ERMG Cotton incl. Accessories

HEProducts of Iron and Steel

EMotor Vehicle/ Cars

Source: DoC

Box 1: India: Potential to be the “pharmacy of the world”

Indian pharmaceutical industry is third largest in the world, in terms of volume, behind China
and Italy and 14" largest in terms of value. India almost doubled its share in world pharma
exports in a span of ten years from 1.4 per cent in 2010 to 2.6 per cent in 2019. India was at
11" position in terms of share in world pharma exports in 2019 with Germany, Switzerland
and USA occupying the top three positions.

India enjoys a consistent and long run Revealed Comparative Advantage (RCA) in its
pharmaceutical exports since 2009. However, in a cross-country perspective, India’s
revealed comparative advantage (RCA) stands at 12" spot (Figure B1.1). In addition, Indian
pharmaceutical sector has high value of trade specialization coefficient (TSC), closer to one,
consistently from 2014-15. The value of TSC lies between -1 and 1, wherein a higher TSC
value denotes stronger export competitiveness of the country.

Figure B1.1: RCA for Top 15 Pharma Exporters (Sorted on 2019)
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The global pharmaceutical market is set to exceed US$ 1.5 trillion by 2023. Against this
backdrop, the Indian pharmaceutical industry is currently valued at US$ 41 billion and is
expected to grow to US$ 65 billion by 2024 and about US$ 120-130 billion by 2030. A
significant raw material base and availability of a skilled workforce have enabled India to
emerge as an international manufacturing hub for generic medicines. Further, India is the
only country with largest number of US-FDA compliant pharma plants (more than 262
including APIs) outside of USA.

COVID-19 has presented both an opportunity and a challenge for India to emerge as the
‘pharmacy of the world’. During April-October, 2020, India’s pharmaceutical exports
totaling US$ 11.1 billion witnessed an impressive growth of 18.0 per cent, as against US$
9.4 billion during the corresponding period a year ago. This has led to an increase in the
share of pharmaceuticals exports in India’s total exports from 5.1 per cent in April-October,
2019 to 7.3 per cent in April-October, 2020, making it the third largest exported commodity.
The commitment of provision of COVID-19 vaccine to other countries has made India the
epicentre for its manufacturing. According to data available from US-FDA, Indian pharma
companies have garnered nearly 45 per cent of all new abbreviated new drug application
(ANDAs) approvals over the past nine months, which would aid exports growth in the
coming years.

The pandemic, however, exposed the excessive dependence of Indian pharmaceutical industry
on China for sourcing Active Pharmaceutical Ingredients (APIs) and Key Starting Materials
(KSMs). Further, there is a disproportionate dependence of Indian pharma exports on USA
and generics. To get over this challenge, pharmaceuticals drugs have been identified as one of
the ten key sectors for introducing Production Linked Incentive (PLI) Scheme for enhancing
India’s manufacturing capabilities and exports. This is in addition to the already notified
PLI schemes for bulk drugs and medical devices, which aim to provide a boost to domestic
manufacturing for critical KSMs/ Drug Intermediates (DIs), APIs and medical devices. Both
these schemes have received a very encouraging response from the pharmaceutical as well as
the medical device industry. Further, a scheme for promotion of bulk drug parks and medical
devices parks have also been announced.

Indian Pharma needs to rise to the golden opportunity presented by the pandemic and emerge
as the ‘pharmacy of the world’. A well-defined strategy for broad based development of the
industry needs to include the following components:

I.  Broaden base in terms of markets, as well as product categories: Pursuing opportunities
in newer product classes such as biosimilars, gene therapy and specialty drugs and
increasing exports to large and traditionally underpenetrated markets such as Japan,
China, Africa, Indonesia, Russia/CIS countries, Brazil and Latin America, can usher-in
the next leg of growth for Indian pharma industry.

ii. Restructure the current regulatory mechanism and upgrade and build capacities at
various National Institute of Pharmaceutical Education and Research (NIPERs).

iii. Greater R&D Expenditure to move up the value chain from generics to Novel Chemical
Entities (NCEs).
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3.13 Inso far as the top export destinations are concerned, USA continues to be the largest export
market for India in April-November, 2020, while China has occupied the 2" position, moving
up from 3" spot in April-November, 2019. Exports to China in April-November, 2020 constitute
around 7.8 per cent Vis-a-Vis 5.4 per cent in April-November, 2019 (Figure 7). Malaysia is a new
entrant among the top 10 export destinations, as compared to last year, while Nepal no longer
occupies position among the top 10 destinations.

Figure 7: Top 10 Export Destinations in April-November 2020 and April-November 2019
[By Share in Per cent]
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Merchandise Imports

3.14 The total imports during April-December, 2020 amounted to US$ 258.3 billion contracted
by (-) 29.1 per cent, as compared with (-) 7.2 per cent during the same period last year. The sharp
decline in POL imports that constitute about a quarter of total merchandise imports pulled down
the overall import growth (Figure 8). During this period, the value of POL imports plummeted
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by (-) 44.5 per cent to US$ 53.7 billion, contributed by shrinkage in the volume of POL imports
by (-) 16.7 per cent, and drop in the price of crude oil (Indian basket) by (-) 30.2 per cent. While
the total merchandise imports contracted sharply in Q1 of 2020-21 by (-) 52.9 per cent, the pace
of contraction eased in Q2 and Q3 to (-) 23.2 per cent and (-) 8.3 per cent, respectively. This
recovery in imports was contributed by accelerating positive growth in gold and silver imports and
narrowing contraction in non-POL, non-gold & silver imports. Gold & silver imports, constituting
about 7-9 per cent of India’s imports, witnessed a sharp growth of 33.0 per cent in Q3 of 2020-21
to US$ 10.0 billion — primarily due to the simultaneous rise in international gold and silver prices
on account of demand for bullion as safe haven. Fertilizers, vegetable oil, drugs & pharmaceuticals
and computer hardware & peripherals have contributed positively to the growth of non-POL, non-
Gold & Silver imports, while capital goods contributed most to its weakness (Figure 9).

Figure 8: Relative Contribution in Imports Growth
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Figure 9: Relative Contribution in Non-POL and Non-Gold & Silver Imports
in 2020-21 (April-November)

Capital Goods  -10.93
Ores and Minerals
Pearl, Precs, Semiprecs stones
Plastic & Rubber Articles
Organic & Inorganic chemicals
Pulses
Computer hardware, Peripherals
Drugs & Pharmaceutical Products

Vegetable Oil

Fertilizers crude & manufactured

-12.0 -10.0 -8.0 -6.0 -4.0 -2.0 0.0 2.0
Per centage Points

Source: Survey calculations based on data of DoC



External Sector | 101

3.15 Crude Petroleum continues to be the highest imported commodity in April-November,
2020, accounting for 14.3 per cent share vis-a-vis 21.0 per cent in April-November, 2019
(Figurel0). The share of gold imports reduced to 5.6 per cent in April-November, 2020 from
6.3 per cent in corresponding period a year ago, slipping to third position from second earlier.
Computer hardware and peripherals is one of the new additions in the list of top 10 import
commodities in April-November, 2020, accounting for 3.0 per cent of total imports driven by
increased demand due to more people working from home.

Figure 10: Top 10 Import Commodities in April-November 2020 and April-November 2019
[By Share in Per cent]
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3.16 Among the top 10 countries for import origin, China continues to be the largest import
source for India in April-November, 2020, with share of imports rising to 17.7 per cent, up from
14.5 per cent in April-November, 2019 (Figure 11). While Switzerland does not appear to be the
among the top 10 import sources, Germany is the new addition in the list accounting for 3.7 per
cent share of total imports.

Figure 11: Top 10 Import Sources in April-November 2020 and April-November 2019
[By Share in Per cent]
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Box 2: Comparison of Export Performance of India vs. Bangladesh

Bangladesh seems poised to emerge as a dominant exporter as its exports posted an impressive
compound annual growth rate (CAGR) of 8.6 per cent during 2011-2019, higher than 0.9 per
cent for India, and 0.4 per cent for the world. As a result, Bangladesh witnessed its share in
world exports increase from 0.1 per cent in 2011 to 0.3 per cent in 2019.

The top five export commodities, account for more than 90 per cent of total exports of
Bangladesh since 2015. These five commodities mainly pertain to textiles & apparels and
footwear industry, which are highly labour-intensive and employs unskilled and semi-skilled
labour (Figure B2.1). In case of India, on the other hand, export performance is more broad-
based as the top five export commodities jointly contribute around 40 per cent of total exports
(Figure B2.2) and these commodities are capital and technology-intensive.

Figure B2.1: Top five Export commodities (in terms of share) in Bangladesh
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Source: Survey calculation based on Trade Map data.
Note: Due to unavailability of Bangladesh Exports time series, mirror time series is used.

Figure B2.2: Top five Export commodities (in terms of share) in India
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After taking an average for last three years from 2017 to 2019, the top export commodities
in which Bangladesh had largest RCA are shown in Figure B2.3. Four of these commodities
are also among the top five export commodities (in terms of share and value) of Bangladesh.

This underscores that Bangladesh exports those commodities in which it has competitive
advantage.

Figure B2.3: Top Export Commodities having largest RCA and Export Share in Bangladesh
(Average of 2017-2019)
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Source: Survey calculation based on Trade Map data.

However, none of the export commodities in which India has highest RCA is among the
top export commodities (in terms of share and value) (Figure B2.4). India’s top RCA export
commodities are mainly labour-intensive such as cotton, carpets and other textiles, etc.
(second quadrant), while India exports more of capital-intensive products such as transport
equipment, machinery and mechanical appliances (fourth quadrant), etc.

Figure B2.4: Top Export Commodities having largest RCA and Export Share in India
(Average of 2017-2019)
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The above evidence holds lessons for India to build specialization in products in which it
is competitive. This pattern was also examined in Chapter 5, Economic Survey, 2019-20
wherein it was shown that high diversification combined with low specialization implied that
India is spreading its exports thinly over many products and partners.

Invisibles

3.17 Net services receipts amounting to US$ 41.7 billion remained stable in April-September, 2020
as compared with US$ 40.5 billion in corresponding period a year ago, notwithstanding a sharp
contraction in travel receipts owing to the international mobility restrictions imposed at the onset of
the pandemic and falling remittances (Figure 12a). Resilience of the services sector was primarily
driven by software services, which accounted for 49 per cent of total services exports (Figure 12b).

Figure 12a: Net Services Trade
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Figure 12b: Composition of Net Services Exports
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3.18 Net private transfer receipts, mainly representing remittances by Indians employed overseas,
totaling US$ 35.8 billion in H1: FY 2020-21 declined by 6.7 per cent over the corresponding
period of previous year. It is pertinent to note that as per the World Migration Report 2020,
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India has the largest number of migrants living abroad (17.5 million) and was the top recipient
of remittances of US$ 83.3 billion in 2019. However, as per World Bank, remittance flows to
low and middle-income countries (LMICs) are estimated to decline in 2020, by around 7.2
per cent. For India, remittances are projected to fall by about 8.9 per cent to US$ 76 billion
in 2020. Net outgo due to cross border income payments associated with the production and
ownership of financial and other non-produced assets, which had been moving upward since
2011-12, declined in 2019-20. In H1: FY 2020-21, there was a net outflow of primary income
of US$ 16.8 billion as against outflow of US$14.7 billion in corresponding period a year ago.

Current Account of BOP

3.19 India’s current account deficit averaged 2.2 per cent of GDP in the last 10 years. Reversing
this trend, current account balance turned into surplus (0.1 per cent of GDP) in Q4: FY 2019-20
on the back of, among others, a lower trade deficit and a sharp rise in net invisible receipts. This
quarterly surplus was registered after a gap of 13 years after Q4: FY 2006-07. This has been
followed by successive current account surpluses in Q1 and Q2 of FY 2020-21. In H1: FY 2020-
21, steep contraction in merchandise imports and lower outgo for travel services led to a sharper
fall in current payments (by 30.8 per cent) than current receipts (15.1 per cent) — leading to a
current account surplus of US$ 34.7 billion (3.1 per cent of GDP) (Figure 13). Given the trend
in imports of both goods and services, it is expected that India will end with an annual current
account surplus of atleast 2 per cent of GDP — after a period of 17 years.

Figure 13: Composition of Current Account Balance
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Capital/ Financial account of BOP

3.20 Net capital flows was modest in H1: FY 2020-21 at US$ 16.5 billion, as against US$ 40.0
billion in HI: FY 2019-20, mainly accounted for by net repayments of external commercial
borrowings (ECBs) and decline in banking capital. However, there is an increase in net foreign
investment to US$ 31.4 billion in H1: FY 2020-21, vis-a-vis US$ 28.7 billion in corresponding
period a year ago.

3.21 During April-October, 2020, net FDI flows recorded an inflow of US$ 27.5 billion, 14.8 per
cent higher as compared to first seven months of 2019-20, an endorsement of India’s status as a
preferred investment destination amongst the global investors (Figure 14). As far as sector-wise
FDI is concerned, computer software and hardware attracted the highest FDI equity inflows of



106 | Economic Survey 2020-21 Volume 2

USS$ 17.6 billion in April-September, 2020 vis-a-vis US$ 4.0 billion in April-September, 2019.
Singapore continues to be the top investing country, in terms of FDI equity inflows, while US
has taken second position, as against being at 4™ spot during corresponding period a year ago.

Figure 14: Foreign Direct Investment (FDI)
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Note: The net FDI inflows in Oct 2020 were to the tune of US$ 4.6 billion.

3.22 After unprecedented sell-offs in March 2020 reflecting recessionary fears among global
investors at the onset of the pandemic, foreign portfolio investment (FPI) witnessed strong
rebound especially in equity inflows, recording net FPI flows of US$ 28.5 billion during April-
December, 2020 as against US$ 12.3 billion in corresponding period of last year (Figure 15).
Indian equities have been supported by abundant global liquidity, better corporate earnings
in subsequent quarters and better management of COVID-19 re-igniting economic recovery
prospects. The addition of Indian stocks to Morgan Stanley Capital International (MSCI) Global
Standard indices has also helped in attracting foreign capital inflows.

Figure 15: Foreign Portfolio Investment (FPI)
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3.23 Among other forms of capital flows, banking capital recorded a net outflow of US$ 8.9
billion in H1: FY 2020-21, higher than the net outflow of US$ 5.7 billion, in first half of 2019-
20. With repayments exceeding fresh disbursals, net outflows on ECBs increased to US$ 5.7
billion in April-September, 2020. Net inflow on account of non-resident deposits was US$ 4.9
billion, as against US$ 5.0 billion in April-September, 2019.

External Debt

3.24 At end-September 2020, India’s external debt was placed at US$ 556.2 billion recording
a decrease of US$ 2.0 billion (0.4 per cent) over the level, as at end-March 2020. Excluding the
valuation loss, due to the depreciation of the US$ vis-a-vis major currencies, the decrease in
external debt would have been US$ 8.3 billion. ECBs, the largest component of external debt, at
USS$ 207 billion as at end- September 2020, contracted by 5.8 per cent over the level as at end-
March 2020 (Box 3). While the stock of NRI deposits, the second largest component, rose 5.1
per cent to US$ 137.3 billion over the level as at end-March 2020, the (import-financing) trade
credit, the third largest component at US$ 99.4 billion shrank by 2.0 per cent. Government debt
increased to US$ 103.6 billion from US$ 100.9 billion as at end-March 2020.

Box 3: ECBs- Gradual Easing of Policy

The outstanding ECBs as at end-September 2020 at US$ 163.8 billion was lower than US$
164.7 billion, as at end-March 2020. Bulk of the ECBs was in the form of commercial loans
and securitized borrowings (91.2 per cent) (Figure B3.1) predominantly denominated in US$
(77.2 per cent) and accessed mainly by non-financial corporations (74.5 per cent). While
the average maturity of the ECBs was 6 years, cost of ECBs, as measured by the average of
monthly weighted average margin over the reference rate for the loans registered during April-
September 2020, at 1.9 per cent was higher than observed in the recent years (Figure B3.2).
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Figure B3.2: Weighted Average Margin Over Reference Rate
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Literature (Acharya V, et al., 2015; Verma & Prakash, 2011 and Ray et al, 2017) identifies
both country-specific idiosyncratic (push) factors as well as generic and global (pull) factors
as drivers of ECBs in the Indian context. The country-specific factors include domestic real
economic activity, exchange rate, interest rate and inflation, status of domestic corporate
bond market, degree of openness in terms of capital account and the regulatory framework.
Global financial conditions including rates of interest, global growth and inflation are among
the pull factors. Accordingly, the slowdown in the economic activity during H1 of 2020-
21, among others, may have caused ebbing of India Inc's appetite for ECBs. The on-going
COVID-19 pandemic is expected to adversely impact export earnings of external commercial
borrowers. To the extent such earnings are dented, their repayment capacity would potentially
get adversely impacted, thereby creating a source of potential vulnerability going forward.

As a capital scarce growing economy with large investment needs, it has been India’s long-
standing policy to encourage capital inflows to augment domestic savings with a bias towards
flows that are stable, long term and least prone to sudden stoppages and reversals. Accordingly,
the motivation has, inter alia, been to minimize currency risk by mandatory hedging and roll-
over risk by stipulating average minimum maturity while enabling firms to access foreign
borrowing by fixing a dynamic limit as a ratio to GDP coupled with regulating end-use.

This broad paradigm has evolved over the years with a view to promote ease of doing
business. As an integral part of this broader endeavour, a new and simplified ECB policy
was put in place in March 2019 by removing the scope of arbitrage, creating a level playing
field for all eligible borrowers, and widening the base of borrowers and lenders. Further,
development of financial markets in India has been accorded due importance to enable the
external commercial borrowers to hedge their interest and currency risk. More importantly, in
order to address potential system stability risk to other stake holders arising out of individual
corporate-borrower vulnerability, the regulatory prescription for incremental provisioning
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and capital requirements has been in place for banks’ exposures to firms with unhedged
foreign currency liability.

There has been a progressive rationalization and liberalization of the regulations governing the
end-use of ECBs with a view to improve ease of doing business, as documented in the Status
Report on India’s External Debt 2019-20. As per the extant policy effective January 16, 2019,
end-use restrictions relating to ECBs have been relaxed for specific eligible borrowers for
their working capital requirements, general corporate purposes and repayment of rupee loans.
Refinancing is permitted only if the outstanding maturity of the original borrowing (weighted
outstanding maturity in case of multiple borrowings) is not reduced and all-in-cost of fresh
ECB is lower than the all-in-cost (weighted average cost in case of multiple borrowings) of
existing ECB. Further, only highly rated corporates (AAA) and Maharatna/ Navratna public
sector undertakings are permitted to participate in refinancing of existing ECBs.

ICE Benchmark Administration (IBA), which compiles and oversees the LIBOR, intends that
one week and two-month US$ LIBOR settings will cease at end-2021, and that the remaining
USS$ LIBOR panel will cease at end-June 2023 — 18 months later than was planned. Preliminary
estimates suggest that LIBOR-linked ECB/ FCCB exposure in the currencies (USD, GBP, JPY,
CHF and EUR) as at end-September 2020 in equivalent US dollar is estimated at US$ 81.8
billion of which, about US$ 57.5 billion of debt contracts in the form of ECB/ FCCB will
expire beyond end-December 2021. As is the case globally, financial contracts referencing
LIBOR — both loan and derivative contract — which will outlive the cessation will need to be
renegotiated to ensure insertion of appropriate fallback language.
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3.25 External debt as a ratio to GDP rose marginally to 21.6 per cent as at end-September 2020
from 20.6 per cent at end-March 2020 (Table 4). However, the ratio of foreign exchange reserves
to total and short-term debt (original and residual) improved because of the sizable accretion in
reserves.> Share of short-term debt (original maturity) in the total stock of external debt, which is
an important metric to analyze potential debt vulnerability, has also improved. Reflecting lower
current receipts, debt service ratio (principal repayment plus interest payment), however, increased
to 9.7 per cent as at end-September 2020 as compared to 6.5 per cent at end-March 2020.

*Short term debt by residual maturity includes short term debt by original maturity as well as long term debt repayment falling due within
next twelve months.
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Table 4: External Debt Vulnerability Indicators (Per cent, unless indicated otherwise)

Indicator End-March
2013 2018 2019 2020 EEHEdEnldds
R
Total External Debt (US$ billion) 409.4 529.3 543.1 558.2 556.2
External Debt to GDP 224 20.1 198 20.6 21.6

Short term debt (original maturity) to total debt 23.6 19.3 20 19.1 18.5

Short term debt (residual maturity) to total debt 42.1 42.0 434 424 44.6

Concessional debt to total debt 111 9.1 8.7 8.8 9.0
Reserves to total debt 71.3  80.2 76 85.2 97.4
Ratio of Short-term debt to reserves 33.1 241 263 225 19.0
Short term debt (residual maturity) to reserves 59 523 57 495 45.5
Debt Service Ratio 5.9 7.5 6.4 6.5 9.7

Source: RBI and Ministry of Finance
Note: R: Revised; P: Provisional.

Box 4: India’s External Debt: Stock-Taking and the Way Forward

The total external debt of the world, at US$ 89 trillion as at end-June 2020, grew at lower
rate of 1.0 per cent over the level as at-end March 2020 than that (2.2 per cent) registered a
quarter ago.> The US is the most heavily indebted country in the world with 23.9 per cent of
the total external debt stock. India is placed at 23" position globally with an estimated stock
at US$ 554.4 billion as at end-June 2020. Analysis of maturity profile of India’s external
debt as at end-June 2020 among the Special Data Dissemination Standards (SDDS) reporting
countries underscores that India’s share of short-term debt, at 18.9 per cent, is not only
lower than the median share of 24.2 per cent, but also smaller than that of any top 20 debtor
countries. Further, among the SDDS and General Data Dissemination Standards (GDDS)
countries, India’s share of government sector in gross external debt as at end-June 2020 at 18
per cent is modest and lower than the median share of at 29.7 per cent.

The theoretical literature suggests a kind of “Laffer Curve” relationship between foreign debt
and growth: foreign debt has a positive impact on investment and growth up to a certain threshold
level; beyond this level, however, its impact turns adverse. Reflecting an element of uncertainty
in this non-linear relationship, a range of values for the optimal or growth maximizing level of
debt is identified. Cohen (1997) finds that for African and Latin American countries, external
debt to GDP of 50 per cent and debt to exports of 200 per cent could be the inflexion point for
the non-linearity to kick in. Pattillo, et al (2002, 2011) based on developing and middle-income
countries, argue that the average impact of foreign debt becomes negative at about 160-170 per
cent of exports or 35-40 per cent of GDP. Benedict et al (2003), on the other hand, find that for
low-income countries a threshold level of around 30-37 per cent of GDP, or around 115-120
per cent of exports is optimal. Another stream of literature highlights that countries with good
policies and strong institutions tend to have higher thresholds and countries with bad and poor
policies and weak institutions have lower thresholds (Cordella et at, 2010). The most well-known

3Including countries reporting under Special Data Dissemination Standards (SDDS) and General Data Dissemination Standards (GDDS).
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channel flagged in the literature through which the external debt impacts growth adversely is
the so-called Debt Overhang: in the likelihood of future debt being larger than the countries
repayment ability, then, expected debt service will be increasingly pre-empting the country’s
output levels, leading to returns on investments becoming poor and thereby discouraging the
new domestic and foreign investments and also eroding the quality of investments.

The India’s external debt to GDP ratio has been well below the optimal zone over the years
as it came down from 38.7 per cent as at end-March 1992 to as low as 17.1 per cent as at
end-March 2006 (Figure B4.1).* It remained range-bound around 23 per cent during early
2010s. It is estimated at 20.6 per cent as at end-March 2020. Barring China, leading emerging
market economies have higher ratio than India’s.

India’s external debt to exports ratio dropped secularly downwards since the crisis year 1992,
though it has climbed up in the recent years and is now hovering in the close vicinity of
the optimal zone (Figure B4.2). It needs to be remembered that the optimal zone indicates
growth maximising compatible with the long-run framework of steady state.

Figure B4.1: Ratio of External Debt to GDP in India and Select Developing Countries*:
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Figure B4.2:Ratio of External Debt to Exports in India and Select Developing Countries:
Optimal Range® vs. Actual
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“The optimal zone considered in this context is from Pattillo, et al, 2002 and 2011as it relates to developing countries
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Overall BOP

3.26 India, being a developing and emerging market economy, typically runs a deficit on the
current account to supplement domestic savings with foreign savings to fund higher investment.
The current account deficit is usually financed by a capital account surplus. However, since Q4:
FY 2019-20, India has been experiencing a current account surplus along with robust capital
inflows leading to a BoP surplus (Figure 16).

Figure 16: Trends in India's BoP
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Details available at Annexure.

Indian Rupee (X) Exchange Rate

3.27 Indian ¥ depreciated by 1.4 per cent (y-o0-y basis) vis-a-vis US$ in 2019-20. The %
appreciated by 1.9 per cent against US$ between end-October 2019 and end-March 2020.
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The appreciation of the %, however, was modest as compared with its emerging market
peers, such as Malaysian ringgit, Thai baht, Philippine peso, Chinese yuan, South African
rand, Mexican peso, Indonesian rupiah. Although % appreciated against USS$, it depreciated
against other major currencies between end-October, 2019 and end-March, 2020. It
depreciated by 4.5 per cent, 3.4 per cent and 1.7 per cent against euro, pound sterling, and
yen, respectively.

3.28 After depreciating to its lowest level of I76.86 on April 16, 2020, the I subsequently
appreciated owing to FPI flows to the domestic equity market and the weakening of the
USS. In terms of 6-currency nominal effective exchange rate (NEER) (trade-based weights),
T depreciated by 4.1 per cent in December 2020 over March 2020, and it appreciated by 2.9
per cent in terms of real effective exchange rate (REER). In terms of 36-currency NEER (trade-
based weights), I depreciated by 2.9 per cent in December 2020 over March 2020; however, it
appreciated by 2.2 per cent in terms of REER (Figure 17).

Figure 17: Index of 6-Currency and 36-Currency NEER and REER (Trade Based Weight)
(Base Year: 2004-05= 100)
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3.29 RBI’s policy on the exchange rate of the rupee has been to allow it to be determined by
market forces, with interventions only to maintain orderly market conditions by containing
excessive volatility in the exchange rate, without reference to any pre-determined target level or
band. In the months following the outbreak of the pandemic, India experienced unprecedented
FPI outflows of US$ 15.92 billion in March 2020, after recording cumulative inflows of US$
1.42 billion in January 2020 and February 2020, with high volatility in the INR. RBI deployed
several conventional and unconventional tools in order to ensure financial stability and orderly
conditions in financial markets and has been largely successful in controlling the volatility
in the ¥ (Figure 18). Large stimulus by central banks in advanced economies has resulted in
heightened capital flows into emerging markets such as India, causing asset price inflation as
well as stronger local currencies. Judicious interventions in forex markets were, therefore,
required to prevent a large one-sided appreciation in the rupee — as has been done by RBI
(Figure 18).
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Figure 18: Impact of RBI’s intervention in Forex market
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Foreign Exchange Reserves

3.30 While improved current account balance has been a key factor for reserve accretion in H1 of
2020-21, robust capital flows, particularly FDI and FPI, in subsequent months largely drove foreign
exchange reserves to an all-time high of US$ 586.1 billion as on January 8, 2021, covering about
18 months of imports (Figure 19). As at end-September 2020, India is the fifth largest foreign exchange
reserves holder among all countries of the world after China, Japan, Switzerland and Russia. India’s
international financial liabilities are 210.7 per cent of foreign exchange reserves as at end-September
2020 as compared with 229.7 per cent as at end-March 2020.

Figure 19: Sources of Foreign Exchange Reserves and Import Cover
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Note: (i) The forex reserves indicated above are as at end date of the quarter.

(ii) The reserve cover of imports for Q3 2020-21 is provisional and based on annualised imports of Q2 of 2020-21. It will
change once quarterly BoP is released.

3.31 This forex reserve accretion entailed a concomitant release of domestic liquidity and aided
the large-scale government borrowing without entailing any implications for monetary policy as
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long as inflation was benign. However, with the headline inflation ruling above the policy band
of 4+/-2 per cent, RBI has to confront the classic conundrum of Mundell-Fleming trilemma or
impossible trinity — maintain an open capital account, stable exchange rate, and still conduct
independent monetary policy. Faced with a large BoP surplus, the RBI is faced with two options:
absorb the surplus and accumulate more forex reserves or let the % appreciate. With inflation
largely attributed to supply-side disruptions and expected to stabilize, RBI chose to intervene in
the forex market, accumulate reserves, prevented one-sided appreciation of ¥ and supplemented
expansionary monetary policy. However, the sustenance of high level of headline inflation has
led to the requirement of RBI to maintain a fine balance between tightening of monetary policy
to control inflation on the one hand and stimulate growth on the other hand.

3.32 The rise in the foreign exchange reserves of the RBI has largely been due to the current
account surplus which, in turn, is largely due to contraction in imports rather than increase in
competitiveness of exports. The current account balance, in economic terms, is synonymous
with the Savings-Investment balance. A current account surplus implies a higher level of national
savings relative to investment. A rise in foreign exchange reserves also represents investments
in bonds/ securities of other countries — in effect investing abroad. A developing country like
India, needs to spend on domestic investments to spur its growth. The surplus, therefore, gives
adequate space for increased expenditure on investments in FY 2021-22.

3.33 The sustainable way for a healthy external sector balance is by enhancing the earnings
through exports — which also give a boost to economic growth. Trade facilitation is, therefore,
a priority of the Government for cutting down the transaction costs and time, thereby rendering
Indian exports more competitive.

INITIATIVES TAKEN BY GOVERNMENT TO BOOST EXPORTS

3.34 India acknowledges that in today’s interconnected global economy, efforts to streamline,
speed up and coordinate trade procedures will drive expansion of trade and help integrate
itself with an increasingly globalized production system. Foreign Trade Policy, 2015-2020 was
extended for one year i.e., up to 31 March, 2021 to lend continuity to the existing schemes.

Trade Facilitation

3.35 With an aim to reduce trade barriers caused by inefficient and overly burdensome
regulatory administrative procedures, the Trade Facilitation Agreement (TFA), negotiated
at WTO, came into force on 22" February 2017. A National Committee on Trade Facilitation
(NCTF) was, accordingly, constituted in India in August 2016 with the Cabinet Secretary
as the Chair. A National Trade Facilitation Action Plan (NTFAP) for 2017-2020 containing
specific activities to further ease out the bottlenecks to trade was prepared. For the period
2020 to 2023, a new NTFAP is under preparation, to take additional reforms to bolster
trade facilitation efforts and transform the cross-border clearance eco-system through
efficient, transparent, risk based, coordinated, digital, seamless and technology driven
procedures.

3.36 India has been making proactive strides in TFA implementation under the guidance
of NCTF. Many of the commitments, which are otherwise due by 2022, have already been
notified to WTO as implemented viz. Establishment of a Single Window (Article 10.4), Risk
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Management for clearance of goods (Article 7.4), etc. Further, the transparency notifications
covering information on import and export procedures, enquiry points, single windows etc.,
have also been notified in April, 2019, reflecting India’s commitment towards facilitation of
trade with an emphasis to transparency and openness. Further various regulatory relaxation
measures were extended for facilitating trade during COVID-19, which include 24 X7 clearance,
dedicated single window, condonation of delay in filing import declarations, waiver of late
filing fees, undertakings instead of bond, etc. India has been at the forefront in undertaking
initiatives aimed at maximizing predictability and automation in trade, reflecting in the consistent
improvement on the United Nation’s Global Survey on Digital and Sustainable Trade.

Remission of Duties and Taxes on Exported Products (RoDTEP)

3.37 India's various export promotion schemes including Merchandise Exports from India Scheme
(MEIS), were challenged by the United States in WTO in early 2018. The final report of the WTO
panel observed that MEIS is a "prohibited subsidy" and needs to be withdrawn, against which an
appeal has been filed by India. In order to continue supporting the industry and to eliminate any
uncertainty amongst the exporting community, Government has rolled out a new WTO compliant
scheme, namely Remission of Duties and Taxes on Exported Products (RoDTEP), for all export
goods with effect from 1% January, 2021.

3.38 Under this Scheme, duties and taxes levied at the Central, State and local levels, such
as electricity duties and VAT on fuel used for transportation, which are not getting exempted
or refunded under any other existing mechanism will be refunded to exporters in their ledger
account with Customs. The credits can be used to pay basic customs duty on imported goods or
transferred to other importers — facilitating ease of transactions for exports. The RoDTEP rates
would be notified by the Department of Commerce.

Production-Linked Incentive (PLI) Scheme

3.39 In order to boost domestic manufacturing and exports, the Production-Linked Incentive
(PLI) scheme with an outlay of 1.46 lakh crore has been introduced. This Scheme aims to give
incentive to companies on incremental sales from products manufactured in domestic units. The
ten-identified champion sectors under PLI scheme are advanced chemistry cell (ACC) battery
(approved financial outlay over a five year period of %18,100 crore), electronic/technology
products (5,000 crore), automobile and auto component (57,042 crore), pharmaceuticals drugs
(15,000 crore), telecom and networking products (12,195 crore), textile products (Z10,683
crore), food products (210,900 crore), high efficiency solar photovoltaic modules (4,500 crore),
white goods (ACs and LEDs) (6,238 crore) and specialty steel (26,322 crore). These are in
addition to the already notified PLI schemes for mobile manufacturing and specified electronic
components (40,951 crore), critical Key Starting materials/ Drug Intermediaries and Active
Pharmaceutical Ingredients (26,940 crore) and manufacturing of medical devices (37420 crore).

3.40 The scheme is expected to make Indian manufacturers in these ten sectors globally
competitive, attract investment in the areas of core competency and cutting-edge technologys;
ensure efficiencies; create economies of scale; establish backward linkages with MSMEs;
enhance exports and make India an integral part of the global supply chain. It also incentivizes
global, capital-rich companies to set up capacities in India. Growth in production and
exports of industrial goods will greatly expose the Indian industry to foreign competition
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and ideas, which will help in improving its capabilities to innovate further. Promotion of the
manufacturing sector and creation of a conducive manufacturing ecosystem will not only
enable integration with the global supply chains but also establish backward linkages with the
MSME sector in the country. This will lead to overall growth in the economy and create huge
employment opportunities.

Trade Related Logistics

3.41 The COVID-19 pandemic has underscored the need for a resilient logistics sector that can
respond to emergencies and supply chain disruptions. Despite the sector being plagued by some
structural issues such as highly fragmented ownership; few large players; lack of consolidation
in operations; sub-optimal modal share with freight movement highly skewed towards road
sector; lack of an integrated approach by user sectors (multiple line ministries and agencies);
absence of consistent policies and regulations; etc., India has made remarkable progress in
logistics sector.

3.42 India’s rank has improved significantly in trading across borders parameter of ‘Ease of
Doing Business’ index from 146 in 2018 to 68 in 2020. The parameter assesses the time and
cost associated with the logistical process of exporting and importing goods. The Logistics
Performance Index (LPI), released by the World Bank, assesses relative logistics efficiency of
countries. On this index, India was ranked 44 out of 160 countries in 2018 vis-a-vis rank of
54 in 2014. India is among nine countries having area above ten-lakh square kilometer out of
24 countries analyzed by LPI in 2018, with a score above three. India performs above average
after controlling for the level of development and better than some of its BRICS peers (Figure
20).

Figure 20: LPI scores controlling for level of development

45

40 Chi ?“
—~ Ina
% 35 . Y (J L/ ()
o .Brazn
L 30
3 [ ]
2 25
4 o

20 e® o @, °

15

6.0 7.0 8.0 9.0 10.0 11.0 12.0
Log Per Capita Income (PPP) (2018)

Source: Based on World Bank dataset

3.43 The National Logistics Policy is in an advanced stage of roll-out with a vision to develop
a modern, efficient and resilient logistics services sector that builds on dynamic processes,
technology and professional manpower to seamlessly integrate multiple modes of transportation
and inventory management to provide more reliable, cost effective, greener, safer and equitable
logistics solutions.
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3.44 Some processrelated reforms which have contributed towards improving logistics efficiency
are reduction in waiting time for inter-state border crossing due to GST, revision in axle load
norms for heavy vehicles leading to better carrying capacity, introduction of paperless EXIM
trade process through E-Sanchit, faceless assessment by ‘Turant Customs’ by Central Board
of Indirect Taxes and Customs (CBIC), installation of scanners at major ports, implementation
of Port Community System 1X at all important ports, Radio Frequency Identification (RFID)
tagging of all EXIM containers for track and trace, mandatory electronic toll collection system
(FASTag) for reducing time loss at time toll plaza, etc.

3.45 Some Infrastructure Initiatives which are at various stages of implementation are:

a. Bharatmala Pariyojana is a new umbrella program for the highways sector that
envisages building more than 80,000 Km of roads, highways, greenfield expressways,
bridges with an investment of around US$ 107 billion.

b. Sagarmala aims at Port Modernization & New Port Development, Port Connectivity
Enhancement, Port-linked Industrialization, Coastal Community Development
and giving impetus to Coastal Shipping. 508 projects have been identified and 111
waterways have been declared National waterways, for which the work is ongoing in
phases.

C. Multi-Modal Logistics Parks shall act as hubs for freight movement enabling freight
aggregation, distribution and multi-modal transportation. They would provide modern
mechanized warehousing space and value-added services such as customs clearance
with bonded storage yards, warehousing management services, etc.

d. Dedicated Freight Corridors (DFCs) aims at reduction in unit cost of transportation
with higher speed of freight trains and better turnaround of wagons. Around 70 per cent
of freight is expected to shift to DFC, freeing up capacity on Indian Railways.

e. Trade Infrastructure for Export Scheme (TIES) aims to assist creation of appropriate
infrastructure for growth of exports from the States.

3.46 Some Digital/Technological Initiatives that are under development are:

a. Logistics Planning and Performance Monitoring Tool (LPPT) shall allow real-time
monitoring of operational performance and asset utilization of various logistics
infrastructure such as ports, airports, various corridors comprising national and state
highways, Inland Container Depots (ICDs), etc.

b. India Logistics Platform (iLOG) - Several IT-based solutions have been deployed by
government over the years such as Indian Customs EDI Gateway (ICEGATE) and Single
Window Interface for Trade (SWIFT) developed for trade facilitation; Port Community
System (PCS) for cargo handling at seaports; Freight Operations Information System
(FOIS) by Indian Railways and VAHAN (National Vehicle Registration System) by
Ministry of Road Transport and Highways. However, each system owner has adopted
a different approach, leaving critical gaps that require manual or offline processing
at various stages. Therefore, a comprehensive platform iLOG is being developed for
integrating all logistics related digital portals.
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c. The component systems that would be developed simultaneously and later latched
on to iILOG through open APIs are secured logistics document exchange (Aadhaar
and Blockchain-based security protocols); truck visibility & positioning platform
(integrated with e-way bill and Vahan); National e-registry of warehousing; digital
trucking; logistics account number (LAN); digital Green corridor; digital port
decongestion and container tracking & management system.

3.47 1t is estimated that logistics sector employs 12 million workforce, involved mainly in
land transportation, warehousing (storage and packaging), supply chain and courier and express
services. In order to impart right set of skills to them, a curriculum on logistics and supply
chain is being developed for classes 9 and 10 at the school level. Courses will be introduced
in Industrial Training Institutes (ITIs) and polytechnics under Pradhan Mantri Kaushal Vikas
Yojana (PMKVY), Deen Dayal Upadhyay Grameen Kaushalya Yojana (DDU-GKY) and state
skill missions.

INDIA’S ENGAGEMENT WITH WTO

3.48 India is one of the founding members of WTO, which has played an important
part in the effective formulation of major trade policies. Increasing protectionism,
inadequate members in the Appellate Tribunal for dispute resolution, increasing number
of Regional Trade Agreements (RTAs) and Free Trade Agreements (FTAs) etc. have
resulted in member countries questioning the efficacy of WTO as an institution meant
to ensure free trade and promote multilateralism. In the ongoing discussions on WTO
reforms, India's proposal seeks to re-affirm the importance of development and promote
inclusive growth. The broad elements of India's proposal include: (i) Preserving the core
values of the Multilateral Trading System; (ii) Resolving the impasse in the Dispute
Settlement System; (iii) Safeguarding development concerns; and (iv) Transparency
and Notifications.

3.49 During the WTO TRIPS Council meeting, held on 15-16 October, 2020, India and South
Africa jointly proposed “Waiver from Certain Provisions of the TRIPS Agreement for the
Prevention, Containment and Treatment of COVID-19” for a limited time period, with a view to
ensure that the intellectual property rights do not become a barrier in the timely and affordable
access to medical products, including vaccines and therapeutics, and enable nations to deal
effectively with the public health emergency arising out of COVID-19 pandemic. The proposal
has received broad-based support from many WTO members, civil society and international
organizations.

3.50 The WTO’s Appellate Body (AB) is a permanent body intended by the Dispute
Settlement Understanding (DSU) to resolve appeals on issues of law. It is ordinarily
composed of seven members having a four-year term, with the possibility of one
reappointment. Since July 2017, the United States has been stalling AB appointments
on the pretext that it has not been functioning in accordance with the DSU norms —
precipitating the ‘Appellate Body crisis’. With fewer than three members to hear any
appeal since 10" December, 2019, the AB is not able to function as mandated under the
DSU. In the wake of this crisis, around 23 WTO members have created a Multiparty Interim
Arbitration (MPIA) mechanism that closely replicates the substantive and procedural
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aspects of appellate review under the AB. EU, China, Brazil, Australia, New Zealand are
some of the key members of MPIA. India has not joined MPIA yet. India supports the
restoration and preservation of the normal functioning of the two-stage binding WTO
dispute settlement mechanism.

3.51 In agriculture, India along with many other developing countries, have been demanding
a permanent solution on the issue of public stockholding for food security purposes. This has
become even more relevant in the wake of the ongoing pandemic, as the government had to step
up disbursement of food grains under the public distribution programmes for ensuring food security
of the masses. India has also been raising the issue of imbalances and asymmetries in the existing
Agreement on Agriculture (AoA) and their implications for developing countries. As per the Buenos
Aires Ministerial Decision (MC11) of December, 2017, WTO Members agreed to continue to engage
constructively to frame disciplines on fisheries subsidies by the next Ministerial Conference (MC-
12) in 2020. The negotiations are ongoing and are being conducted in the form of monthly cluster
meetings under Negotiating Group on Rules (NGR) in the WTO.

3.52 WTO members agreed not to impose customs duties on electronic transmissions in 1998
and since then, the moratorium has been extended periodically at the ministerial meetings. India
and South Africa made a joint submission under the Work Program on E-Commerce titled,
‘The E-Commerce Moratorium: Scope and its Impact’ in March, 2020, which, inter alia, argues
that reconsideration of the moratorium is important for developing countries to preserve policy
space for their digital advancement. In response to the failure to obtain a multilateral mandate
for rule-making in e-commerce, in January, 2019, a Joint Statement on e-commerce was issued
on behalf of seventy-six WTO members supporting rule-making on e-commerce. India has not
joined the said plurilateral initiative. India believes that developing countries need to focus on
improving domestic physical and digital infrastructure, creating supportive policy and regulatory
frameworks and developing digital capabilities to bridge the digital divide and enable shared
benefits of digitalization.

3.53 India conducts anti-dumping, anti-subsidyand safeguard investigations on the basis of
applications filed by the domestic industry with prima facie evidence of dumping/ subsidization
of goods, injury to the domestic industry and causal link between dumping/ subsidization and
injury to the domestic industry. Directorate General of Trade Remedies (DGTR) has introduced
an online portal — ARTIS (Application for Remedies in Trade for Indian industry and other
Stakeholders) — to submit online petitions for different trade remedies like anti-dumping duty,
safeguard duty and countervailing duty. During the period from 01.04.2020 to 30.10.2020,
DGTR initiated 43 anti-dumping investigations, 4 countervailing duty investigations and 1
safeguard investigation.

WAY FORWARD

3.54 The COVID-19 pandemic impacted external sector differently for different countries.
While countries witnessed contraction in exports and imports, AEs suffered larger contraction
and EMDEs, less, especially the East-Asian economies. In India, calibrated easing of lockdown
restrictions narrowed contraction in both exports and imports with imports posting faster
recovery leading to progressive expansion of merchandise trade deficit over the quarters of the
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current year. Improving trends in India’s merchandise trade have been supplemented by equity
capital inflows, robust FDI inflows and sustained build-up of foreign exchange reserves. The
comfortable foreign exchange reserves give the much-needed space for enhanced domestic
investments. The disruption of global manufacturing value chains due to the COVID-19
pandemic presents a tremendous opportunity for India to become one of the key nodes in the
chain. Various export initiatives, as documented above — including those aimed at promoting
ease of exporting — have been undertaken by the government and RBI and implementation
of these initiatives would pave the way for the sustainable export performance in India going
forward.

CHAPTER AT AGLANCE

>

COVID-19 pandemic has led to a sharp decline in global trade, lower commodity prices
and tighter external financing conditions with varying implications for current account
balances and currencies of different countries.

Trade balance with China and the US improved as imports slowed.

While exports of gems and jewellery, engineering goods, textile and allied products slide,
exports of drugs and pharma, software and agriculture and allied products improved.
Pharma exports, in particular, hold the potential to be the pharmacy of the world.

Overall, India is expected to witness current account surplus during the current financial
year after a gap of 17 years

The foreign exchange reserves rose to an all-time high of US$ 586.1 billion as on January
8,2021.

Balance on the capital account, was buttressed by robust FDI and FPI inflows,

RBI’s interventions in the forex markets ensured financial stability and orderly conditions
and have been largely successful in controlling the volatility and one-sided appreciation
of the rupee.

Various initiatives undertaken to promote exports, including Production Linked Incentive
(PLI) Scheme, Remission of Duties and Taxes on Exported Products (RoDTEP),
improvement in logistics infrastructure and digital initiatives would go a long way in
strengthening external sector in general and exports in particular.
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Annexure
Annex I: Balance of Payments

2018-19 2019-20 2020-21(P)

Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

1 %igig?;‘%‘:;g"g;fib) 8.1 814 80.6 860 809 783 79.1 751 514 742
la  POL exports 118 118 130 99 111 101 109 91 49 73
1b  Non-POL exports 70.2 69.6 67.6 76.1 69.8 681 682 659 465 66.9
,  Merchandise Imports 128.7 1329 130.7 121.8 130.1 1180 1161 110.5 613 90.6

(Custom basis) (2a+2b)

2a  POL imports 348 353 384 324 354 298 315 338 132 188
2b  Non-POL imports (2b()+2b(ii)) 93.9 97.7 923 89.3 947 881 846 767 481 718
2b(i) Gold & Silver imports 97 98 83 88 125 53 75 56 13 62
2b(ii) f\rlr?;oftSL Non-Gold & Silver g » 479 840 805 822 828 770 711 468 655

3 Merchandise Trade  Balance oo 15 501 358 492 397 370 -354 -9.8 -164
(Custom basis) (1-2)

Merchandise Trade  Balance

-45.8 -50.0 -49.3 -352 -46.2 -38.1 -346 -35.0 -10.8 -14.8

4 (BoP basis)

5  Invisibles (net) (6+7+8) 299 310 315 306 318 31.8 332 356 300 303
6 Services (net) 187 203 21.7 213 20.0 204 219 220 205 212
7 Transfers (net) 170 193 174 162 18.0 200 18.7 184 17.0 184
8 Income (net) -58 86 -76 -69 -61 -86 -74 -48 -75 -93
9 Current Account (net) (4+5) -158 -19.1 -17.8 -46 -143 -63 -14 0.6 192 155
10 (Flolri‘g; Investment (net) 4 4 ;6 55 159 187 99 178 -18 -02 3L6
11 Foreign Direct Investment (net) 96 74 73 6.4 139 74 10.0 120 -0.8 24.6
12 FPI (net) 81 02 -21 9.4 4.8 2.5 81 -13.7 0.6 7.0
13 External Assistance (net) 05 00 17 13 15 04 13 06 41 19
14 g"g;“(";‘;‘:)“ Borrowings MT 13 55 20 75 64 34 32 103 -14 -43
15 Banking Capital (net) 10.1 0.5 49 -81 -39 -18 -23 -46 22 -11.2
16 Rupee Debt Service (net) 0.0 00 00 00 -0.1 0.0 0.0 0.0 -0.1 0.0
17 Short term credits (net) -35 48 -07 15 20 -06 -14 -1.0 -02 -1.8
18  Other Capital (net) 24 15 07 12 32 08 37 138 -35 -0.7

Capital Account net

19 (10p+13+14+15+16+17+18)( ) 48 166 138 192 279 121 224 174 1.0 154
20 Errors and Omissions (net) -03 06 -03 -04 04 -07 0.7 09 -04 0.6

21 Overall Balance (net)(9+19+20) -11.3 -1.9 -43 142 14.0 51 21.6 188 198 31.6

Foreign Exchange Reserves

22
(Increase - / Decrease +) (net)

113 19 43 -142 -140 -51 -21.6 -18.8 -19.8 -31.6

Source: RBI and DGCI&S
Note: P: Provisional.



Monetary Management and 04
Financial Intermediation CHAPTER

Given the unprecedented shock of COVID-19 pandemic, monetary policy was significantly
eased from March 2020 onwards. The repo rate has been cut by 115 bps since March 2020,
with 75 bps cut in first Monetary Policy Committee (MPC) meeting in March 2020 and 40
bps cut in second meeting in May 2020. The policy rates were kept unchanged in further
meetings, but the liquidity support was significantly enhanced. Systemic liquidity in 2020-
21 remained in surplus so far. RBI undertook various conventional and unconventional
measures like Open Market Operations, Long Term Repo Operations, Targeted Long Term
Repo Operations etc. to manage liquidity situation in the economy. The financial flows to the
real economy however remained constrained on account of subdued credit growth by both
banks and Non-Banking Financial Corporations. The higher reserve money growth did not
fully translate into commensurate money supply growth due to the lower (adjusted) money
multiplier reflecting large deposits by banks with RBI under reverse repo. Credit growth of
banks slowed down to 6.7 per cent as on January 1,2021. The credit offtake from banking
sector witnessed a broad based slowdown in 2020-21. Gross Non Performing Assets ratio
of Scheduled Commercial Banks decreased from 8.21 per cent at the end of March 2020 to
7.49 per cent at the end of September 2020. However, this has to be seen in conjunction with
the asset classification relief provided to borrowers on account of the pandemic. Capital to
risk-weighted asset ratio of Scheduled Commercial Banks increased from 14.7 per cent to
15.8 per cent between March 2020 and September 2020 with improvement in both Public
and Private sector banks. This year saw improvement in transmission of policy repo rates
to deposit and lending rates, as reflected in the decline of 94 bps and 67 bps in Weighted
Average Lending Rate on fresh rupee loans and outstanding rupee loans respectively from
March 2020 to November 2020. Similarly, the Weighted Average Domestic Term Deposit
Rate declined by 81 bps during the same period. Nifty50 and S&P BSE Sensex reached
record high closing of 14,644.7 and 49,792.12 on January 20,2021 respectively during
2020-21. The recovery rate for the Scheduled Commercial Banks through IBC (since
its inception) has been over 45 per cent. In view of COVID-19 pandemic, initiation of
Corporate Insolvency Resolution Process (CIRP) was suspended for any default arising
on or after March 25, 2020 for a period of 6 months. This was further extended twice for
3 months on September 24, 2020 and December 22, 2020. The suspension along with
continued clearance has allowed a small decline in accumulated cases.

MONETARY DEVELOPMENTS DURING 2020-21

4.1

The Monetary Policy Committee (MPC) of the Reserve Bank met five times since March

2020. In view of the COVID-19 pandemic, the MPC advanced its first two meetings of 2020-21
from first week of April to end March and from first week of June to May, 20-22. The August
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and the December 2020 meetings were held as per schedule, while the October meeting was
postponed by a week as new external members were onboarded to the MPC. Since March
27, 2020, the policy repo rate has been reduced by 115 basis points (bps) from 5.15 per cent
to 4.0 per cent so far (Table 1). The monetary policy responses during the year 2020-21 were
necessitated by the extraordinary situation prevailing due to COVID-19.

Table 1: Revision in Policy Rates

Effective Date | Repo Rate Reverse Cash Reserve Statutory Bank Rate/

(per cent) Repo Rate | Ratio (percent | Liquidity Ratio MSF Rate
(per cent) of NDTL) (per cent of (per cent)
NDTL)

06-02-2020 5.15 4.9 4.0 18.25 5.4

27-03-2020 4.4 4.0 4.0 18.25 4.65

28-03-2020 4.4 4.0 3.0 18.25 4.65

17-04-2020 4.4 3.75 3.0 18.0 4.65

22-05-2020 4.0 3.35 3.0 18.0 4.25

Source: RBI

Note: NDTL: Net demand and time liabilities

4.2 In its first bi-monthly monetary policy statement of March 27, 2020, the MPC decided to
reduce the policy repo rate by 75 bps from 5.15 per cent to 4.40 per cent. Alongside, the reverse
repo rate was reduced by 90 bps to 4.0 per cent, thus creating an asymmetrical corridor to make
it unattractive for banks to passively deposit funds with the Reserve Bank and nudge them
to use these funds for on-lending to productive sectors of the economy. The MPC decided to
continue with the accommodative stance as long as it is necessary to revive growth and mitigate
the impact of COVID-19 on the economy. In the second meeting in May 2020, MPC reduced
the policy repo rate by 40 bps to 4.0 per cent based on the assessment that the macroeconomic
impact of the pandemic was turning out to be more severe than initially anticipated.

4.3 MPC decided to keep the policy rate unchanged in its August, October and December 2020
meetings. While the inflation hovered above the tolerance zone for a few months, the committee
was of the view that the underlying factors keeping inflation elevated were essentially supply
shocks that should dissipate over time as the economy unlocks, supply chains restore and activity
normalises. RBI in its latest MPC meeting revised upwards the projected the GDP growth from
(-) 9.5 per cent to (-) 7.5 per cent in 2020-21.

4.4 During 2020-21, the growth of monetary aggregates witnessed higher growth as compared
to previous few years on account of higher liquidity in the economy. In 2020-21 so far, Reserve
money (MO) recorded a Year on Year (YoY) growth of 15.2 per cent as on January 15, 2021
as compared to 11.4 per cent a year ago. However, M0 adjusted for the first-round impact of
changes in the CRR recorded an even higher growth (YoY) of 19.2 per cent as compared to
11.0 per cent a year ago (Figure 1). Expansion in MO during 2020-21 was driven by currency
in circulation (CIC) from the component side, which witnessed a surge in the post-COVID-19
pandemic period. The growth (YoY) in CIC was 21.9 per cent as on January 15, 2021, as
compared to 11.6 per cent in the corresponding period of previous year (Table 2). .
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Table 2: Growth (YoY) in Monetary Aggregates (per cent)

Currency in Circulation 149 | -19.7 37.0 16.8 14.5 21.9%
Cash with Banks 6.6 4.2 -2.1 21.4 154 6.6
Currency with the Public 15.2 -20.8 39.2 16.6 14.5 22.7
Bankers’ Deposits with the RBI 7.8 8.4 3.9 6.4 -9.6 -11.9°
Demand Deposits 11.0 18.4 6.2 9.6 6.8 17.1
Time Deposits 9.2 10.2 5.8 9.6 8.1 10.1
Reserve Money (MO) 131 | -12.9 27.3 14.5 9.4 15.2¢
Narrow Money (M1) 13.5 -39 21.8 13.6 11.2 20.5
Broad Money (M3) 10.1 6.9 9.2 10.5 8.9 12.5
Source: RBI

Note: *: as on January 01,2021. ~: March 31, 2017 over April 1, 2016 barring Reserve Money (MO0), Currency in
Circulation and Bankers’ Deposits with the RBI. *as on January 15, 2021

Figure 1: M0, CRR Adjusted M0 and CIC Growth (YoY)

per cent

Source: RBI

4.5 Among the sources of MO — comprising of net domestic assets (NDA) [net Reserve Bank
credit to the government, banks and commercial sector] and net foreign assets (NFA) - the
main driver for increase in MO during 2020-21 was NFA, attributable to the Reserve Bank’s
net purchases from Authorised Dealers (ADs). Net Reserve Bank credit to the government has
been lower during 2020-21 so far vis-a-vis the corresponding period of the previous year due
to higher cash balances of the central government with the RBI. Among other constituents of
NDA, net Reserve Bank claims on banks and the commercial sector (mainly Primary Dealers
(PDs)) largely remained in the negative territory, reflecting surplus liquidity in the system (more
details on this is provided in following section).

4.6 In 2020-21 so far (as on January 1, 2021), the YoY growth of Broad Money (M3) stood at
12.5 per cent, as compared to 10.1 per cent in the corresponding period a year ago (Figure 2).
The significant rise in reserve money has not translated into a commensurate increase in money
supply as the money multiplier has remained depressed due to a sharp rise in currency-deposit
ratio, and also large amount of funds parked under reverse repos with RBI.
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Figure 2: Broad money growth (YoY)

per cent

Source: RBI

4.7 Fromthe componentside, aggregate deposits which is the largest component has contributed
most in the expansion of M3 during the year so far (Figure 3). Amongst sources, bank credit
to the government was a major contributor to the increase in M3. Banks’ higher investments in
liquid and risk-free assets such as SLR securities and G-secs, resulted in higher net bank credit
to the government. Bank credit to the commercial sector also supplemented M3 expansion from
the sources side. The credit growth of SCBs (YoY) was 6.7 per cent as on January 1, 2021 as

compared to 7.5 per cent at the corresponding time a year ago.

Figure 3: Deposits growth (YoY)
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4.8 Money multiplier, measured as a ratio of M3/M0 which was mostly increasing from 1980s
onwards up to 2016-17, has however been declining since then. As on March 31, 2020, the
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money multiplier was 5.5, slightly lower than 5.6 a year earlier. However, adjusted for reverse
repo - analytically akin to banks’ deposits with the central bank — Money Multiplier turned out
to be even lower at 4.8 by end-March 2020. Money multiplier has declined from the recent
peak of 5.8 in October 2018 to 5.5 as on January 1, 2021 (Figure 4). In comparison, during
the same period, money multiplier adjusted for reverse repo has declined sharply from 5.7 to
4.5. This shows that the money supply has responded only partially to reserve money growth,
reflecting that the liquidity transmission in the economy remains impaired. The gap between

money multiplier and adjusted money reflected the large amount of funds parked by banks under
reverse repo window by RBI.

Figure 4: Money Multiplier

6.0 1
58 -
56 -
54 A
32 -
50 o
48 A
46 A
44 A
42 A

4.0 L L L L L L L L L L L U I O D B R

Feb 28,20
Mar 27,20
Apr 10,20 ]
May 08,20
Jun 05,20
Jul 03,20
Jul 31,20
Aug 28,20 |
Sep 25,20
Oct 23,20 ]
Nov 20,20 ]
Janl,21

Mar 31
Apr 26
May 24
Jun 21
Jul 19

MM  ss==NMM adjusted for Reverse Repo

Source: RBI

Note: Money multiplier adjusted for repo means that the reserve money includes commercial banks’ reverse
repo deposits with RBI

LIQUIDITY CONDITIONS AND ITS MANAGEMENT

4.9 The systemic liquidity in 2020-21 so far has consistently remained in surplus reflecting
several liquidity enhancing measures undertaken by the Reserve Bank in the wake of
COVID-19 induced disruptions. The main drivers of liquidity during 2020-21 have been
Currency in Circulation (CIC), Government cash balances and the Reserve Bank’s forex
operations. While CIC withdrawals and build-up of Government cash balances resulted in

liquidity drainage from the banking system, the Reserve Bank’s forex operations augmented
systemic liquidity.

4.10 Reserve Bank undertook several conventional and unconventional measures to manage
the liquidity in the economy starting from February 2020. These measures, inter alia, included:

1. Injection of durable liquidity of more than ¥ 2.7 lakh crore through Open Market
Operation (OMO) purchases between February 6-December 4, 2020.
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ii.

1.

1v.

vi.

Vil.

OMOs in State Development Loans (SDLs) as a special case were also introduced
during the current financial year. The OMOs were conducted for a basket of SDLs
comprising securities issued by states. Aggregate liquidity to the tune of ¥30,000
crore was injected through three OMO purchase auctions (October 22, 2020,
November 5, 2020 and December 23, 2020) under this facility.

Targeted Long Term Repo Operations (TLTROs) of up to three years’ tenor for a
total amount of ¥1.13 lakh crore for investment in corporate bonds, commercial
papers, and non-convertible debentures, in addition to injection of ¥1.25 lakh crore
through Long Term Repo Operations (LTROs) conducted in February-March 2020.

Reduction in the CRR requirement of banks from 4 per cent of net demand and
time liabilities (NDTL) to 3 per cent with effect from March 28, 2020 augmenting
primary liquidity in the banking system by about ¥1.37 lakh crore.

Raising banks’ limit for borrowing overnight under the MSF by dipping into their
Statutory Liquidity Ratio (SLR) to 3 per cent of NDTL from 2 per cent, allowing the
banking system to avail an additional ¥ 1.37 crore of liquidity.

Special Liquidity Facility for mutual funds for ¥50,000 crore; and

Refinance facility worth ¥75,000 crore for all India financial institutions i.e.,
NABARD, NHB, SIDBI and EXIM Bank.

4.11 Inthe wake of sell off triggered by risk aversion and flight to safety in the beginning of year
2020, RBI conducted two 6-month USD/INR sell/buy swap auctions on March 16 and March
23,2020 and injected dollar liquidity of US$ 2.7 billion to meet the increased demand for US
dollars in the foreign exchange market. The measures listed above coupled with forex purchases
resulted in expansion of surplus liquidity, as reflected in average daily net liquidity absorptions
under the liquidity adjustment facility (LAF), from ¥3.43 lakh crore at end of January 2020 to
%5.47 lakh crore on January 15, 2021 (Figure 5).

Figure 5: Liquidity Management
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Note: Negative indicates liquidity in surplus.
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4.12 The increased government spending during April-May 2020 also added to the liquidity
surplus. However, the Government’s cash balances turned into surplus in June 2020 and July
2020. In Q2 of 2020, although surplus liquidity conditions still existed, there was moderation as
compared to Q1. As a result, average daily net absorption under the LAF decreased to ¥ 3.95 lakh
crore in July 2020 as average Government cash surplus increased to 95,942 crore. Thereafter,
daily net absorption increased to ¥4.03 lakh crore in August 2020, which again moderated to
¥3.68 lakh crore in September 2020. This moderation could be attributed to the absorption of
banking sector liquidity to the tune of ¥ 1.24 lakh crore under the option given to banks to return
the funds availed under LTRO facility before maturity. The moderation in liquidity absorption,
however, was reversed in following months as average daily net absorption under the LAF again
increased to ¥4.47 lakh crore and ¥ 5.64 lakh crore in the month of October and November 2020.
This is partly a reflection of pick up in government spending.

4.13 In order to ensure better monetary transmission through a more even distribution of
liquidity across tenors, 14 simultaneous sale-purchase OMO auctions for ¥10,000 crore each
were conducted in the financial year 2020-21

4.14 Further, comfortable liquidity conditions were reflected in the movement of weighted
average call rate (WACR) during the period. The WACR generally remained within the policy
corridor although it traded with a distinct downward bias, reflecting the comfortable liquidity and
financing conditions (Figure 6). However, the liquidity availability in the system pushed down
the WACR outside the corridor from late October and remained so until early January. The gap
between short and long liquidity is reflected on the yield curve (discussed in the next section).

Figure 6: Policy Corridor and WACR
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DEVELOPMENTS IN THE G-SEC MARKETS

4.15. During the first half of 2020-21, the 10-year benchmark G-sec yield traded with a softening
bias (Figure 7) tracking lower policy rates, subdued crude oil prices and surplus liquidity. The
10-year benchmark G-sec yield which was around 6.4-6.5 percent in April 2020 touched a low
of 5.73 per cent in mid May 2020.

Figure 7: India 10-Year Benchmark G-sec Yield

per cent
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Source: Bloomberg.

4.16 In the first quarter of 2020-21, the yields on 10 year benchmark G-sec showed a declining
trend. The yields hardened during the first fortnight of April 2020 due to low trading volumes
amid the countrywide lockdown and reduced market hours, selling pressure by Foreign Portfolio
Investors (FPIs) along with the upward movement of US treasury yields. However, yields
softened in the second half of the month, reflecting the impact of a sharp decline in crude oil
prices, the announcement by the Federal Open Market Committee (FOMC) to keep the target
range of the Fed Funds rate unchanged at 0-0.25 per cent and a lower CPI reading for March
2020 relative to that for February 2020. The yield on 10-year benchmark security opened at 6.20
per cent on April 3, 2020 and closed at 5.89 per cent on June 30, 2020.

4.17. The yields continued to harden, tracking higher than expected CPI print for July 2020
and a pause in rate cut by MPC. Subsequently, the benchmark yield drew comfort from a
series of special OMOs and outright OMO carried out by the Reserve Bank. Further, OMO
on SDLs, increase of OMO amount to 320,000 crore and extension of held-to-maturity benefit
for SLR securities by one more year to March 31, 2022 provided support to the bond market.
Subsequently, new 10-year benchmark yield touched a three-month low of 5.79 per cent on
October 26, 2020. However, the yield on benchmark bond drifted up again slightly and stood at
5.92 per cent on January 20, 2021.

4.18 In comparison, the yields on shorter term government securities fell down sharply in 2020-
21 (Figure 8). This is seen clearly in the shape of yield curve, where the gap has widened
sharply at the shorter end of the curve. The yields on 3 month, 6 month, 1 year, 3 year and 5 year
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government bonds has reduced by 201 bps, 181 bps and 147 bps, 125 bps and 77 bps respectively
from end March 2020 to December 23, 2020. RBI has undertaken various measures to even out
the yield curve including measures such as simultaneous sale-purchase OMO auctions various
times in last year.

Figure 8: Yield curve of Indian Government Bonds
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4.19 In 2020-21, certain specified categories of Central Government securities were opened up
fully for non-resident securities without any restrictions, apart from being available to domestic
investors as well from April 1, 2020. Accordingly, a separate route viz., Fully Accessible Route
(FAR) for investment by non-residents in securities issued by the Government was notified.
‘Specified securities’, once so designated, shall remain eligible for investment under the FAR
until maturity. A list of existing securities was put under FAR from April 1, 2020 and in addition,
all new issuances of government securities of 5-year, 10-year and 30-year tenors from the
financial year 2020-21 will be eligible under FAR as ‘specified securities’.This is a necessary
step towards India’s inclusion in the global bond indices.

BANKING SECTOR

4.20 Gross Non-Performing Advances (GNPA) ratio (i.e. GNPAs as a percentage of Gross
Advances) of Scheduled Commercial Banks decreased from 8.2 per cent at the end-March
2020 to 7.5 per cent at end-September 2020. Restructured Standard Advances (RSA) ratio of
Scheduled Commercial Banks (SCBs) increased from 0.36 per cent to 0.41 per cent during the
same period. Overall, the Stressed Advances ratio of SCBs decreased from 8.6 per cent at end-
March 2020 to 7.9 per cent at end- September 2020.

4.21 GNPA ratio of Public Sector Banks (PSBs) decreased from 10.25 per cent at the end-
March 2020 to 9.4 per cent at end-September 2020 and the Stressed Advances ratios decreased
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from 10.75 per cent to 9.96 per cent during the same period. Net NPA ratios also declined and
stood at 2.1 per cent for SCBs and 2.85 per cent for PSBs as at end- September 2020.

4.22 Capital to risk-weighted asset ratio (CRAR) of SCBs increased from 14.7 per cent to 15.8
per cent between March 2020 and September 2020 on account of improvement of improvement
of CRAR of both Public and Private sector banks. SCBs’ annualised Return on Assets (RoA)
recovered from 0.07 per cent to 0.64 per cent during first half (H1) of 2020-21, while their
annualised Return on Equity (RoE) recovered from 0.78 per cent to 7.68 per cent during the
same period. The RoA and RoE for PSBs became positive in June 2020 and continued to be
positive in the quarter ended September 2020, after recording negative profitability ratios from
March 2016 to March 2020 (Table 3). This is mainly on account of moratorium granted and
asset classification stand still order by the Supreme Court.

Table 3: NPAs, CRAR, RoE, RoA of Public Sector Banks and Private Sector Banks
(Amount in ¥ crore; Rates and Ratios in Per cent)

Public Sector Banks Private Sector Banks

Reporting Capital | Return | Return Capital | Return | Return
Gross . Gross .
Date N Ratio on on Total N Ratio on on Total
(CRAR) | Equity | Assets (CRAR) | Equity | Assets

Mar-17 6,84,732 | 12.14 -1.92 -0.12 91,915 15.53 11.79 1.27
Mar-18 8,95,601 11.66 -14.01 -0.87 |1,25,863 16.43 9.98 1.09
Mar-19 7,39,541 | 12.20 -10.97 -0.66 |1,80,872 16.07 5.49 0.60
Mar-20 6,78,317 | 12.85 -3.92 -0.25 |2,05,848 16.55 3.20 0.35
Sep-20 6,09,129 | 13.51 4.33 0.26 |1,88,191 18.21 10.04 1.10

Source: Offsite Returns, Global Operations, RBI

4.23 The net profit (profit after tax) for PSBs increased from ¥ (-)25,941 crore at end-March
2020 to ¥ 14,688 crore at end-September 2020. Similarly, the net profit (profit after tax) for
private sector banks increased from 19,113 crore at end-March 2020 to ¥ 32,762 crore at end-
September 2020. Overall, for SCBs, the net profit (profit after tax) increased from ¥11,322 crore
at end-March 2020 to 59,426 crore at end-September 2020.

4.24 The focus on resolution of stressed assets had to take a backseat during the year on account
of the outbreak of the Covid-19 pandemic. Government had suspended the initiation of fresh
insolvency proceedings under Section 7, 9 and 10 of Insolvency & Bankruptcy Code 2016 for
defaults arising on or after March 25, 2020 till March 25, 2021. Reserve Bank announced loan
moratorium from March 1, 2020 to August 31, 2020, asset classification dispensation and special
resolution framework for Covid-19 related stressed assets. In respect of borrowers to whom
moratorium was granted, the period during which such facilities were granted was permitted
to be excluded from the calculation of days past due for the purpose of asset classification or
out of order status, as the case may be. Further, RBI announced a Resolution Framework for
COVID-19-related Stress to enable the lenders to implement a resolution plan in respect of
eligible corporate exposures without change in ownership, and personal loans, while classifying
such exposures as Standard, subject to certain conditions. Under the resolution plans that could
be invoked under the above window, lenders are permitted to grant additional moratorium of up
to two years. RBI had appointed a committee under K.V. Kamath for making recommendations
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on the required financial parameters to be factored in resolution plans. Also, MSME accounts
classified as Standard where the aggregate exposure of banks and NBFCs was 25 crore or
below as on March 1, 2020, were permitted to be restructured without a downgrade in the
asset classification, subject to certain conditions. Notably, the Supreme Court issued an interim
order dated September 3, 2020 specifying that “the accounts which were not declared NPA till
31.08.2020 shall not be declared NPA till further orders”.

4.25 The above measures, which provided asset classification reliefs to borrowers, would affect
the true recognition of financial stress on the borrower accounts. However, the larger objective
of financial stability in the wake of pandemic demanded prudential forbearance which was
exercised through clear boundaries and disincentives embedded in the above reliefs. Moreover,
the risk recognition has not been completely suspended as the lenders are required to make
provisions of at least 10 per cent in respect of accounts which availed of asset classification
benefits under the above reliefs.

MONETARY POLICY TRANSMISSION

4.26 RBI has reduced repo rate by 250 bps since February 2019 (the current easing cycle). The
transmission of policy repo rate changes has been weak on quantity of credit. However, there
has been improved transmission on rate structure and term structure.

a. Rate structure

4.27 The transmission of policy repo rate changes to deposit and lending rates of scheduled
commercial banks (SCBs) has improved since March 2020 reflecting the combined impact of
policy rate cuts, large liquidity surplus with accommodative policy stance, and the introduction
of external benchmark-based pricing of loans. The weighted average lending rate (WALR) on
fresh rupee loans declined by 94 bps between March 2020 and November 2020 in response to the
reduction of 115 bps in the policy repo rate and comfortable liquidity conditions. In the current
easing phase (February 2019 to November 2020), the change in the WALR on outstanding rupee
loans has shown significant improvement since March 2020. Of the 83-bps decline in WALR on
outstanding loans in February 2019 to November 2020 period, 67 bps decline was noted since
March 2020. The weighted average domestic term deposit rate (WADTDR) on outstanding rupee
deposits declined by 127 bps during the ongoing easing cycle. The median term deposit rate has
registered a sizable decline of 146 bps in March to December 2020 (Table 4). The spread between
WALR on outstanding loans and repo rate which was increasing since 2018 started to decline in

2020-21. However, WALR on outstanding loans is still 544 bps higher than repo rate (Figure 9).

Table 4: Transmission from Repo Rate to Banks’ Deposit and Lending Rates (bps)

Term Deposit Rates Lending Rates

Median
Period Repo Rate Term 1 Ye_a r e 3
Denosit WADTDR | Median | Outstanding
P MCLR | Rupee Loans
Rate
Mar 20 - Dec 20* —115 -146 -81 -95 —-67 -94
Feb 19 - Dec 20* -250 -210 =127 —145 -83 -165
Source: RBI

Note: WALR: Weighted Average Lending Rate. WADTDR: Weighted Average Domestic Term Deposit Rate; MCLR: Marginal
Cost of Funds based Lending Rate.
* Latest data on WALR and WADTR pertain to November 2020.
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Figure 9: Spread between WALR (on outstanding loans) and repo rate
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4.28 Across bank groups, Private Sector Banks exhibited greater transmission in terms on fresh
loans, however Public Sector Banks exhibited greater transmission on outstanding loans for the

entire easing cycle. Private Sector Banks also reduced deposit rates (measured by WADTDR)
more than Public Sector Banks.

Table 5: Transmission across bank groups during easing cycles (bps)

February 2019 to November 2020 March 2020 to November 2020

WADTDR WALR- WADTDR
Outstanding
loans
Public sector banks -94 —151 -108 —-69 —68 -71
Private sector banks -59 -176 -149 -59 -134 -94
SCBs* -83 —165 -127 —67 -94 -81
Source: RBI

Note: #: Include public sector, private sector and foreign banks.

4.29 Apart from the reduction in term deposit rates, many banks also lowered their saving
deposit rates during the current easing cycle. The saving deposit rates of five major banks, which
ranged 3.25-3.5 per cent prior to the introduction of the external benchmark (in end September
2019), were placed at 2.7-3.0 per cent as on January 15, 2021. The flexible adjustment of saving
deposit rates bodes well for monetary transmission to lending rates.
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(b) Credit Growth

4.30. Cumulatively, since February 2019, the reduction in policy rate has been of 250 bps, yet
the credit growth been declining since then. Credit growth (YoY) stood at 14.8 per cent in
February 2019 and had declined to 5.1 per cent as on October 23, 2020 (Figure 10). Note that it
subsequently accelerated and stands at 6.7 per cent as on January 1,2021.

Figure 10: Bank Credit growth (YoY) (per cent)
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Figure 11: Sectoral Bank Credit Growth (YoY)
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4.31. The non-food credit growth (YoY), based on sectoral deployment of bank credit data was
6.0 per cent in November 2020 (details available up to November only) as compared with a
growth of 7.2 per cent in November 2019. The moderation in credit growth in 2020-21 was
witnessed in mostly all the sectors, barring services (Figure 11). Credit growth to agriculture
& allied activities decelerated in first quarter of 2019-20 but then accelerated to 8.5 per cent in
November 2020 with significant pick up since September (Figure 11). Credit growth to industry
has been decelerating consistently and infact contracted by 1.7 per cent in October 2020 and 0.7
per cent in November 2020. Services sector bucked the downtrend with credit growth to this
sector accelerating to 9.5 per cent in October 2020 and 8.8 per cent in November 2020. Within
this sector, credit to ‘trade’ recorded a double-digit growth of 14.7 per cent in November 2020
as compared to 4.6 per cent a year ago. However, credit growth to commercial real estate and
NBFCs declined in 2020-21. Personal loans growth decelerated to 10 per cent in November
2020 from 16.4 per cent in November 2019. Within the personal loan segment, the two main
components are vehicle loans and housing loans. While the growth of vehicle loans growth
accelerated to 10 per cent in October 2020 from 4.7 per cent a year ago, that of housing loans
growth decelerated to 8.5 per cent in November 2020 from 18.3 per cent a year ago (Table 6).

Table 6: Growth in Industry-wise Deployment of Bank Credit by Major Sectors (YoY, per cent)

Industry -1.9 -0.7
Micro & Small -0.5 0.9 0.7 1.7 0.5
Medium -8.7 -11 2.6 -0.7 20.9
Large -1.7 0.8 8.2 0.6 -1.8

Services 16.9 13.8 17.8 7.4 8.8
Trade 12.3 9.1 13.1 4.6 14.7
Commercial Real Estate 4.5 0.1 8.9 13.6 5.6
NBFCs 10.9 26.9 29.2 25.9 7.8

Personal Loans 16.4 17.8 16.4 15.0 10
Housing 15.2 13.3 19.0 15.4 8.5
Vehicle Loans 11.5 11.3 6.5 9.1 10

Source: RBI

Note: *Data are provisional. Data relate to select banks which cover about 90 per cent of total non-food
credit extended by all scheduled commercial banks;

(c) Term Structure

4.32. The reduction in policy rates and surplus liquidity helped in bringing down both the short
term and long term interest rates. However, the impact has been much smaller on longer term
interest rates. Since the beginning of this financial year, the interest on 1 year security has fallen
much more than that on 10 year G-Secs. The yield on 1 year G-Sec has reduced by 157 bps from
April 2020 to December 2020, whereas the yield on 10 year G-sec has declined by only 24 bps in
the same time period (Figure 12). The gap between two yields have widened over this year.
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Figure 12: Government Bond yields in India (per cent)
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4.33 The lower policy rates have transmitted to corporate bonds and the yield has come down
substantially from March 2020 (Fig 13 (a) and Fig 13 (b)). Rates have reduced for both AA and
AAA rated bonds. The yields on 1 year, 3 year, 5 year, 10 year AAA corporate bonds have fallen
by 238 bps, 237 bps, 155 bps, 112 bps respectively from January 2020 to December 2020. If the
fall of entire easing cycle is considered (i.e. since early 2019), then the decline are 430 bps, 326
bps, 271 bps and 212 bps respectively.

Fig 13(a): Yield on AA rated corporate bonds
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Fig 13(b): Yield on AAA rated corporate bonds
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Box 1:Regulatory Measures in Banking Sector

Commercial Banks

a. Merger of PSBs: Consolidation among another 10 PSBs, with Punjab National Bank,

Canara Bank, Union Bank of India and Indian Bank as anchor banks came into effect
from April 1, 2020.

b. Restructuring of MSME loans: A one-time restructuring of loans to MSMEs that
were in default but ‘standard’ as on January 1, 2019, was permitted, without an
asset classification downgrade, subject to certain conditions like aggregate exposure
(including non-fund-based facilities) of banks and NBFCs to the borrower not
exceeding %25 crore as on January 1, 2019. The borrowing entity has to be GST-
registered. However, this condition will not apply to MSMEs that are exempt from
GST-registration. The cut-off date of January 1, 2019 was extended to March 1, 2020
to support viable MSME entities on account of the fallout of COVID-19. The banks
are required to implement the restructuring by March 31, 2021.

c. Large exposure framework: A bank’s exposure under the Large Exposure Framework
to a group of connected counterparties was increased from 25 per cent to 30 per cent
of the eligible capital base of the bank. The increased limit will be applicable up to
June 30, 2021.

d. Export Credit: The maximum permissible period of pre-shipment and post-shipment
export credit sanctioned by banks was increased from one year to 15 months for
disbursements made up to July 31, 2020, in line with the relaxation granted in the
period of realization and repatriation of the export proceeds to India.
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e. Monetary policy transmission — external benchmarking of loans: RBI deregulated
the interest rates on advances by SCBs (excluding RRBs). With a view to strengthen
the transmission of monetary policy, the banks were mandated to link all new floating
rate personal or retail loans and floating rate loans extended to MSMEs to external
benchmarks such as repo rate, Treasury Bill Rate and any external benchmark
published by Financial Benchmarks India Pvt Ltd (FBIL). Banks can offer such
external benchmark linked loans to other types of borrowers as well. In order to
ensure transparency, standardisation, and ease of understanding of loan products by
borrowers, banks were also advised to adopt a uniform external benchmark within
a loan category. Under the external benchmark system, the interest reset period for
loans was also reduced to three months with a view to pass on the benefit of reduction
in policy repo rate to the borrowers more frequently. Further, to make the benefit of
external benchmark linked interest rate regime available to the existing borrowers
(Base Rate/MCLR), banks were advised to provide a switchover option to such
borrowers on mutually agreed terms.

Co-operative Bank

a. Revision in the target for priority sector lending: To promote financial inclusion,
the overall priority sector lending target for Urban Co-operative Banks has been
increased from the present level of 40 per cent of adjusted net bank credit (ANBC)
or credit equivalent amount of off-balance sheet exposure (CEOBSE), whichever is
higher, to 75 per cent of ANBC or CEOBSE, whichever is higher by March 31, 2024.

b. Inclusion of co-operative banks as eligible member lending institutions under
interest subvention scheme for MSMEs - issuance of guidelines: All co-operative
banks have been advised of their inclusion as Eligible Lending Institutions under
the “Interest Subvention Scheme (ISS) for MSMSEs 2018” of the Government. This
scheme provides an interest relief of two per cent per annum to eligible MSMEs on
their outstanding fresh/incremental term loan/working capital during the period of its
validity.

c. Reporting of large exposures to Central Repository of Information on Large Credits
(CRILC): Urban Cooperative Banks (UCBs) with assets of ¥500 crore and above
were brought under the CRILC reporting framework. Accordingly, UCBs shall report
credit information, including classification of an account as Special Mention Account
(SMA), on all borrowers having aggregate exposures of I5 crore and above with them
to CRILC.

d. Limitsonexposure to single and group borrowers and large exposures: The exposure
norms for single borrower and a group of borrowers from 15 per cent and 40 per cent
of UCB’s capital funds, to 15 per cent and 25 per cent, respectively, of UCB’s Tier-I
capital. The revised exposure limits shall apply to all types of fresh exposures taken
by UCBs, and they shall bring down their existing exposures which are in excess of
the revised limits to within the aforesaid revised limits by March 31, 2023. Further,
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UCBs shall have at least 50 per cent of their aggregate loans and advances comprising
loans of not more than 25 lakh or 0.2 per cent of their tier I capital, whichever is
higher, subject to a maximum of %1 crore, per borrower.

Submission of returns under Section 31 (read with section 56) of the Banking
Regulation Act, 1949 - Extension of time: In view of the difficulties faced by UCBs
in submission of the returns due to the ongoing COVID-19 pandemic, the timeline for
the furnishing of the returns for the financial year ended on March 31, 2020, was first
extended by three months, i.e., till September 30, 2020 and then further to December
31,2020.

Amendments to the Banking Regulation Act, 1949: Banking Regulation
(Amendment) Act, 2020: The Banking Regulation Act has been amended by the
Banking Regulation (Amendment) Act, 2020. The key changes in the regulatory
regime of UCBs pursuant to the Banking Regulation (Amendment) Act, 2020 are as
under:

e The Reserve Bank has been given powers over the management of the UCBs, owing
to which it can issue directions relating to the management of UCBs including
approval for appointment of Chairman / MD / CEO, removal and remuneration of
MD / CEO. Further, the Board of UCBs would be required to have not less than
51 per cent members having special knowledge / practical experience in specified
areas.

e The statutory restriction on grant of director-related loans / advances has been widened
and common directorship across banks shall be prohibited as per the provisions of the
amended Act.

e The Reserve Bank has been vested with powers of approval of the appointment /
removal of statutory auditors of UCBs.

e Provisions of the revised Act will enable UCBs to raise capital by issue of equity/
preference/special shares and debentures/bonds/like securities subject to such
conditions as the Reserve Bank may specify in this behalf.

¢ The Reserve Bank has been empowered to supersede the Board of Directors of a UCB;
though in case of a UCB having operations confined to a single State, in consultation
with the concerned State Government.

e TheReserveBankhasbeenempoweredtosanctionvoluntary/compulsoryamalgamation
and to prepare scheme for reconstruction of a UCB with the approval of the Central
Government.

The amended Act provides for winding up of a UCB by High Court at the instance of the
Reserve Bank.
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NON-BANKING FINANCIAL COMPANIES (NBFC) SECTOR

4.35. Credit growth of NBFCs continued to slow down. Credit growth (YoY) of the NBFC
sector was close to 3 per cent in June 2020. Further, the credit growth contracted in September
2020 with a YoY growth of -6.6 per cent. The sector had witnessed credit growth of 2.72 per
cent from %23.16 lakh crore in March 2019 to %23.8 lakh crore in March 2020 as compared
with 17.7 per cent growth during the previous year (Figure 14).

Figure 14: Growth (YoY) in Loans and Advances of NBFCs
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Note: Data for March 2020, June 2020 and September 2020 is provisional.

4.36 NBFCs! witnessed slowdown in their growth in 2019-20 largely due to isolated credit
events in few large NBFCs and challenges in accessing funds. Total assets of NBFCs had
increased from ¥23.41 lakh crore in March 2018 to ¥29.23 lakh crore in March 2019, and
further to ¥33.91 lakh crore in March 2020, resulting in an annual growth of 16.01 per cent
during 2019-20 as compared with 24.86 per cent in 2018-19. Banks continued to support NBFCs
with their lending expanding 9.2 per cent (YoY) till October 2020, well above the overall bank
credit growth. The sector also benefitted from the liquidity infusing measures announced by
the Reserve Bank during the pandemic that also included Targeted Long-Term Repo (TLTRO)
Operations covering the NBFC sector.

4.37 There was some shift in sources of funding for the NBFC sector in 2019-20. Banks’ total
exposure to NBFCs increased from ¥7.01 lakh crores in March 2019 to ¥8.04 lakh crores in
March 2020, and further to ¥8.17 lakh crores in June 2020. Bank credit to the NBFC sector was
%7.05 lakh crore in June 2020, which comprised around 6.6 per cent of total banking credit.
However, mutual funds lending to NBFCs continued to contract in 2020-21 as well (Figure 15).

! The sector represents top 250 NBFCs, based on their asset size as of June 2020.
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Figure 15: Growth (YoY) in mutual fund lending to NBFCs
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4.38 The external liabilities of NBFCs in the form of secured and unsecured borrowings
and public deposits increased by 13.7 per cent on YoY basis in June 2020. Borrowings from
other financial institutions increased from ¥69,965 crore in March 2020 to ¥1,11,841 crore
in June 2020, resulting in a YoY growth of around 226 per cent. Further, borrowings through
Commercial Paper (CPs) also increased from X 71,734 crore in March 2020 to 95,439 crore in
June 2020.

4.39 Cost of funds for all types of borrowings by NBFCs marginally declined in June 2020,
compared to March 2020 or June 2019, except for Non-Convertible Debentures (NCDs).
Cost of NCDs, which contribute to major source of funds for NBFCs, increased marginally
from 8.1 per cent in March 2020 to 8.2 per cent in June 2020. On the other hand, cost of CPs
had declined from 7.0 per cent to 5.9 per cent during the same period.

4.40 As against the regulatory requirement of 15 per cent, CRAR for the NBFC sector stood
at 22.05 per cent at the end of June 2020, showing improvement over March 2020 when it was
20.62 per cent. Asset quality of NBFCs deteriorated moderately with GNPA ratio at 6.44 per
cent at the end of June 2020 as against 6.30 per cent as at end-March 2020 and 5.60 per cent as
at end-March 2019. However, Net NPA ratio improved marginally to 2.99 per cent at the end of
June 2020 as against 3.09 per cent in March 2020. RoA for the NBFC sector was 0.4 per cent
in June 2020 as compared with 0.6 per cent in June 2019, while RoE was 1.7 per cent in June
2020 as compared to 2.6 per cent in June 2019.



Monetary Management and Financial Intermediation | 143

Box 2: Digital payments

Financial transactions have been seeing high growth over the last few years. This financial
year has witnessed jumps in both volume and value of digital payments across all categories.
Overall transactions worth ¥ 19.35 lakh crore have been done via UPI and ¥ 1.02 lakh crore
via RuPay cards in 2020-21 (upto October).

Figure A. UPI payments (in % billion) Figure B. RuPay Card usage
(in¥ billion)
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Reserve Bank of India has constructed a composite Digital Payments Index (DPI) to capture
the extent of digitisation of payments across the country. The RBI-DPI comprises of 5 broad
parameters that enable measurement of deepening and penetration of digital payments in
the country over different time periods. These parameters are: (i) Payment Enablers (weight
25%), (i1) Payment Infrastructure — Demand-side factors (10%), (iii) Payment Infrastructure
— Supply-side factors (15%), (iv) Payment Performance (45%) and (v) Consumer Centricity
(5%).

The RBI-DPI has been constructed with March 2018 as the base period, i.e. DPI score for
March 2018 is set at 100. The DPI for March 2019 and March 2020 work out to 153.47 and
207.84 respectively, indicating high growth over the years. The index has grown more than
100 per cent in a span of 2 years.

DEVELOPMENTS IN CAPITAL MARKETS

1. Primary Markets (Equity)
A. Public Issue

4.41 The year 2020-212 (upto December) witnessed an increase in resource mobilization
through public issue compared to the similar period for previous year. During April-December
2020, although the number of companies raising money through public issue reduced to 33 from
49 in the same period last year, ¥31,086.64 crore were mobilised during this period as compared
to ¥10,950 crore in the similar period of previous year indicating an increase of 183.9 per
cent in resource mobilization over the period. Similarly, resource mobilization through rights
issues during 2020-21(upto December) increased to ¥60,906.90 crore from 16 rights issues as
compared to ¥51,865.86 crore from 13 issues in April-December (Table 7).

2 Date for 2020-21 is provisional
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Table 7: Primary Market Resource Mobilization through Public and Rights Issues

2020-21 (upto December)

2019-20 (upto December)

Issue Type Amount Amount
No. of Issues No. of Issues
(& crore) ( crore)
Public Issue (Equity) 49 10,949.99 33 31,086.64
Rights Issue (Equity) 13 51,865.86 16 60,906.90
Total Public Issue 62 62,815.85 49 91,993.54

Source: BSE, NSE and SEBI
B. Private Placement

4.42 The year 2020-21 (upto December) witnessed a decrease in resource mobilization
through private placement route compared to that during the similar period for previous year.
In April-December 2020, there were 183 issues mobilising ¥91,631.33 crore through private
placement compared to 229 issues raising ¥ 1,79,443.86 crore during the same period last year
(Table 9).

Table 8: Primary Market Resource Mobilization through Private Placements

2019-20 2020-21
(upto December) (upto December)
Issue Type

No of issues Amount No of issues Amount

(X crore) (X crore)

QIPs Allotment (Equity) 9 34,028.55 21 64,148.50
Preferential Allotment (Equity) 220 1,45,415.31 162 27,482.83
Total Private Placement 229 1,79,443.86 183 91,631.33

Source: BSE, NSE and SEBI

4.43 Intheyear2019-20 (upto December), resource mobilization through preferential allotment
route was substantially more than that through Qualified Institutional Placement (QIP) route.
However, there was a reversal in this trend in April- December 2020. During this period, there
were 21 QIPs and 162 preferential allotments raising I 64,148.50 crore and ¥ 27,482.83 crore
respectively, as compared to 9 QIPs and 220 Preferential allotment raising ¥ 34,028.55 crore
and X 1,45,415.3 crore respectively during the corresponding period of the previous financial
year.

2. Primary Markets (Debt)

4.44 The total debt issuance in primary market increased by 29.7 per cent to ¥ 5.99 lakh crore
during 2020-21 (upto December) as compared to ¥ 4.63 lakh crore in the corresponding period of
the previous year. During April- December 2020, the amount raised through private placement
of debt increased by 32.2 per cent to ¥ 5.95 lakh crore. During the same period, the amount
raised through public debt issues declined by 67 per cent to ¥ 3,871.7 crore (Table 10).



Monetary Management and Financial Intermediation | 145

Table 9: Primary Market Resource Mobilization through Debt Issues

2019-20 (upto December) 2020-21 (upto December)
Issue Type
Amount Amount
No. of Issues @ crore) No. of Issues @ crore)
Public Issue (Debt) 27 11,746.11 10 3,871.70
Private Placement (Debt) 1295 4,49,939.71 1540 5,95,044.66
Total Debt Issue 1322 4,61,685.82 1550 5,98,916.36

Source: BSE, NSE and SEBI

4.45 Bilateral Netting of Qualified Financial Contracts Bill was passed and has become
operational since October 1, 2020. Prior to this legislation, India did not have a legal
framework for bilateral netting. Netting enables two counter parties in a bilateral financial
contract to offset claims against each other to determine a single net payment obligation due
from one counter party to others. Besides aiding the stability of the financial markets, bilateral
netting will help in development of corporate debt market in India and freeing the capital in
the system.

3. Mutual Fund Activities

4.46 There was a net inflow of ¥ 2.76 lakh crore into the mutual funds industry during 2020-21
(upto December), as compared to a net inflow of ¥ 1.82 lakh crore in the corresponding period
of last year. The net assets under management of all mutual funds increased by 16.9 per cent
to ¥31.02 lakh crore at the end of December 31, 2020 from ¥ 26.54 lakh crore at the end of
December 31, 2019 (Table 11).

Table 10: Mobilisation of Funds by Mutual Funds (Amount in X lakh Crore)

No. of Folios Gross Net AUM at the

2019-20# 154.67 152.85 26.54

2020-21# 9.43 65.47 62.71 2.76 31.02

Source: SEBI
Note: #Upto December 31 of respective years

INVESTMENT BY FOREIGN PORTFOLIO INVESTORS

4.47 There were net inflows to the tune of ¥ 2.1 lakh crore on account of the foreign portfolio
investors (FPIs) in the Indian capital market during 2020-21 (up to December), as compared
to net inflows of ¥ 0.81 lakh crore during the same period in 2019-20. The total cumulative
investment by FPIs (at the acquisition cost) increased by 5.4 per cent to US$ 273.6 billion as on
December 31, 2020 from US$ 259.5 billion as on December 31, 2019.
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Table 11: Investment by Foreign Portfolio Investors

Gross Gross Sales Net Net Cumulative Net
Purchase Investment | Investment Investment
2019-20# 13,79,888 12,99,141 80,746 11,465 2,59,581
2020-21# 16,65,483 14,54,050 2,11,433 28,543 2,73,618

Source: NSDL
Note: #Upto December 31 of respective years

MOVEMENT OF INDIAN BENCHMARK INDICES

4.48 During 2020-21 (upto January 20, 2021), India’s benchmark indices, namely, Nifty50 and
S&P BSE Sensex index reached record highs of 14,644.7 and 49,792.1 respectively on January
20,2021. There were some significant corrections due to COVID-19 induced uncertainty in the
beginning of this financial year, however both Nifty50 and S&P BSE Sensex index recovered
strongly afterwards. The S&P BSE Sensex, the benchmark index of BSE, rose by 68.9 per cent to
49,792.1 on January 20,2021, compared to 29,468 on March 31, 2020. During the same period,
Nifty 50 index of National Stock Exchange (NSE) gained by 70.3 percent from March 31, 2020
to January 20, 2021 (Figure 16 (a)). India VIX, an index circulated by NSE which indicates the
degree of fluctuation that can be expected in Nifty 50 index by active traders over the next 30
days has fallen considerably since March 2020, indicating decline in volatility in stock market.

Figure 16 (a): Movement of Indian Benchmark Indices
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Figure 16 (b): India VIX
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4.49 In view of the COVID-19 pandemic, various measures were undertaken by SEBI. In the
period of moratorium by the RBI, if CRA is of the view that the delay in payment of interest/
principle has arisen solely due to the lockdown, CRAs may not consider the same as a default
event and/or recognize default. Further, extension in timelines for press release and disclosures
on website was also provided. CRAs were provided flexibility to deviate from the curing period
of 90 days for upgrading a rating from default to non-investment grade. SEBI granted temporary
relaxation in processing of documents pertaining to FPIs by allowing designated depository
participants/ custodians to process the request(s) for registration/ continuance/ KYC / KYC
review & any other material change on the basis of scanned version of signed documents (instead
of originals) and copies of documents which are not certified, received from specified email
ids. Also, relaxations were provided in terms of pre-listing and post-listing compliance related
to financials for the listed issuers of non-convertible debentures non-convertible redeemable

preference shares and commercial papers.

INSURANCE SECTOR

4.50 The performance and potential of insurance sector is assessed using two indicators-
Insurance penetration and Insurance Density. Insurance penetration is calculated as percentage
of insurance premium to GDP and insurance density is calculated as ratio of insurance premium

to population.

4.51 In India, Insurance penetration which was 2.71 per cent in 2001 has steadily increased to
3.76 per cent in 2019. In contrast, insurance penetration in Asia, i.e., Malaysia, Thailand and
China was 4.72, 4.99 and 4.30 per cent respectively in 2019. As of 2019, the penetration for Life
insurance in India is 2.82 per cent, the penetration for Non-Life insurance is much at 0.94 per
cent (Table 12 and 13). Globally insurance penetration was 3.35 per cent for the life segment
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and 3.88 per cent for the non-life segment in 2019. Although the penetration is lower in India for
both, it is particularly low for Non-life insurance as compared to other countries (Figure 17).

4.52 The insurance density in India which was US$ 11.5 in 2001 reached to approximately US$
78 in 2019. The comparative figures for Malaysia, Thailand and China in 2019 were much higher
at US$ 536, US$ 389 and US$ 430 respectively. Density for Life insurance is US$ 58 and Non-
Life insurance is much lower at US$ 19 in 2019 in India (Table 12 and 13). Globally insurance
density was US$ 379 for the life segment and US$ 439 for the non-life segment respectively
in 2019. United States has particularly high insurance density in the Non-life category. India
has extremely low insurance penetration as compared to global average and other comparable
countries (Figure 18).

Table 12: Penetration and Density in Life Insurance

Insurance Penetration (in percent) 3.10 2.60 2.72 2.72 2.76 2.74 2.82
Insurance Density (in USD) 41.0 44.0 43.2 46.5 55.0 55.0 58.0

Source: SwissRe, Sigma various issues

Table 13: Penetration and Density in Non-Life Insurance

Insurance Penetration (in percent) 0.80 0.70 0.72 0.77 0.93 0.97 0.94
Insurance Density (in US$) 11.0 11.0 12.0 13.2 18.0 19.0 | 19.0

Source: SwissRe, Sigma various issues

Figure 17: Insurance Penetration in 2019 (in per cent)
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Figure 18: Insurance density in 2019 (in US $)
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4.53 During 2019-20, the gross direct premium of Non-Life insurers was ¥1.89 lakh crore,
as against ¥ 1.69 lakh crore in 2018-19, registering a growth of 11.45 per cent. Within non-life
category, motor and health segments primarily are the main contributors to industry to report
this growth. Life insurance industry recorded a premium income 0f<5.73 lakh crore in 2019-20,
as against ¥ 5.08 lakh crore in the previous financial year, registering a growth of 12.75 per cent.
While renewal premium accounted for 54.75 per cent of the total premium received by the life
insurers, new business contributed the remaining 45.25 per cent.

4.54 Some important regulatory measures undertaken due to COVID-19 are as follows:

e KYC process has been simplified with the permission granted for 54 insurers to undertake
Paperless KYC process through Aadhaar Authentication Services of UIDAL

e Guidelines were issued on introduction of short term health insurance policies
providing coverage for COVID-19 disease which are valid upto March 31,2021. As
per the guidelines 1) All life, general and health insurers allowed to offer COVID — 19
specific short-term health insurance policies, 2) Policy term of minimum of 3 months
and maximum of 11 months 3) life insurers are permitted to issue benefit-based policies
only, General and Health insurers can issue both indemnity based and benefit based
4) Insurers shall comply with pricing norms specifies under 2016 HI regulations and
guidelines issued thereunder 5) Waiting period shall not exceed 15 days, no separate
add-ons are permitted. Lifelong renewability, migration and portability not applicable.

e Guidelines were issued for Corona Rakshak policy which is a standard benefit-based
policy and Corona Kavach Policy, a standard health policy which will be offered on
indemnity basis and insurers had been asked to launch the product from July 10, 2020.
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PENSION SECTOR

4.55 The overall contribution under NPS grew by more than 30 per cent. Maximum growth was
registered by All-Citzen model/ UoS (52.3 per cent) followed by APY (46.1 per cent), Corporate
Sector (34.8 per cent) and State Govt. Sector (30.7 per cent). The Assets Under Management
(AUM) of NPS stands at ¥4.94 lakh crore as on September 30, 2020, as compared to T3.71
lakh crore at the end of September, 2019, thereby recording an overall growth (YoY) of 33.3
per cent (Table 14). The maximum growth was recorded under APY i.e. 49.2 per cent over the
year, followed by All-Citizen/UoS (45.8 per cent), Corporate Sector (39.6 per cent) and State
Government Sector (33.9 per cent).

Table 14: Status of NPS (Status as on 30" September 2020)

Yox Contribution Yo¥
No. of Subscribers  growth Ous growth

(NELW)]
(% in Crore) (% in Crore)

Sep-19 | Sep-20 % Sep-19 | Sep-20 % Sep-19 Sep-20 %

CG 20.26 21.3 5.1 88,300 | 1,11,293 26 1,24,703 | 1,60,606 | 28.8

SG 45.51 48.97 7.6 1,43,816 | 1,88,000 | 30.7 1,86,849 | 2,50,260 | 33.9

Corporate 8.77 10.46 19.3 28,031 | 37,788 34.8 36,340 50,730 39.6

UOS# 10.24 13.58 32.6 11,344 | 17,282 52.3 11,127 16,224 45.8
NPS Lite 43.4 43.17 -0.5 2,624 2,776 5.8 3,631 4,068 12
APY 178.21 | 236.85 32.9 7,927 11,585 46.1 8,743 13,042 49.2
Total 306.39 | 374.32 22.2 | 2,82,042 | 3,68,725 | 30.7 3,71,393 | 4,94,930 | 333

Source: PFRDA
Note: CG-Central Government, SG- State Government, #UoS-All Citizen Model, APY-Atal Pension Yojana

4.56. In view of COVID-19, various regulatory measures were taken, including:

o Issuance of an advisory for extension of timelines for submission of various compliance
by the Pension Funds and Custodian.

J Extension of time limit by one month (i.e. up to 30.06.2020) for submission of annual
accounts and other annual MIS due to COVID-19 for all Pension Funds, Custodian, and
NPS Trust.

o The partial withdrawal from NPS has been allowed for treatment of COVID-19.

J The online functionality on NPS on-boarding through Aadhaar-based offline paperless
KYC verification.

. Online registration of APY subscribers through Bank’s own web-portal, without using
net-banking by their Savings Bank Customers.
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INSOLVENCY AND BANKRUPTCY CODE

4.57. Since the inception of the Code in December 2016, 4,117 applications have been admitted
as on December 31, 2020 (Figure 19). Nearly 23 per cent of the cases admitted were settled or
withdrawn after the commencement of Corporate Insolvency Resolution Process (CIRP). Out of
the 1420 cases for which the CIRP process has been completed, liquidation as an outcome has
happened nearly 3.6 times the resolution. However, this does not represent an accurate picture
of the performance of the Code. This is because 73 per cent (799 cases) of cases undergoing
liquidation and 33 per cent of cases (101 cases) undergoing resolution had been brought in from
earlier Board for Industrial and Financial Reconstruction (BIFR) regime. Most of these cases
have been considered to be dead corpus with most of the net worth being eroded by the time
they entered CIRP. Having been able to revive 101 of such cases is an achievement in itself. The
CIRP for non-BIFR legacy has yielded 195 resolutions and 288 liquidations till date. This also
means that the resolution rate for non-BIFR legacy cases is more than three times higher at 40
per cent when compared to BIFR cases (Figure 20).

Figure 19: Status of CIRPs since its inception (as on December 30, 2020)

- *CIRPS AT THE BEGINNING OF PERIOD - 4,117

*APPEAL/REVIEW SETTLED - 549

Closure b *WITHDRAWAL UNDER SECTION 12 A - 348
Y *APPROVAL OF RESOLUTION PLAN - 308
*COMMENCEMENT OF LIQUIDATION - 1,112

Ongoing *CIRPS AT THE END OF PERIOD - 1,800

Source: IBBI
Figure 20: CIRP outcomes based on BIFR and non-BIFR classification

CIRP closed till Dec' 2020:
1420
Resolution: 308
Liquidation: 1112

I

Non BIFR

BIFR cases:

900 cases:

483

Resolution:
195 (40%)

Liquidation:

Liquidation:
799 (89%)

Resolution:

101 (11%) 288 (60%)

Source: IBBI

4.58 The ongoing CIRPs at the end of March 2020 were 1966 (Figure 21). In view of COVID-19
pandemic, the Insolvency and Bankruptcy (Amendment) Ordinance, 2020 was promulgated on
June 5, 2020 which suspended initiation of the CIRP of a corporate debtor (CD) under section 7,
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9 and 10 for any default arising on or after March 25, 2020. Further, the government extended
the suspension of the Code twice for 3 months each on September 24, 2020 and December 22,
2020 to provide relief to the firms undergoing stress due to ongoing COVID-19 pandemic. The
relaxation combined with continued resolutions has allowed the number of cases to decline
since July 2020.

Figure 21: CIRP accumulation over time
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4.59 Manufacturing Sector, Real Estate and Construction are among the top three sectors
initiating CIRP (Figure 22) with 39 per cent, 20 per cent and 11 per cent of the ongoing CIRPs

respectively.
Figure 22: Sector-wise status of CIRPs (as on December 2020)
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4.60 Resolution: The Code has rescued 308 CDs as on December 2020 through resolution
plans. They owed % 4.99 lakh crore to creditors. However, the realisable value of the assets
available with them, when they entered the CIRP, was only % 1.03 lakh crore. Under the Code,
the creditors recovered ¥ 1.99 lakh crore, which is more than 193 per cent of the realisable
value of these CDs. The recovery for financial creditors (FCs), as compared to their claims,
was found to be more than 43 per cent for all the years since the inception of the Code. The
Code has facilitated the recovery of NPAs by banks. RBI data indicates that as a percentage
of claims, scheduled commercial banks (SCBs) have been able to recover 45.5 per cent of the
amount involved through IBC for the financial year 2019-20, which is the highest as compared
to recovery under other modes and legislations (Figure 23). Further, the amount recovered by
SCBs under IBC was ¥ 1.73 lakh crores which is more than all the amount recovered by all other
alternative mechanisms combined for 2019-20.

Figure 23: NPAs of SCBs Recovered through Various Channels

® Lok Adalats ®mDRTs =SARFAESI OIBC

49.6

45.5

per cent recovery

—_

2013-13 2013-14 2014-15 2015-16 2016-17 2018-19  2019-20(P)

Source: Off-site returns, RBI and IBBI
Note: P: Provisional

Box 2. Status of Twelve large accounts

Since a few cases accounted for a large proportion of money involved in the resolution process,
the resolution process of 12 large accounts was initiated by banks, as directed by RBI in June
2017. Together they had an outstanding claim of ¥ 3.45 lakh crore as against liquidation value
of ¥ 73,220 crores. Of these, resolution plan in respect of eight CDs have been approved and
orders for liquidation have been passed in respect of two CDs. Thus, CIRPs for two firms and
liquidation in respect of two firms are ongoing and are at different stages of the process. The
status of the 12 large accounts is presented in Table A.
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Table A: Status of Twelve Large Accounts (Amount in % crore)

Name of CD Claims of FCs Dealt Under Realisation Successful
Resolution by all Resolution Applicant
Amount Amount Realisation Claimants as
Admitted Realised as % of a percentage
Claims of Liquidation
Value
Completed
Electrosteel 13,175 5,320 40.38 183.45 Vedanta Ltd.
Steels Limited
Bhushan Steel 56,022 35,571 63.50 252.88 Bamnipal Steel Ltd.
Limited
Monnet Ispat & 11,015 2,892 26.26 123.35 Consortium of JSW and
Energy Limited AION Investments Pvt.
Ltd.
Essar Steel 49,473 41,018 82.91 266.65 Arcelor Mittal India
India Limited Pvt. Ltd.
Alok Industries 29,523 5,052 17.11 115.39 Reliance Industries
Limited Limited, JM Financial
Asset  Reconstruction
Company Ltd.,
JMFARC — March 2018
Trust
Jyoti Structures 7,365 3,691 50.12 387.44 Group of HNIs led by
Limited Mr Sharad Sanghi.
Bhushan Power 47,158 19,350 41.03 209.12 JSW Limited
& Steel Limited
Jaypee 23,176 23,223 100.20 130.82 NBCC (India) Limited
Infratech
Limited
Amtek  Auto 12,641 2,615 20.68 169.65 Deccan Value Investors
Limited LP. and DVI PE

(Mauritius) Ltd.

Under Process

Era Infra Engineering Limited Under CIRP
Lanco Infratech Limited Under Liquidation
ABG Shipyard Limited Under Liquidation

Source: IBBI

4.61 Liquidation — Although the Code has rescued 308 CDs, 1112 CDs went into liquidation.
The CDs rescued had assets valued at ¥ 1.03 lakh crore, while the CDs (for which data are
available) referred for liquidation had assets valued at ¥ 0.43 lakh crore when they entered
the CIRP. Thus, in value terms, around three fourth of distressed assets were rescued. Till
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December 31, 2020, 181 CDs have been completely liquidated which had outstanding claims
0f % 26,251 crores, but the assets valued at 598 crores. ¥ 607 crores were realised through the
liquidation of these companies.

4.62 Time — The 308 CIRPs, which have yielded resolution plans by the end of December
2020, took on average 441 days for the conclusion of the process. Similarly, the 1112 CIRPs,
which ended up in orders for liquidation, took on average 328 days for the conclusion. Further,
181 liquidation processes, which have closed by submission of final reports till December 31,
2020, took on average 380 days for closure. Similarly, 352 voluntary liquidation processes,
which have closed by submission of final reports, took on average 370 days for closure.

4.63 Cost — Out of the total 308 CIRPs have yielded resolution plans until December 2020, the
cost details are available in respect of 260 CIRPs. The cost works out on average 0.79 per cent
of liquidation value and 0.42 per cent of resolution value.

Behavioural Change

4.64 The Code has brought about significant behavioural changes among the creditors and
debtors thereby redefining debtor-creditor relationship. The inevitable consequence of a
resolution process (the control and management of the firm move away from existing promoters
and managers, most probably, forever) deters the management and promoter of the firm from
operating below the optimum level of efficiency. Further, it encourages the debtors to settle
default expeditiously with the creditor at the earliest, preferably outside the Code. There have
been many instances where debtors have been settling their debts on their own or settling
immediately on the filing of an application with the National Company Law Tribunal (NCLT)
before it is admitted. It is pertinent to note that since the enactment of the Code in 2016, of the
18,892 applications that were dealt with, as many as 14,884 cases involving defaults of ¥ 5.15
lakh crore were withdrawn by September, 2020 from various benches of the NCLT, before
these applications were admitted by the Adjudicating Authority and 897 processes were closed
mid-way by December, 2020. These figures indicate that almost 83 per cent of the CDs are
getting resolved on the way, before the official commencement of CIRP under the Code on
account of behavioural change among the defaulting debtors. Only 7 per cent of the CDs have
undergone the entire process yielding either resolution or liquidation. Remaining 10 per cent
of CDs are still undergoing the process (Table 15 and 16).

Table 16: Outcomes under the Code: Status of applications filed (as of December 2020)

No. of Corporates Amount % Crore)

Applications filed 28,441 NA

Applications Pending for 9,549 NA

consideration

Application Dealt 18,892 Liquidation Value Realisation Value
Applications withdrawn 14,884 * NA* 5,15,170*

before admission*

Process commenced 4,117 NA NA
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No. of Corporates Amount  Crore)

Process closed mid-way 897 NA NA
Process closed by resolution 308 1,03,270 1,99,511
plan

Process closed for liquidation 1,112 42,362 NA
Ongoing processes 1,800 NA NA

Source: IBBI
Note: *Data on applications withdrawn before admission is maintained by MCA. This data is as of September, 2020.

Table 16: Rescue of distressed assets (as of Dec 2020)

e pLIo ompanies Rescueo ompanies Ordered 10
quidatio
No. of Companies 308 1,112
Aggregate Claims 4,99,928 6,04,574
Aggregate Liquidation Value 1,03,270 43,048
Assets available % of Aggregate Claims 20.65 7.12
Resolution Value 1,99,511 NA
Resolution Value as % of Liquidation Value 193.19 NA
Resolution Value as % of Aggregate Claims 39.91 NA
Average time taken 441 days 328 days
Cost % of Resolution Value 0.42 NA

Source: IBBI and MCA

4.65 In view of COVID-19, the following measures were undertaken by the government:

e The Government increased the threshold amount of default required to initiate an insolvency
proceeding from ¥ 1 lakh to ¥ 1 crore in end March 2020.

e The Insolvency and Bankruptcy (Amendment) Ordinance, 2020, inserted section 10A to
suspend initiation of the CIRP of a corporate debtor (CD) under section 7, 9 and 10 for any
default arising on or after March 25, 2020 which was further extended twice for 3 months
each on September 25, 2020 and December 22, 2020.

4.66  Further, various measures were undertaken by judiciary and the regulator, including:

e For the matters already under a CIRP in accordance with the provisions of the IBC, the
Supreme Court suo moto passed an order extending the limitation period for all matters
with effect from March 15, 2020 till further orders.

e The NCLAT, vide order dated March 30, 2020, decided that the period of lockdown
ordered by the Central Government and the State Governments shall be excluded for the
purpose of counting of the period for resolution process under section 12 of the Code, in
all cases where CIRP has been initiated and pending before any Bench of the NCLT or
in appeal before NCLAT. It further ordered that any interim order/ stay order passed by
the NCLAT in any one or the other appeal under the Code shall continue till next date of
hearing.
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e IBBI amended the CIRP regulations and Liquidation Process regulations to provide that
the period of lockdown imposed by the Central Government in the wake of COVID-19
outbreak shall not be counted for the purposes of time-line for any activity that could not
be completed due to the lockdown, in relation to a CIRP and Liquidation process, subject
to the overall time-limit provided in the Code.

CHAPTER AT AGLANCE

» Monetary policy remained accommodative in 2020.

» The repo rate has been cut by 115 bps since March 2020.

» Systemic liquidity in 2020-21 remained in surplus so far. RBI undertook various
conventional and unconventional measures like OMOs, Long Term Repo Operations,
Targeted Long Term Repo Operations etc. to manage liquidity situation in the economy.

» The transmission of high reserve money growth to money supply growth was only
partial, showing impaired liquidity transmission as the banks put money back with
RBI under reverse repo.

» Credit growth of banks slowed down to 6.7 per cent as on January 1, 2021. The credit
off take from banking sector witnessed a broad based slowdown.

» Gross Non Performing Assets ratio of Scheduled Commercial Banks decreased from
8.21 per cent at the end of March 2020 to 7.49 per cent at the end of September 2020.
However, this has to be seen in conjunction with the asset classification relief provided
to borrowers on account of the pandemic.

» The monetary transmission of lower policy rates to deposit and lending rates improved
in this year.

» Nifty 50 and S&P BSE Sensex reached record high closing of 14,644.7 and 49,792.12
on January 20, 2021 respectively.

» The recovery rate for the Scheduled Commercial Banks through IBC (since its
inception) has been over 45 per cent.

» Inview of COVID-19 pandemic, initiation of Corporate Insolvency Resolution Process
(CIRP) was suspended for any default arising on or after March 25, 2020 for a period
of 6 months. This was further extended twice for 3 months on September 24, 2020 and
December 22, 2020. The suspension along with continued clearance of CIRPs allowed
a small decline in accumulated cases.
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ANNEXURE 1

REGULATORY POLICY MEASURES IN RESPECT OF BANKS TO
MITIGATE THE IMPACT OF COVID-19 PANDEMIC

Date of Announcement Measures Announced

March 27, 2020 (1) Covid-19 Regulatory Package was announced; wherein lending
institutions were permitted to grant moratorium and deferment of
interest for three months i.e. March 01, 2020 to May 31, 2020 in respect
of instalments of term loans and working capital sanctioned in the form
of Cash Credit/Overdraft respectively on the outstanding as on March
1, 2020;

(i1) The implementation of NSFR guidelines, which were to come into effect
from April 1, 2020 onwards was deferred by six months to October 1,
2020 dated March 27, 2020;

(iii) The implementation of the last tranche of 0.625 per cent of Capital
Conservation Buffer (CCB) was deferred from March 31, 2020 to
September 30, 2020.

April 01, 2020 Deferment of activation of Counter-cyclical Capital Buffer (CCyB) for a
period of one year or earlier, as may be necessary, based on the review and
empirical analysis of CCyB indicators.

April 17,2020 (i) Temporary reliefs were provided regarding resolution of stressed
assets in the form of extension of timeline for review period and
resolution period for accounts in review period and under resolution
without additional provisions as on March 01, 2020 respectively;

(ii) Certain reliefs was provided regarding asset classification for accounts
where the moratorium permitted in terms of the earlier circular dated
March 27, 2020 has been granted, while concomitantly tightening the
provisioning requirements to ensure the banks are well provisioned to
meet any potential slippages;

(iif) - All banks shall not make any further dividend payouts from the profits
pertaining to the financial year ended March 31, 2020 until further
instructions;

(iv) Measures regarding prudential liquidity requirements were
announced:

a. Entire SLR-eligible assets held by banks are now permitted to be
reckoned as HQLAs for meeting LCR.

b. In order to accommodate the burden on banks’ cash flows, banks
were permitted to maintain LCR as under:

* From date of circular to September 30, 2020 - 80 per cent

* Oct 1, 2020 to March 31, 2021 - 90 per cent;

» April 1, 2021 onwards - 100 per cent.
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Date of Announcement Measures Announced

April 29, 2020

All regulatory returns required to be submitted by the Scheduled
Commercial Banks, Payment Banks and Local Area Banks, AIFIs, and
Cooperative Banks to the Department of Regulation were permitted to be
submitted with a delay of upto 30 days from the due date. The extension
was applicable to regulatory returns required to be submitted upto June 30,
2020.

May 23, 2020

() Some measures were extended.Lending institutions were
permitted to grant moratorium and deferment by another three months
i.e. i.e. from June 1, 2020 to August 31, 2020. Lending institutions were
permitted, at their discretion, to convert the accumulated interest in case
of CC/OD for the deferment period up to August 31, 2020, into a funded
interest term loan (FITL) which shall be repayable not later than March 31,
2021. Inrespect of C/OD facilities facing stress on account of the pandemic,
lending institutions were permitted to recalculate the drawing power by
reducing the margins till August 31, 2020 as a one-time measure such that
the margins are restored by March 31, 2021, and / or view the working
capital sanctioned limits upto March 31, 2021, based on a reassessment of
the working capital cycle.

(i) Increased a bank’s exposure to a group of connected
counterparties from 25 per cent to 30 per cent of the eligible capital base of
the bank, as a one-time measure. The increased limit will be applicable up
to June 30, 2021.

(iii) Increased the maximum permissible period of pre-
shipment and post-shipment export credit sanctioned by banks from one
year to 15 months, for disbursements made upto July 31, 2020;

(iv) Extension of timeline by excluding the period from
March 1, 2020 to August 31, 2020 from the calculation of review period
and resolution for accounts in review period and under resolution without
additional provisions as on March 01, 2020 respectively.

June 21, 2020

Credit facilities (Guaranteed Emergency Credit Line) extended under
the Emergency Credit Line Guarantee Scheme by lending institutions
were permitted to be assigned zero risk weight to the extent of guarantee
coverage.

July 01, 2020

(1) Released Eligibility criteria for NBFCs/HFCs under
the Scheme to improve the liquidity position of NBFCs/HFCs through a
Special Purpose Vehicle (SPV).

(i) Banks were permitted to reckon the funds infused by the
promoters in their MSME units through loans availed under the Credit
Guarantee Scheme for Subordinate Debt for stressed MSMEs issued by the
Credit Guarantee Fund Trust for Micro and Small Enterprises (CGTMSE)
as equity/quasi equity from the promoters for debt-equity computation.
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Date of Announcement Measures Announced

August 06, 2020 (M A window is provided under the Prudential Framework
to enable the lenders to implement a resolution plan in respect of eligible
corporate exposures without change in ownership, and personal loans, while
classifying such exposures as Standard, subject to specified conditions;

(i) Increased the permissible loan to value ratio (LTV) for
loans against pledge of gold ornaments and jewellery for non-agricultural
purposes from 75 per cent to 90 per cent;

(iii) Extended the one-time restructuring of MSME advances
for accounts classified as ‘standard’ as on March 01, 2020 and does not
exceed Rs 25 crore.

September 07, 2020 Based on the recommendations of the Expert Committee, Lending
institutions are required to consider five key ratios — Total Outside
Liabilities/Adjusted Tangible Net Worth (TOL/ATNW), Total Debt /
EBITDA, Current Ratio, Debt Service Coverage Ratio (DSCR), Average
Debt Service Coverage Ratio (ADSCR) — and the sector-specific thresholds
for each while preparing the financial assumptions in respect of resolution
plans. The thresholds for 26 sectors, as recommended by the Expert
Committee, were notified whereas the lending institutions were advised to
make their own internal assessments in respect of other sectors.

September 29, 2020 The implementation of the last tranche of 0.625 per cent of Capital
Conservation Buffer (CCB) was deferred from September 30, 2020 to April
1, 2021. The implementation of NSFR guidelines, which was to come into
effect from October 1, 2020 onwards was deferred by a further period of six
months. These guidelines shall now come into effect from April 1, 2021.

October 16, 2020 The celling for LTV ratios for housing loans sanctioned by banks on or
after October 16, 2020 till March 31, 2022 was increased to 90 per cent.

October 26, 2020 Reserve Bank advised the lending institutions about the Scheme announced
by Government of India for grant of ex-gratia payment of difference
between compound interest and simple interest for six months to borrowers
in specified loan accounts (1.3.2020 to 31.8.2020) (the ‘Scheme’) on
October 23, 2020.
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Prices and Inflation CHAPTER

CPI-Combined (C) inflation has moderated since 2013-14. However, inflation dynamics have
changed considerably in 2020. Overall, headline CPI inflation remained high during the
COVID-19 induced lockdown period and subsequently, due to the persistence of supply side
disruptions. The rise in inflation was mostly driven by food inflation, which increased to 9.1
per cent during 2020-21 (Apr-Dec). Due to COVID-19 induced disruptions, an overall increase
in the price momentum is witnessed, driving inflation since April 2020, whereas positive base
effect has been a moderating factor. The difference in rural-urban CPI inflation, which was
high in 2019, saw a decline from November 2019 that continued in 2020. Inflation ranged
between 3.2 per cent to 11 per cent across States/UTs in 2020-21 (Jun-Dec) compared to (-) 0.3
per cent to 7.6 per cent in the same period last year. Thali prices for both vegetarian and non-
vegetarian Thalis declined significantly in January-March 2020 before rising sharply during
April to November in both rural and urban areas before easing in December 2020. The easing
in CPI-C is expected to ease Thali prices going forward.

The Survey finds that sole focus on CPI-C inflation may not be appropriate for four reasons.
First, food inflation, which contributes significantly to CPI-C is driven primarily by supply-side
factors. Second, given its role as the headline target for monetary policy, changes in CPI-C
anchor inflation expectations. This occurs despite inflation in CPI-C being driven by supply-
side factors that drive food inflation. Third, several components of food inflation are transitory
with wide variations within the food and beverages group. Finally, food inflation has been
driving overall CPI-C inflation due to the relatively higher weight of food items in the index.
While food habits have undergone revisions over the decade since 2011-12, which is
base year of CPI, the same is not reflected in the index yet. The base year of CPI therefore
needs to be revised to overcome the measurement error that may be arising from the change
in food habits. For all these reasons, a greater focus on core inflation is warranted. Further,
given the significant increases in e-commerce transactions, new sources of price data capturing
e-commerce transactions must get incorporated in the construction of price indices. During
the year, the government took several measures to make crucial drugs for COVID-19 treatment
available at affordable prices, to stabilise prices of sensitive food items like banning of export
of onions, imposition of stock limit on onions, easing of restriction on imports of pulses etc.
However, consistency in import policy of sensitive food items warrants attention as frequent
changes in import policy of pulses and edible oils adds to confusion and delays. To rein in
the vegetable inflation, review of relevant buffer stock policies is essential. To avoid supply-
side disruptions that cause inflation seasonality in vegetables, food, CPI-C and in inflation
expectations, a system needs to be developed to reduce wastages and ensure timely release
of stock.
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INTRODUCTION

5.1 Year 2020 was unprecedented with the global pandemic of COVID-19 induced social
distancing disrupting economic activity globally. At the domestic level, two opposing forces
were at play. On the one hand, there was a dampening of demand owing to lower economic
activity. On the other hand, supply chain disruptions have caused spikes in food inflation that
have continued to persist during the unlocking of the economy, though the effect has softened
in the recent months. Overall, headline CPI inflation remained high during the lockdown period
and subsequently as well, due to the persistence of supply side disruptions (Table 1). At the
global level, inflation remained benign on the back of subdued economic activity as a result
of COVID-19 outbreak and sharp fall in international crude oil prices in advanced economies.
In Emerging Markets and Developing Economies (EMDEs), there was slight fall in inflation
on account of weaker economic activity, though there has been uptick in inflation in some
economies ending at similar levels as in the previous year (IMF, 2020) (Figure 1).

Table 1: General inflation based on different price indices (in per cent)

|| 2013141 2014-15 | 201516 | 2016-17 | 2017-18 | 2018-19 | 201920 | 2020-21*
WPI 5.2 1.2 1.7 3.0 4.3 1.7

-3.7 -0.1(P)
CPI-C 9.4 5.9 4.9 45 3.6 3.4 4.8 6.6 (P)"
CPI - IW 9.8 6.4 5.6 4.2 2.9 5.6 73 5.5¢
CPI-AL | 116 6.6 4.4 4.2 2.2 2.1 8.0 7.0
CPI-RL | 115 6.9 4.6 4.2 2.3 2.2 7.7 6.8

Source: Office of the Economic Adviser, Department for Promotion of Industry and Internal Trade (DPIIT) for
Wholesale Price Index, National Statistical Office (NSO) for CPI-C and Labour Bureau for CPI-IW, CPI-AL and
CPI-RL.

Notes: #CPI-IW inflation for 2020-21 is based on new series 2016=100; (P) - Provisional; C- stands for Combined,
IW- stands for Industrial Workers, AL - stands for Agricultural Labourers and RL- stands for Rural Labourers.

* April to December 2020 for WPI, CPI-C and April- November 2020 for others.

~ CPI-C inflation for the months of April-May, 2020 are imputed, which are based on limited set of observations
due to COVID-19 pandemic.

Figure 1: Annual Average Consumer Price Inflation in Advanced Economies and EMDEs
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Source: World Economic Outlook, October 2020 Update, IMF

Note: *The figure for 2020 is projected by IMF

Advanced Economies include 16 economies and EMDEs include 156 economies as per IMF
classification
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CURRENT TRENDS IN INFLATION

5.2 Headline inflation based on CPI-Combined (CPI-C) was on a downward path from 2014
to 2018. Though a rising trend was observed since 2019, a moderation in inflation is clearly
visible now (Figure 2). The average CPI-C inflation, which was 5.9 per cent in 2014-15, fell
continuously to 3.4 per cent in 2018-19 and recorded 4.8 per cent in 2019-20. It however
increased to 6.6 per cent in 2020-21 (Apr-Dec) before easing to a 15-month low of 4.6 per
cent in December 2020. Within various groups of CPI-C, the increase in inflation in the current
year was mainly driven by rise in food inflation, which increased from 0.1 per cent in 2018-19
to 6.7 per cent in 2019-20 and further to 9.1 per cent in 2020-21 (Apr-Dec), owing to build up
in vegetable prices. However, the swift steps taken by the Government eased food inflation
significantly to 3.4 per cent in December 2020 from a high of 11 per cent in October 2020. CPI
Core (non-food non-fuel) inflation declined from 5.8 per cent in 2018-19 to 4.0 per cent in 2019-
20 and averaged 5.4 per cent in 2020-21 (Apr-Dec) (Table 2). Rise in core inflation in the current
year is mainly on account of miscellaneous group which primarily co