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about 99% of the country’s outstanding external debt as of the end of December
2021 or 12 months’ worth of imports of goods in 2021-2022. India’s foreign
exchange reserves were sufficient to cover imports for 17.4 months a year ago. In
October 2021, India’s foreign exchange holdings reached a height of $642 billion.
Geopolitical concerns, the Federal Reserve’s monetary policy normalisation and
other factors will have an influence on FDI and FPI inflows, all of which have
been trending downward in recent months along with significant increases in oil
import costs. Nevertheless, we can still consider our current foreign exchange
reserves to be sufficient and comfortable. To retain our foreign exchange reserves
at a sufficient level to cover any unexpected withdrawals, we must make every
effort to increase exports, NRI remittance, FDI and FPI (Nayak, 2022).

Enhancing Private Sector Investment

Both the central and state governments have increased their capital spending
budgets in recent years, especially during COVID-19, to assist the recovery and
expansion of the Indian economy. Nevertheless, despite the tax decrease to 15%
for new manufacturing units, fresh capital investment from the private sector was
not occurring to the amount required. Additionally, capacity use decreased
significantly during COVID-19 and has now recovered to its pre-covid level.
Greater prospects for private sector investment have been created by recent
government programmes such as PLI, infrastructure focus, asset monetisation,
disinvestment and privatisation. Additionally, we are hearing signs of life in new
Capex and Greenfield projects.

PM Modi has appreciated the contribution the private sector has made to the
nation’s economic prosperity. We need significant private sector participation in
addition to the government’s push for investments and infrastructure if we are to
realise the aim of crossing the $5 trillion economy and then the $10 trillion
economy.

In 2021, India’s investment reported a ratio of around 29% of its nominal GDP,
down from 34% in the preceding quarter. A record high of 41.2% was reached in
September 2011 while a record low of 20.7% was reached in June 2020 (CEIC,
n.d.a).

Enhanced Savings Both Public and Private

According to a set of development indicators compiled by the World Bank, gross
domestic savings (% of GDP) was estimated at 29.92% in 2020. Unfortunately,
India’s gross savings have been trending downward. From 36% in 2007-2008 to
34.6% in 2012 to 30.1% in the 2019 fiscal year, it has been decreasing. As a
proportion of GDP, household savings decreased from 23% in 2012 to 18% in
2019. For the $5 trillion economy to flourish, we need a significant increase in
both private household savings and public sector savings (CEIC, n.d.b; Trading
Economics, n.d.).
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India’s Per Capita Income

India’s GDP per capita was estimated to be $1,797.76 in 2020, or 14% of the
global average.* International Monetary Fund (IMF) World Economic Outlook
projects that India’s GDP (nominal) per capita will be $6,118.36 and $2,191 at
current prices, respectively, in 2021 (Statistics Times, 2021).

Improving the per capita income is one of the goals of high growth. India needs
to catch up significantly in this area. India’s GDP per capita increased in 2019
from 6.45% to 18.4% of the world GDP per capita. For nominal per capita, India
is in the middle. It is 8 times greater than the poorest nation in the world and
60 times less than the richest nation. India is now ranked number 128 in terms of
GDP per capita and number 33 among Asian nations. India’s GDP per capita was
anticipated to reach $7,333 in 2021.

India’s Fiscal deficit

Due to the effects of COVID-19, India’s fiscal deficit for 2020-2021 was 9.3%
of GDP. For the fiscal year 2021-2022, a fiscal deficit of 6.9% of GDP has been
projected during budget 2021-2021. In addition, the budget deficit for FY2023
is projected to be larger than the target of 4.5% of GDP by 2026, at 6.4% of
GDP. As a result, the gross borrowings of the central government increased and
are now expected to reach around %15 lakh crores this year. Contrary to the
Finance Commission’s suggestion, the amount of borrowings by the centre
is currently higher than 80% of GDP and is expected to drop to 56.7% in
2025-2026.

These elevated borrowings from both centre and states have reduced the fiscal
space for the government for developmental expenditures. With the enhanced
growth in economy, it is expected that there will be buoyancy in tax collections
which will gradually allow the government to cut the fiscal deficit to 3% as per
FRBM Act.

The GST’s economic implementation has altered how taxes are seen in India.
GST unifies all domestic indirect taxes under one heading, with two or three
exclusions like those for alcohol, gasoline and other products. The tax share of
GDP increased from 10.3% in 2020-2021 to 11.7%, the highest level since
1999. India’s gross tax receipts climbed by 34% to exceed %27 lakh crore in
2021-2022, raising the tax-to-GDP ratio from 10.3% to 11.7%, the highest level
in 23 years.

It is encouraging to learn that GST revenues reached an all-time high in April
2022 of%1.68 lakh crore, compared to I1.42 lakh crore in March 2022. This bodes
well for the current fiscal year and suggests that the improved trend in GST
revenues will likely persist, assisting the government in reducing its reliance on
the fiscal deficit.

India collected ¥9.45 lakh crore in direct taxes and ¥10.71 lakh crore in indirect
taxes for the year 2021. The overall tax revenue collected by the union govern-
ment increased by 34% to ¥27.07 lakh crore in 2021-2022, exceeding the goal by
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%5 lakh crore. Direct tax revenue increased by 49% to ¥14.10 lakh crore and indi-
rect tax revenue increased by 20% to ¥12.90 lakh crore.

Analysis and Conclusion

This analysis demonstrates how the government and RBI, in particular the central
government, took advantage of opportunities for great enablers by policy reforms
and opening more sectors to the private sector to ensure that the Indian economy
will quickly make up for output losses and concentrate on a substantial revival of
the Indian economy and take forward with its pursuit of achieving $5 trillion. The
Chief Economic Adviser, V. Anantha Nageswaran, recently expressed confidence
that India would soon resume sustained growth of 8%—-9% and would become a
$5 trillion economy by FY2026. India today has one of the largest economies that
is expanding the fastest (PTI, 2022d).

The IMF lowered its prediction for global growth from 6.1% in 2021 to 3.6%
in 2022 and 2023 in the World Economic Outlook, published in April 2022. The
ongoing conflicts, rising commodity prices, supply disruptions, the COVID-19
and the lockdown of some of China’s major industrial cities, high inflation and the
prospect of rising interest rates, the winding down of asset purchases and excess
liquidity by major economies will all contribute to a reduction in global growth in
the year 2022 and 2023 (IMF, 2022).

The aforementioned elements could have a significant effect on the Indian
economy. In its most recent policy, the RBI hinted at reversing its accommodative
approach. For the purpose of reaching the future economic path, price stability in
monetary policy needs to be prioritised more, according to the RBI’s most recent
Report on Currency and Finance. The RBI also emphasised that the government
debt is outpacing expectations and exerting pressure on the long-term premium,
which is causing growth to slow. Fiscal consolidation does not impede growth
once the economy is stabilised. Unless strategic policy initiatives spanning both
taxes and expenditures aim at targeted consolidation, the debt trajectory might
significantly restrict fiscal flexibility (RBI, 2022, pp. 23—41).

In contrast to the prior projection of 4.5%, inflation is now expected to be 5.7%
during 2022-2023, according to the RBI’s April 2022 Monetary Policy. The RBI
has substantially reduced its expectations for economic growth in the current
fiscal year, pegged at 7.2%, while sharply increasing its projections for inflation,
which is a big challenge to India’s effort to reach a $5 trillion economy. The RBI
raised the repo rate by 40 basis points and boosted the cash reserve ratio by 50
basis points at its monetary policy meeting on May 4, 2022, in an effort to reduce
inflation, which was 6.95% at the end of March. In April 2022, India’s inflation
rate reached 7.79%, above the tolerance level of 2% above 4%. It is expected that
there will be further increase in interest rates to tame the inflation in India (RBI,
2022c, 2022d).

The government’s ‘Digital India’ initiative could raise the GDP to $1 trillion.
In fact, in 5 years, the government intends to boost the share of the digital sector
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in the GDP to 20%. The success of UPI by National Payments Corporation of
India is one of India’s digital achievements to display to the world. The payment
platform’s volume and value of transactions reached their highest levels since its
introduction in April with 558 crore transactions totalling ¥9.83 lakh core. The
notable projects driving to Digital India are as follows:

1. JAM (Jan Dhan-Aadhar-Mobile) initiative
2. DBT, initiative to connect panchayats

India can also emphasise on additional sustainable prospects like environmental,
social, and governance (ESG) and climate change. In India, the emphasis has now
shifted from profitability to ethical investing and ESG challenges. Though ESG is
still in its infancy in the Indian market compared to the industrialised nations, it
has begun to catch on. Institutional investors, venture capitalists, private equity
players and high networth individuals have begun investing in ESG funds. This is
seen in the corporates’ efforts to raise finance, which resulted in the issuance of
approximately $9.4 billion in ESG bonds in India in 2021.

Another area of climate action is that India has voluntarily agreed to reduce the
intensity of greenhouse gas emissions by 30%—35% by 2030.

Finally, India must make the most of the new commercial prospects presented
by the epidemic, the geopolitical environment and other factors in order to
maintain its rapid economic growth and eventually reach an economy size of
$5 trillion and then $10 trillion. Our government’s policies and enablers are going
in the right direction, and we’re dedicated to pursuing this further.

Therefore, it is crucial for all stakeholders to step up and make the dream of a
$5 trillion economy a reality at the earliest. It is hoped that this will enable equity
in addition to growth to provide job opportunities, increase per capita income and
improve the standard of living for all Indians.
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Notes

1. Also see, Aatmanirbhar Bharat Package. https://www.indiabudget.gov.in/anbp/

2. Production Linked Incentive (PLI) Schemes in India. https://www.investindia.gov.in/
production-linked-incentives-schemes-india

3. See FDI statistics at https://www.cdslindia.com/Publications/ForeignPortInvestor.html
https://data.worldbank.org/indicator/NY.GDP.PCAP.CD?locations=IN
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