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5 per cent, down from 6.1 per cent of real growth in FY19.

Even therate of Gross Fixed Capital Formation (GFCF), which represents invest-
ments inthe economy, was estimated at 28.1 per cent and 31.1 per cent at current
and constant prices, respectively. This was down from 29.3 per cent and 32.3 per
centrecorded in FY19.

When the NSO released the provisional estimates for FY20 on May 29, 2020,
GDP at constant prices was estimated to have grown only 4.2 per cent. Given the
worst contraction in FY21, in absolute terms, the nominal GDPfell to Rs 197 lakh
crore compared to Rs 203 lakh crorein FY20, and at an exchangerate of Rs 73.2 a
dollar, itamounted to $2.69 trillion.

Today, at current prices, India’s economy is worth alittle over $3 trillion. The
sectoral composition here approximately is 15 per cent agriculture, 30 per cent
industrial and 55 per cent services. Based on the official math, aswell as that of the
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International Monetary Fund (IMF), Indiais now predicted
to become a $5 trillion economy by FY27. The IMF had in its
April World Economic Outlook database forecast FY29 as
thetarget date butlater corrected itand advanced it to FY27.

We look at the government’s reforms since the announce-
ment of the goal and what more can be done to make this
target areality by FY27.

Agro Sector to Heavy-lift

Ahead ofthe Union Budget, Finance Minister Nirmala Si-
tharaman tabled Economic Survey 2021-22 which revealed
that the agriculture sector grew 3.9 per centin 2021-22 and
3.6 percent in 2020-21 despite the Covid-19 shock.

The share of agriculture and allied sectors in total gross
value added (GVA) of the
economy has settled at
around 18 per cent in the
long term. In 2021-22,
itis 18.8 per cent and in
2020-21itwas 20.2 per
cent, the survey revealed.

“The Indian economy
is driven by agriculture

STEP BY STEP - INDIA's GDP GROWTH
2007 6 $1.22 trillien
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have aresilient economy which should be capable of absorb-
ing shocks and doubling the farmers’income. Since the Indian
economyis driven by agriculture, it has to perform extraordi-
narily asit ismore vulnerable to many factors,” says Ravikar.

Agritech, Atma Nirbhar Bharat £ More
Agritechissetto playa verysignificantrolein addressingthe
current gaps in agriculture along with providing solutions
for future challenges. A dramatic increase in agricultural
outputisaabsolutely necessary for boosting India’s per capita
income from the current $1,800 to $3,600 and also for dou-
bling the income from farming.

“Smart agriculture is essential to bridge the disproportion
intheefforts and the output of the sector. Agritech companies
are poised to play a vital
rolein this context. Adop-
tion of technology in agri-
culture is helping in solv-
ing several pain points
across the spectrum of
traditional agriculture
value chains,” says Amith
Agarwal, Co-founderand

and is dependent on the P . - CEO, AgriBazaar.

sustainability of the en- 022 Theuneven qualityand
tire agricultural ecosys- — lack of large-scale quality
tem. However, there are testing can be addressed
some grave challenges in india’s GOP In Next § Years J through agritech firms

terms of crop risk man-
agement practices such
as pre-harvest and post-
harvest yield estimation,
crop loss assessment, market linkages, transparency, accu-
racy, the scale ofadvisory,and theimpact of extreme weather
eventsonagricultural productivity. These factors canbe ma-
jorly responsible for leakage in the agricultural system from
the perspective of financial stability as well,” says Navneet
Ravikar, Chairman and Managing Director, Leads Connect
Services.

Theintervention of advanced technologies in agriculture
is now an absolute necessity, for improving the monitor-
ing accuracy as well as bringing transparency to the system.
For instance, mandatory use of drone technologies and the
internet of things (IoT) for deciphering the crop condition
and complexities at the hyperlocal level. Instead of working
on different aspects of agriculture in isolation, the need now
is to push all studies relating to agriculture to considerthe
entire value chain.

The agriculture sector currently contributes $400 billion
tothe Indian economy, and if we areto achieve the $5 trillion
target, then it hasto outperform itself, say experts.

“Thereare challenges which cannotbe overlooked. Achiev-
ing a $5 trillion economictarget can be a possibility when we
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india’s GDP Growth Rate: B.7% for 2021-22
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offering quality manage-
ment and traceability
services. Inefficiencies in
the post-harvest supply
chain can also beaddressed through supply chain technology
and output linkages. Due to the record output of rice, wheat,
maize, pulses and oilseeds, India’s foodgrain production
is estimated to rise 3.74 per cent to a new record of 308.65
million tonnes in the crop year 2020-21, according to the
agriculture ministry.

Meanwhile, the credit flow for 2021-22 was fixed at Rs
16,50,000 crore, and till September 30, 2021 a sum of Rs
7,.36,589.05 crore had been disbursed. Again, under the At-
manirbhar Bharat Abhiyaan, the Centre announced Rs 2 lakh
crore concessional credit boost to 2.5 crore farmers through
Kisan CreditCards (KCC). As of 17 January,banks had issued
KCCst02.70 crore eligible farmers.

“The government needs to encourage technology inter-
vention by subsidising or developing aseamless platform for
bringing fintech institutions on board and supporting farm-
ers financially for adopting technology. Aggressive push is
requiredin the direction of market linkages,” Ravikaradvises.

woorve X

Gearing up the Industrial Sector
In the industrial sector, manufacturing is the primary com-
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UNRAVELLING THE NUMBERS

BUILDING BLOCKS OF THE FIRST TRILLION IN 2007:
= Strong Incentives
= improved infrastructure for investment and Detter safely nets
= Continued momentum in services & manufacturing
= Rise of the Rupee vis-d-vis the USD
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CONTRIBUTORS TO THE SECOND TRILLION IN 2014:
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= Green energy plan

= Production-linked incentive manufacturing push

= Digital @conomy dive

= Rs 145 lakh crore-plus infrastructure pipeline

= Targeted incentives for micro, small, and medium enterprises

Source: Proviwonal Estenates of Armual Naticnal incorme, 2020-22

ponent, though there are other contributors as well, such as
construction, utilities, which include electricity, gas, water
supply, etc. and mining and quarrying. All these sub-sectors
have theirissues, but there issome consensus on what’s lack-
ingin India’s industrial policy at a macrolevel.

Broadly, India has had two industrial policies, one in 1951
and theother during the economicreforms of1991. The 1991
policy reforms reversed the heavy involvement of the public
sectorin industry as envisaged in the 1951 policy. Theyrolled
back structural bottlenecks such as the licence and permit
raj system.

In 2011, the government came out with the National Man-
ufacturing Policy, with the objective of unleashing manufac-
turing’s potential and boosting the manufacturing sector’s
growth toat least 25 per cent of the national GDP by 2025.
Between 1993-94-and 2019-20 the share of manufacturing
inIndia’s GDP has been in the range of 14.8-18.1 per cent.
Compared to middle-income countries, the share of manu-
facturingin India’s GDPislow. It has not been able to capital-
ise onits labour cost and skill advantages to push large-scale
labour-intensive manufacturing.

This potential has not been realised as there are still many
industries faced with technological obsolescence, leading to

their sub-optimal growth. While strides have been made in
ease of doing business, the cost of doing business in India is
stillveryhigh, which discourages capital investment. Another
laggard in the sector’s growth has been the involvement of
the public sector in many industries, and some of them have
become exclusive monopolies, making the industry uncom-
petitive.

To boost India’s manufacturing, employment generation,
importreductionand export growth, the Centre announced
the production-linked incentive scheme (PLI) covering 14
significant sectors oftheeconomyandinvolvingatotal outlay
of Rs 3trillion. Ofthe total manufacturing outlay, about 80
per cent is concentrated in electronics, auto, and solar panel
manufacturing, Thefocus on the semiconductors/electronics
value chain is 50 per cent of outlay.

The Divestment Drive

Thegovernment has shown itsintent on the divestment front
with the new public sector enterprise policy, which classifies
public sector commercial enterprises as strategic and non-
strategic, and seeks to privatise the non-strategic sectors
while allowing a bare minimum presence even in strategic
sectors. The four broad strategic sectors are atomic energy,
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space and defence; transport and telecommunication; power,
petroleum, coal and other minerals; and banking, insurance
and financial services.

“Since disinvestment gives out a larger share of PSU owner-
ship to the open market, it sets the groundwork for a strong
capital market,” says Suraj Nangia, Partner & Head - Govern-
ment & Public Sector Advisory, Nangia Andersen LLP.

“The sale ofgovernment stake in the BSE PSU Index com-
panies amounting to $170 billion over the next three years
can be agame-changer for the Indian economy as it seeks
to achieve the target of $5 trillion. Greater and faster dives-
titures will create the fiscal space and help fund the capital
expenditure,’adds Nangia.

Whiletheloweringofthe divestment target for FY23to Rs
65,000 croreand therevision in the FY22 targetmay indicate
slow progress but this is part of the new strategy for the gov-
ernment. Tuhin Kanta Pandey, Secretaryofthe Department
of Investment and Public Asset Management (DIPAM) in
February, said, “Our basic track now is not minority stakes,
but privatisation which is the new
PSE policy. In privatisation, the
transactions takea lot of time, but
ourfocus should be on implemen-
tation of transactions.”

He added: “Target numbers will
remain rational; nothing stops us
from exceeding. Thatisthechange
intack; wewilllook at the econom-
icimpact of privatisation.”

India’s industrial sector also has
a misplaced preference for exces-
sively protecting organisedlabour.
All the country’s labour laws were
enacted during the 1920s and 30s
to protect the interests of the work-
ersintheindustrial sector, making
dismissing labourvirtuallyimpos-
sible due to fears of labour unrest.
As aresult, despite the industrial
growth, it has notled to increased
employment opportunitiesin the
organised sector.

The government has now re-
placed 29 fundamentally differ-
ent and sometimes contradictory
labour laws with four coherent la-
bour codes (passed in Parliament,
yettobeimplemented) that would
make labour markets far more
flexible and employment friendly.
The new labour law regime gives
employers the right to terminate
workers in enterprises with 300

“Smart agricultureis essential
to bridge the disproportionin
the efforts and the output of the
sector.Agritechcompanies are
poisedto playavitalroleinthis
context. Adoption of technology
inagricultureis helpinginsolving
several pain pointsacross the
spectrum of traditional agriculture
value chains”

AMITHAGARWAL, Co-founder
and CEO, AgriBazaar

or fewer workers (up from the previous threshold of 100
workers).

India’s Export Story: 0f Change £ Hope
The Union Ministry of Commerce and Industry in April re-
laxed several procedures underthe Export Promotion Capital
Goods (EPCG) scheme to reduce compliance requirements
and facilitate ease of doing business. Under the scheme, im-
ports of capital goods are allowed duty-free, subject to an
export obligation.

“The response from foreign investors hasbeen verygood in
thelast five years orso as evidenced by the all-time high level
of over $80 billion of flows last year. This momentum needs
to be sustained,” says Madan Sabnavis, Chief Economist,
Bank of Baroda.

There needs to be buoyancy in the economy to attract in-
vestmentand thishasbeen uneven in the last coupleofiyears.
Sabnavis says that the problem of NPAs was an issue that
made the financial system cautious but the“worst appears to
be behind us”. The doors are open
for private investment now.

Meanwhile, according to the
ministry, India’s overall exports
(services and merchandise)
touched $676.2billionin FY2021-
2022 as both the components hit
record highs. Overall exports were
$526.6billion and $497.9 billionin
2019-20 and 2020-21, respective-
ly. Merchandise exports crossed
the $400-billion milestone in
FY2021-2022 and stood at $421.8
billion,an increase of 44.6 per cent
and 34.6 per cent over FY2020-21
and FY2019-20, respectively.

Breaking Records
The ministry said that India’s ser-
vices exports set a new record of
$254.4 billion in FY2021-2022
beatingthe previous high of $213.2
billion in FY2019-20. Also, it hit
an all-time monthly high of $26.9
billion in March 2022. The minis-
try said that telecommunications,
computer and information ser-
vices, other business services and
transport are the top contributors
to services exports during April-
December2021.

Although, India on May 14
banned wheat exports with imme-
diate effect to manage the overall

66 | BW BUSINESSWORLD | 18 June 2022



food security and support neigh-
bouring and vulnerable countries,
as prices of commodities soar in
the country. Later, however, the
government allowed relaxation
and said that whatever wheat con-
signments have been handed over
to customs for examination and
registered into their systems on or
before May 13 would be allowed for
export. Wheat exports stood atan
all-time high of 7 million tonnes,
valued at $2.05billion,in 2021-22.
Union Minister Piyush Goyal
even said he is hopeful India’s ex-
ports will touch $410 billion in the
current FY and called for the reori-
entation of economic laws to suit
the changing needs of the time.

Ease of Business

The ease of doing business and the
ease of living are both veryimpor-
tantand need to co-exist to ensure
that the $5 trillion objective is ful-
filled in a shorter period, experts
believe.

“The government can help by
providing a platform for invest-
ment. However, the push has
to come from the private sector
which, in turn, would drive em-
ployment in future that will lead
to accelerated consumption and
growth,” said Bank of Baroda’s
Sabnavis. Prime Minister Modi
recently said there is an unprece-
dented emphasis on ease of doing
business as well as ease of living in
Indiaand thisis generating abelief
that India’s growthstory will move
forward.

Following the path of minimum
government and maximum governance, PM Modi empha-
sised that India has made ease of living, and ease of doing
business a priority,undertaking wide-ranging reforms. As per
reports, India isin second place in the global retailindex, the
third-largest energy consumer and the world’s third-largest
consumer market.

Forthe investments to take off and be sustained, several
factors such as opportunity, cost of funds and business envi-
ronment and, more importantly, ease of doing business must
fall in place. “Ease of business encompasses issues like taxa-

“Thelndianeconomy isdriven
by agriculture and is dependent
on the sustainability of the entire
agriculturalecosystem. However,
thereare some grave challenges
in terms of croprisk management
practices suchaspre-harvestand
post-harvestyield estimation,
croploss assessment, market
linkages, transparency, accuracy,
the scale of advisory, and the
impact of extreme weather events
onagricultural productivity. These
factors canbe hugely responsible
forleakagein the agricultural
system from the perspective of
financial stability as well”
NAVNEET RAVIKAR, Chairman
and Managing Director, Leads
Connect Services

tion, access to capital which canbe
the debt market or banks, getting
permissions forvarious utilities, ac-
cess toinfrastructure, resolution of
bankruptcy, etc. Therefore, easing
progressively conditions for doing
business continuously is a neces-
sary condition to keep enterprises
alive,”says Sabnavis.

The Union Finance Ministryhas
also said that the focus on capex
in the current fiscal’s budget will
enhance manufacturing and tax
revenue collections, thereby keep-
ing India on track to the $5 trillion
goal.Itsaid that taxrevenues in the
last FYincreased by arecord 34 per
cent to Rs 27.071akh crore.

Ease of living is also important
from the point of view of consump-
tion which accounts for around 60
per cent of total GDP. “Job crea-
tion is necessary so that there is
income being generated which, in
turn, is spent that leads to higher
investment. Thus there is a virtu-
ous chain that is created where the
higher investment also brings in
morejobs,” adds Sabnavis

The Big Infra Push
EconomicSurcey2021-22says that
India needs to spend about $1.4
trillion on infrastructure to achieve
the $5 trillion economy dream by
FY25. “Keepingthis objective in
view, the National Infrastructure
Pipeline (NIP) was launched with
a projected investment of around
Rs 111 lakh crore ($1.5 trillion)
during FY 2020-2025 to provide
world-class infrastructure across
the country and improve the qual-
ity of life for all citizens,” the survey said.

Under the NIP, infrastructure development would be
geared towards improving the ease of living or the physical
quality of life. It can initiate a virtuous cycle of higherinvest-
ments, growth and employment generationin the economy.
It will be accompanied by a shift in the underlying demo-
graphics of the country — increase in urbanisation levels, a
growing workable population and increase in the share of
employed individuals in the services sector inurban areas.

“Housing, water supply, sanitation services, and transpor-
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tation infrastructure will be more
in demand as urbanisation occurs.
Quality of life is essential since it
leads to increased productivity,
which, in turn, leads to increased
demand for goods and services and
hence stimulating the overall econ-
omy,” says Pradeep Misra, CMD,
REPL.

Gati To Infra Work

In October 2021, Modi launched
the PM Gati Shakti, a Rs 100 lakh
crore national master plan for
multi-modal connectivity. The gov-
ernment is aiming to increase the
length of the national highway net-
work to 200,000 km, create more
than 200 airports, heliports and
water aerodromes, and double the
gas pipeline network to 35,000 km
by 2024-25. In addition, it aims to
set up 11industrial corridors, two
new defence corridors, 4G connec-
tivityin all villages, and increase re-
newable energy capacityto 225 GW
from87.7 GW.

Most importantly, it involves the
creation of a common umbrella
platform through which infra-
structure projects can be planned
and implemented with coordina-
tion between various ministriesand
departments on a real-time basis.
This will go a long way in ensuring
on-time project completion and re-
ducing cost overruns. According to
areport on infrastructure projects
monitoring, released by the Minis-
try of Statistics and Programme Implementation (MOSPI)
for October 2021, atotal of4.38 projectsin the infrastructure
sector worth more than Rs 150 crore were affected by cost
overruns totalling Rs 4.34.1akh crore.

In the same month, the government brought reforms for
the procurement side, such as quality-cam-cost based selec-
tion method (QCBS), a long-standing industry demand.
It also said that single bids getting rejected shouldn't be a
default practice, and most importantly, the release of 75 per
centof billamountsto the contractor should be made within
10 days at the running bill stage to ensure healthy cash flow
in the system. In the long run, the government will have to
focus on improving project preparation processes, ensuring
sanctity and enforcement of contracts and building up the

“Housing, water supply,
sanitation services, and
transportationinfrastructure will
beinmore demand as urbanisation
occurs. Quality of lifeis essential
sinceitleadstoincreased
productivity, whichin turnleads to
increased demand for goods and
services and hence stimulating the
overalleconomy”

PRADEEP MISRA,
CMD, REPL

capacity of banking and financial
institutions such as IIFCL and SBI
to providelong-term infrastructure
finance.

Taxation Reforms

After launching the GST at mid-
nightin Parliament’s Central Hall
in 2017, the nextbig tax reform from
the government came in September
2019, when it slashed the basic cor-
porate tax rate to 22 per cent from
30 per cent fordomestic companies
which don't avail any exemption/
incentive, givinga Rs1.45 lakhcrore
stimulus aimed at reviving private
investment in the economy.

Abhishek Murlidharan and
Prasanna Tantri of Indian School
of Business wrote in a note that
the corporate tax cut played an
important role in the revival of the
private capital expenditure that is
ongoing. “Although the tax cut was
not announced as a Covid response
measure, it seems to have played an
important role in ensuring corpo-
rate sector resilience to the crisis,”
theyadd.

Then in August 2021, the Parlia-
ment cleared the Bill to end retro-
spective tax and did away with all
retrospective taxes imposed on in-
directtransferof Indian assets made
before May 28, 2012. “The govern-
ment’s move of nullifying the retro
tax has given impetus to India’s $5
trillion economy goal, instilling in-
vestor confidence by providing a
predictable tax regime. India was looked down for this when
they levied a cumulative Rs 1.10 lakh crore of tax on 17 enti-
ties,” says Nangia.

July 2022 will mark five years of the GST regime. April
2022 collections touched an all-time of Rs 1.68 lakh crore,
reflecting the recoveryof’business activity. The finance min-
istry has attributed therise to strictenforcement action taken
against errant taxpayers. However, the regime has a lot of
scope for reforms by bringing exempted products such as
petroleum under itand rationalising the tax slabs.

Acton Climate Change
Astheentire globe is bearing the brunt of climate change,
India canlose a massive $6 trillion by 2050, analysts have
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pointed out. However, in case the
present trend of substantial in-
vestments in emission reduction
efforts continues, India could wit-
ness economic gains of approxi-
mately $11 trillion by 2070, as per
a Deloitte report.

According to experts, the econ-
omy is directly related to the dam-
age caused by climate change and
sectors like services, manufactur-
ing, retail and tourism, construc-
tion and transport can be highly
affected. On aworrying note, all of
them currently constitute over 80
per centofIndia’s GDP.

Apart from that, climate change
is likely to impact the reliability of
seasonal agricultural output along
with impact revenue from the sec-
tor. Explaining how recent devel-
opments like heatwaves and farm
fires impact the economy Amith
Agarwal of AgriBazaar says, “The
measures by the Indian govern-
ment are essential to ensure the
food security of our nation. As an
organisation, we strongly believe
in prioritising our national interest
above everythingelse.”

The countryisalready planning
to establish 500 gigawatt (GW) of
installed renewable energy capac-
ity by 2030. International invest-
ment in new clean power capacity
will surpass $10 trillion around
2050. Union Power Minister R.K.
Singh said in an earlier statement
that India has decreased CO2
emission intensity by 28 per cent
over 2005 levels.

The objectivein its Intended Nationally Determined Con-
tribution (INDC) under the Paris climate change COP21
accord is an outflow force decrease of 35 per cent from the
2005 level by2030. The Centre also desires to cross its INDC
responsibilities wellinside the committed period and expects
that by 2050, 80-85 per cent of the general power limit will
come from renewables.

“Itis very important to understand the possible impacts
ofany action or decision so that appropriate measures can
be taken to mitigate theassociated risks. Itisalso essential to
consider that situations can be improved when we succeed
inidentifyingsituation-specific problems and issues. Hence,

“Sincedisinvestmentgivesouta
largershare of PSUownership tothe
openmarket, it sets the groundwork
for astrong capitalmarket. Thesale
ofgovernmentstakeinthe BSEPSU
Indexcompanies amountingto $170
billionoverthenext three yearscan

be agame-changer for the Indian
economy asitseekstoachieve the
targetof SStrillion.Greaterand
faster divestitures will create the
fiscal space and help fund thecapital
expenditure”
SURAJNANGIA, Partner £ Head

- Government and Public Sector
Advisory, Nangia Andersen LLP

before initiating any discussion on
improving thesituation, weneed to
revisit the basic question of identi-
fyingthe problemsaccurately,” says
Navneet Ravikar of Leads Connect
Services.

The Next $2 Trillion

On May 31, 2022, the provisional
GDP numbers came in for FY22.
The growth recorded for the fis-
calis estimated at 8.7 per cent as
against the contraction of 6.6 per
centin FY21. The figure is slightly
down from the second advanced
estimate of 8.9 per cent released
in February. However, Q4 growth
for the fiscal slowed down to 4.1
per cent on account of localised
restrictions during the Omicron
wave inJanuary and February and
high inflationary pressures denting
private consumption.

Nominal GDPor GDP at current
prices in FY2021-22 is estimated
to attain alevel of Rs 236.65 lakh
crore, as against Rs 198.01 lakh
crorein 2020-21, showingagrowth
rate of 19.5 per cent. On March 31,
the rupee-dollar exchange rate
stood at Rs 75.91. This translates
to $3.11trillionin US dollar terms.

India will have to keep its nomi-
nal growth rate at 13 per cent for
the next five years, accounting for
a 3 per cent annual average rupee
depreciation to hit the milestone
of $5 trillion by FY27, as predicted
by the IMF. This is not going to be
easy though. The FY25 target for
sure seems to be a distant dream given current growth rates
and the pace it can maintain in the nexttwo years.

The Provisional Estimates of Annual National Income,
2021-22, give hope. The numbers leave India as the fastest-
growing major economy in the world. India has a great op-
portunity from here to reorient policies and accelerate the
reform agenda across sectors to steer its economy towards
the big dream. Doing so would lift a large number of people
out of poverty and possibly establish the country as a strong
manufacturing base to alterthe balance in Asia. @

arjun@businessworld.in;
abhishek @businessworld.in
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