State of the Economy*

The global economy is in a state of flux, reeling from
the twin shocks of trade policy uncertainties and o spike
in geo-political tensions. In this state of elevated global
uncertainty, varvious high-frequency indicators for May
2025 point towards resilient economic activity in Indin
acvoss the industvial and services sectors. Agriculture
showed a broad-based increase in production across
most major crops durving 2024-25. The domestic prices
situation vemains benign with headline inflation staying
below the target for the fourth consecutive month in May.
Financial conditions vemained conducive to facilitate an
efficient transmission of rate cuts to the credit market.

Introduction

The global economy is in a state of flux, reeling
from the twin shocks of trade policy uncertainties
and a spike in geo-political tensions. The optimism
from a temporary tariff freeze and trade deals has
kept financial market sentiments buoyed in May and
early-June 2025. However, following the outbreak of
the Iran-Israel conflict, heightened uncertainty and
volatility have once again gripped financial markets.
Meanwhile, the OECD and World Bank reports
released in June have reaffirmed the possibility of
a marked deterioration in the medium-term global
economic prospects amidst rising trade barriers and
restrictions.

Reflecting the trade policy uncertainties, high-
frequency indicators on global manufacturing activity
for the month of May contracted for the second
consecutive month. Global supply chain pressures
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also intensified. While food prices softened, non-food
commodity prices have shown volatile movements
accentuated by geopolitical tensions. Crude oil prices
surged since June 13 on renewed tensions in the
Middle East while gold prices also rallied on safe-
haven demand. In contrast, the US dollar witnessed a
depreciating trend, hitting a three-year low on June 12
following tariff uncertainty and fiscal debt concerns.
Since June 13, the US dollar, however, strengthened
somewhat in response to rising geo-political risks.
Headline inflation rates among Advanced Economies
(AEs)
Economies (EMDEs) showed marked variations in

and Emerging Markets and Developing
their trajectories during April-May, driven mostly by
country-specific factors. Amidst heightened concerns
on their domestic growth outlook, several central
banks utilised the headroom provided by lower
inflation prints to further reduce policy rates.

On the domestic front, the provisional estimates
released in May have reaffirmed growth to be 6.5 per
cent in 2024-25, with a significant sequential pick-
up in Q4. Various high-frequency indicators for May
point to signs of resilient economic activity across
the industrial and services sector. In fact, among the
countries surveyed for the Purchasing Managers'
Index (PMI), overall expansion in activity was the
highest in India with the expansion in new export
orders witnessed in May being an outlier, amidst
contraction seen in other major economies. Capacity
utilisation by manufacturing firms remained above
its long-period average. High-frequency indicators of
aggregate demand for May also suggested a pick-up in
rural demand, especially given the strong performance
of the agricultural sector. Forward-looking surveys
of consumer sentiments show stable consumer
confidence for the current period and improved
optimism about the future.! All of these indicate

1 Reserve Bank of India's Urban Consumer Confidence Survey (UCCS)
and Rural Consumer Confidence Survey (RCCS) for May 2025 (Annex Chart
Al and A2).
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considerable resilience of the Indian economy,
notwithstanding the global economic, trade, and geo-

political uncertainties.

Domestic inflation remains benign with headline
inflation remaining below the target for the fourth
consecutive month in May. Record domestic crop
production in 2024-25 agricultural season is translating
into a sharp and sustained easing of food price
inflation. Steady core [Consumer Price Index (CPI)
excluding food and fuel] inflation, with indications of
some softening after excluding the impact of volatile
and elevated gold and silver prices, indicates that

underlying inflationary pressures remain muted.

Equity markets registered modest gains during
May-June, notwithstanding fluctuating movements
caused by global cues on economic outlook, tariff-
related news and the evolving domestic scenario.
With the flaring up of geopolitical tensions in the
Middle East, the equity market registered a brief
sharp fall before witnessing a significant rebound
on June 20. Although credit growth decelerated in
April — notably in the agriculture and services sectors

— non-bank sources of credit, including external
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commercial borrowing (ECB) inflows continued to be
healthy, although it moderated from March. Overall,
financial conditions remained conducive to facilitate
an efficient transmission of rate cuts to the credit
market. The external sector continued to be robust,
with adequate forex reserve cover for imports and

external debt.

Set against this backdrop, the remainder of the
article is structured into four sections. Section II
covers the rapidly evolving developments in the
global economy. Section III provides an assessment
of domestic macroeconomic conditions. Section IV
encapsulates financial conditions in India, while

Section V presents the concluding observations.

II. Global Setting

Global economic prospects remained fragile even
as economic and financial uncertainty receded from
their heightened levels in April buoyed by optimism
emanating from the US tariff freeze and bilateral trade
deals (Chart I1.1). Since June 13, however, uncertainty
once again loomed large over the macroeconomic
landscape in the wake of renewed geopolitical
turbulence in the Middle East.

Chart IL.1: Uncertainty Indicators
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The OECD’'s Economic Outlook released in
June 2025 revised the global GDP growth forecast
to 2.9 per cent for both 2025 and 2026. The growth
forecasts are lower from their March release by 20
basis points (bps) for 2025 and 10 bps for 2026. This
revision stemmed from the assumption that bilateral
tariff regimes, as in mid-May, would persist unaltered
throughout the remainder of 2025 and into 2026. The
deteriorating economic prospects were most acutely
visible for North America and parts of Asia, notably
China (Table II.1). Moreover, the World Bank in its
latest Global Economic Prospects (GEP), projected
global GDP growth (using PPP weights) to decelerate
to 2.9 per cent in 2025 but recover marginally to 3.0
per cent in 2026. The cumulative decline of 50 bps in
projections [30 bps in 2025 and 20 bps in 2026] has
been primarily attributed to increased trade tensions

and heightened policy uncertainty. Global trade has
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also been projected to decelerate to 1.8 per cent in
2025, marking a downward revision of 1.3 percentage
points from the previous release.

The global composite PMI expanded to 51.2
in May, albeit at a modest pace. While global PMI
services showed an expansion led by the business
services sector, the global manufacturing PMI
contracted for the second successive month in May
to a five-month low of 49.6 (Table 11.2). Export orders
across manufacturing and services remained in the
contraction zone for the second consecutive month in

May.

In May 2025, there were marked variations in the
global composite PMI readings across jurisdictions.
While the US and the UK showed an improvement in
business conditions, the Eurozone and Japan reported
a moderation (Chart I1.2a). The significant expansion

in new export orders for India was an exception,

Table I1.1: GDP Growth Projections — Select AEs and EMDEs

Organisation OECD World Bank

Projection for 2025 2026 2025 2026
Month of Projection March June March June January June January June
World* 3.1 2.9 3.0 2.9 3.2 2.9 3.2 3.0
Advanced Economies L7 1.2 18 1.4
Us 2.2 1.6 1.6 1.5 23 1.4 2.0 1.6
UK 1.4 13 1.2 1.0

Euro Area 1.0 1.0 1.2 1.2 1.0 0.7 1.2 0.8
Japan 1.1 0.7 0.2 0.4 1.2 0.7 0.9 0.8
Emerging Market and Developing Economies 4.1 3.8 4.0 3.8
Russia 13 1.0 0.9 0.7 1.6 14 1.1 1.2
Emerging and Developing Asia

India* 6.4 6.3 6.6 6.4 6.7 6.3 6.7 6.5
China 4.8 4.7 4.4 4.3 4.5 4.5 4.0 4.0
Latin America and the Caribbean 2.5 2.3 2.6 2.4
Mexico -1.3 0.4 0.6 1.1 15 0.2 1.6 1.1
Brazil 2.1 2.1 1.4 1.6 2.2 24 23 2.2
Middle East and North Africa 3.4 2.7 4.1 3.7
Saudi Arabia 3.8 1.8 3.6 2.5 3.4 2.8 5.4 4.5
Sub-Saharan Africa 4.1 3.7 4.3 4.1
South Africa 1.6 1.3 1.7 1.4 1.8 0.7 1.9 1.1

Notes: 1. *: Projections by the World Bank are PPP weighted.

2. #;India’s data is on a fiscal year basis (April-March), while for all other countries it is for calendar years.
Sources: OECD Economic Outlook, June 2025; and Global Economic Prospects, World Bank, June 2025.
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Table I1.2: Global Purchasing Managers’ Index

May-24 | Jun-24

PMI Composite
PMI Manufacturing
PMI Services

PMI Export Orders

PMI Export Orders:
Manufacturing

PMI Export Orders:
Services

[ 94 | 501 | 06 | 501 |

Jan-25 | Feb-25 | Mar-25 | Apr-25

B 50

<< << <<Contraction

Expansion>>>>>>

Notes: 1. The Purchasing Managers' Index (PMI), a diffusion index, captures the change in each variable compared to the prior month, noting whether
each has risen/improved, fallen/deteriorated or remained unchanged. A PMI value >50 denote expansion; <50 denote contraction; and =50

denote 'mo change'.

2. Heat map is applied on data from April 2023 till May 2025. The map is colour coded-red denotes the lowest value, yellow denotes 50 (or the no
change value), and green denotes the highest value in each of the PMI series.

Source: S&P Global.

with most major economies continuing to record a
contraction (Chart 11.2b).

Commodity prices continued their downward
movement in May 2025, as indicated by both the
Bloomberg Commodity Index and the World Bank
Commodity Price Index. This downtrend was aided by
lower food prices that offset an uptick in energy and

industrial metal prices. Food prices? moderated by 0.8

per cent month-on-month (m-o-m) in May, primarily
driven by a decline in the prices of vegetable oil, sugar,
and cereals (Chart 11.3a). High frequency commodity
price data for June indicate a sharp pick-up in crude
oil prices from their end-May levels on account of
escalating geopolitical tensions between Russia and
Ukraine, as well as intensifying conflict between Israel

and Iran. Copper prices also saw an uptick in June,

Chart I1.2: Purchasing Managers’ Index: Comparison across Jurisdictions

a. S&P Global Composite PMI
(Index)

b. PMI Export Orders
(Index)
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Chart I1.3: Commodity and Food Prices
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aided by US-China trade truce and speculation over
potential US import duties on the metal. Gold prices
have remained elevated so far in June, bolstered by
safe-haven demand amidst concerns about mounting
US debt and geopolitical risks (Chart 11.3b). Amidst
ongoing trade tensions, the Global Supply Chain
Pressure Index (GSCPI) rose above its historical
average levels to 0.19 in May 2025 suggesting some
stress in supply chain (Annex Chart A3).

Recent readings of inflation point to diverging
trajectories in AEs as well as EMEs. While inflation
in the Euro area moderated to below target in May
supported by lower energy prices, inflation in
the UK edged up while that in Japan and the US
continued to remain sticky and above the target due
to pressures from inflation in the services sector
(Chart 1l.4a). Among EMEs, while CPI inflation in
Brazil and Russia remained elevated above the target

Chart I1.4: Headline Inflation
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rate, China continued to experience deflation amidst
weak domestic demand and persistent employment
uncertainty. Inflation in South Africa remained below
target (Chart I1.4b and Annex Chart A4).

In May, global equity markets regained their lost
ground, buoyed by improved sentiments on signs of de-
escalation of trade tensions and upbeat earnings report
(Chart IL.5a). The uptrend continued in early June,
supported by the announcement of a breakthrough in
trade negotiations between the US and China. With
uncertainties receding from its heightened level of
April, global VIX exhibited a decline in May, though
punctuated with sporadic upticks within a tight range.
However, the rally in global equities was subsequently
capped by a resurgence in geopolitical risks. The
global VIX also increased from around mid-June.
Yields on US government securities hardened in May

State of the Economy

on concerns regarding higher near-term inflation and
increased term premia on account of the worsening
US fiscal outlook, while EME spreads widened amidst
increased risk-off sentiment (Chart I1.5b). In June (up
to June 20, 2025), yields in the US remained volatile as
rising geopolitical tensions also resulted in higher safe
haven demand. EME spreads continued to increase
on intensifying geopolitical tensions. The US dollar
appreciated somewhat in the first half of May, fuelled
by a US-China tariff suspension but shed gains
subsequently on growth slowdown fears and fiscal
concerns. In June (up to June 20, 2025), weak signals,
emerging from the Institute for Supply Management
(ISM) PMI, labour market and lower-than-expected CPI
in the US, have continued to exert bearish pressure on
the dollar though some appreciation was witnessed
after the Israel-Iran conflict on safe haven demand

Chart I1.5: Global Financial Markets
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(Chart I1.5¢). Mirroring the dollar movement, the
MSCI EME Currency Index has increased since May,
with equity markets recording inflows; however, a
reversal in trend has been witnessed since mid-June
(Chart 11.5d).

In the monetary policy meetings conducted during
May-June 2025, most central banks continued to
lower policy rates amidst heightened macroeconomic
uncertainties. Among AEs, New Zealand and South
Korea reduced their policy rates by 25 bps in May
while ECB and Sweden reduced their policy rates by 25
bps in their June meetings. Switzerland also reduced
its key rate in June by 25 bps to zero amidst domestic
deflation. On the other hand, Canada, Japan, the UK,
and the US maintained status quo on policy rates in
June amidst uncertain macroeconomic outlook (Chart
[1.6). Several EME central banks undertook policy
easing to support growth. In May, Indonesia and
South Africa reduced their policy rates by 25 bps each,
while Mexico pared its benchmark interest rate by
50 bps. In June so far, Philippines cut its benchmark
rate by 25 bps. In contrast, Brazil delivered 25 bps rate
hike in June, following a 50 bps increase in May due

ARTICLE

to persistent domestic inflation, raising the policy rate
to a near 20-year high.

III. Domestic Developments

Amidst elevated global trade uncertainty, the
Indian economy remained resilient, registering the
highest growth among the world's major economies,
with the latest estimates for 04:2024-25 indicating a
sharp pick-up in momentum.

Aggregate Demand

The provisional estimates (PE) of national income
released by the National Statistical Office (NSO)
on May 30, 2025 placed India's real gross domestic
product (GDP) growth at 6.5 per cent for 2024-25,
same as the second advance estimates (SAE). The dual
engines of India’s growth—private final consumption
expenditure (PFCE) and gross fixed capital formation
(GFCF)—contributed 4 percentage points and 2.4
percentage points, respectively, to GDP growth.

In terms of the quarterly trajectory, the Indian
economy registered a growth of 7.4 per cent in
Q4:2024-25, notably higher than 6.4 per cent recorded

Chart IL.6: Policy Rates
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in the preceding quarter. The pick-up in growth was
mainly driven by fixed investment, which increased
sharply to 9.4 per cent from a low of 5.2 per cent in the
preceding quarter, owing to a sustained momentum in
construction activity. Despite a challenging external
environment, the contribution of net exports to GDP
was the highest since 02:2020-21. The contribution of
PFCE and government final consumption expenditure
(GFCE), however, moderated (Chart I11.1).

High-frequency indicators for May present mixed
signals on aggregate demand. Urban demand showed
signs of moderation as passenger vehicle sales
declined with a sharp drop in entry-level segment.
However, rural demand improved as evident from
the increase in the retail sales of two-wheelers.’
During May 2025, household demand for work under
the Mahatma Gandhi National Rural Employment
Guarantee Scheme (MGNREGS) picked up, following
the pursuit of alternative avenues for employment

Table III.1: High-frequency Indicators—Rural and Urban Demand-Growth Rate

May-24| Jun-24 | Jul-24 | Aug-24 | Sep-24 | Oct-24 | Nov-24| Dec-24 | Jan-25 | Feb-25 | Mar-25 | Apr-25 |May-25
Urban | Domestic Air Passenger Traffic | 5.9 6.9 7.6 6.7 7.4 9.6 13.8 | 10.8 | 141 | 121 9.9 9.7 3.7
Demand | Retail Passenger Vehicle Sales | -1.0 6.8 10.2 | -4.5 2.0 155 | -103 | 6.3 1.6 3.1
Retail Automobile Sales 2.6 0.7 13.8 2.9 11.2 6.6 -7.2 0.7 3.0 5.1
Rural | Retail Tractor sales A1 119 | -114 | 147 | 31 | 299 | 258 | 52 |-145 | 57 | 76 | 238
Demand | MGNREGA: Work Demand 143 134 | 7.6 | 39 144 | 28 | 22 | 65 | 45
Retail Two-wheeler Sales 2.5 -8.5 - 15.8 - 4.2 -6.3 -1.8 2.3 7.3
I T
< <Contraction Expansion>>
Notes: 1. The y-o-y growth (in per cent) has been calculated for all indicators.

2. Heat map, applied on data from April 2023 till May 2025, translates the data range for each indicator into a colour gradient scheme with red
denoting the lowest values and green corresponding to the highest values of the respective data series.
3. The data on Domestic Air Passenger Traffic for May 2025 growth rate is calculated by aggregating daily data.
Sources: Airports authority of India; Federation of Automobile Dealers Associations (FADA); and Ministry of Rural Development, Gol.

3 The retail sales of two-wheelers in rural areas increased by 9.9 per cent as compared to 3.6 per cent in urban areas in May, 2025 (FADA press release).
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in the pre-sowing lean agricultural period and an
increase in MGNREGS wage rates (Table III.1).

Employment indicators in May 2025 present a
mixed picture. As per monthly Periodic Labour Force
Survey (PLFS), the all-India unemployment rate rose
to 5.6 per cent in May from 5.1 per cent last month,
with a sharper increase in rural vis-3-vis urban areas.
Increase in unemployment was partly driven by
seasonal agricultural patterns and extreme heat in
some regions, limiting outdoor work.* Organised job
listings, as per the Naukri JobSpeak Index, moderated
—dragged down by information technology (IT), retail,
and banking and financial services — while sectors
like insurance, real estate, oil and gas and emerging
technologies recorded growth. However, the PMI
employment diffusion indices signalled strong job

creation in organised manufacturing and services,
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with 14 per cent of firms reporting increased payrolls
(Table I11.2).

Overall economic activity remained robust in
May 2025, with key high-frequency indicators like
E-way bills, Goods and Services Tax (GST) revenue,
toll collections, and digital payments showing
strong growth (Table II1.3). GST revenue collections
surpassed the X2 lakh crore mark for the second
consecutive month in May, boosted by import-related
GST receipts.” Petroleum consumption expanded
for the first time in the last four months, driven by
petrol. Unseasonal rains and premature onset of
monsoon, however, led to a reduction in electricity
demand.®

Government Finances

(PA) for 2024-25
released on May 30, 2025, confirmed that the fiscal

The provisional accounts

Table I11.2: High-frequency Indicators—Employment-Growth Rate

May-24 | Jun-24| Jul-24| Aug-24| Sep-24| Oct-24 | Nov-24 | Dec-24| Jan-25| Feb-25| Mar-25| Apr-25| May-25

Unemployment rate
(PLFS: All-India) 51 56
Unemployment rate
(PLFS: Rural) 45 51
Unemployment rate
(PLFS:Urban) 65 69
Naukri JobSpeak Index 18| 76|08 34| 6o 100] 20| 87| 39| 40| 5| 89| 03
EPFO Net pay roll 172| 62| 58| 12| 162 90| -234| -176| -142 1.2
addition
PMI Employment; s34|  s541| 537|535 s21| 533| 529| 534| 548 545 534| 42| 549
Manufacturing
oMl Employment 535  537| 535| 31| 34| 43| s66| 555 563 s62| s25| s39| s71

ervices

[ s |

< <Contraction

Expansion> >

Notes: 1. The y-o-y growth (in per cent) has been calculated for all indicators (except for PMI).
2. The heat map translates the data range for each indicator into a colour gradient scheme with red denoting the lowest values and green

corresponding to the highest values of the respective data series.

3. Heat map is applied on data from April 2023 till May 2025, other than for EPFO Net Pay roll addition, where the data is till March 2025.
4. All PMI values are reported in index form. A PMI value >50 denote expansion; <50 denote contraction; and =50 denote 'no change'. In the
PMI heat maps, red denotes the lowest value, yellow denotes 50 (or the no change value), and green denotes the highest value in each of the

PMI series.

5. All PLFS indicators are in Usual Status and for persons aged 15 years and above.
Sources: Ministry of Statistics and Program Implementation (MoSPI), Gol; S&P Global; Employees’ Provident Fund Organisation and Info edge.

4 https://www.mospi.gov.in/sites/default/files/press_release/Press_note_MB05 Monthly bulletin%20-Final 1.pdf

> https://economictimes.indiatimes.com/news/economy/finance/gst-collections-jump-16-4-to-rs-2-01-lk-cr-in-may/articleshow/121547915.

cms?from=mdr

6 https://www.thehindu.com/business/Industry/spot-electricity-prices-declined-substantially-in-may-amid-reduced-demand-indian-energy-exchange/

article69655753.ece
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Table II1.3: High-frequency Indicators—Economic Activity—-Growth Rate
May-24 | Jun-24 | Jul-24 | Aug-24 | Sep-24 | Oct-24 |Nov-24 | Dec-24 | Jan-25 | Feb-25 | Mar-25 | Apr-25 |May-25
GST E-way Bills 17 16.3 19.2 12.9 18.5 16.9 16.3 17.6 23.1 14.7 20.2 234 18.9
GST Revenue 10 7.6 10.3 10 6.5 8.9 8.5 73 12.3 9.1 9.9 12.6
Toll Collection 3.6 5.8 0.4 6.8 6.5 7.9 11.9 9.8 14.8 11.9
Electricity Demand 13.6 8 4 0.8 -0.4 3.7 5.1 13 5.7 2.8
Petroleum Consumption 1.9 2.3 10.7 ’- 4.1 10.6 2 3 -3.1 0 1.1
Of which: Petrol 3.4 4.6 10.5 8.6 3 8.7 9.6 11.1 6.7 5.7 5 9.2
Diesel 24 1 45 2.5 -1.9 0.1 8.5 5.9 4.2 -1.3 0.9 43 22
Aviation Turbine Fuel | 10.9 10.1 0.6 8.1 10.4 9.4 8.5 8.7 9.4 4.2 5.7 3.9 4.3
Digital Payments — Volume 36.7 | 349 | 363 30.1 33.1 330 | 267 | 308 300 | 275
Digital Payments — Value 18.6 13.5 16.7 ‘ 9.5 19.6 18.6 9.5 17.3 18.4 12.9
I T

< <Contraction

Notes: 1. Y-o-y growth (in per cent) has been calculated for all indicators.

Expansion> >

2. The heat map, applied on data from April 2023 till May 2025, translates the data range for each indicator into a colour gradient scheme with red
denoting the lowest values and green corresponding to the highest values of the respective data series. For digital payments data, zero growth

is taken as the lower bound.

Sources: Goods and Services Tax Network (GSTN); RBIL; Central Electricity Authority (CEA); and Ministry of Petroleum and Natural Gas, Gol.

indicators are more or less in line with the revised
estimates (RE). The gross fiscal deficit (GFD) of the
union government stood at 4.8 per cent of GDP, lower
than the initially budgeted estimate (BE) but slightly
above the revised estimate (RE). On the other hand,
the revenue deficit (RD), at 1.7 per cent of GDP, was
lower than BE and RE. The moderation in revenue

expenditure, along with robust growth in revenue

receipts paved the way for fiscal consolidation
(Table II1.4).

On the receipts side, the gross and net tax
revenue posted healthy growth of 9.5 per cent and 7.4
per cent, respectively. Gross tax revenue stood at 11.5
per cent of GDP in 2024-25 (PA) [Annex Chart A5].
While the growth in the corporation tax was higher
than RE, the growth in income tax was slightly lower

Table II1.4: Key Fiscal Indicators of the Union Government

(as a per cent of GDP)

2023-24 2024-25 2025-26
Actuals BE RE PA BE
1 2 3 4 5 6
Fiscal Deficit 5.49 4.94 4.74 4.77 4.40
Revenue Deficit 2.54 1.78 1.84 1.71 1.47
Primary Deficit 1.96 1.38 1.30 1.39 0.82
Gross Tax Revenue 11.50 11.77 11.64 11.48 11.96
Non-Tax Revenue 1.33 1.67 1.60 1.63 1.63
Revenue Expenditure 11.60 11.37 11.17 10.90 11.05
Capital Expenditure 3.15 3.40 3.08 3.18 3.14
Of which Capital Outlay 2.62 2.81 2.56 2.59 2,51

Note: GDP used for 2025-26 (BE) and 2024-25 (BE) are as per Union Budgets 2025-26 and 2024-25, respectively. For 2024-25 (RE) the GDP is as per Second
Advance Estimates (SAE) released by NSO on February 28, 2025. For 2024-25 (PA), the GDP used is as per the Provisional Estimates (PE) released by NSO

on May 30, 2025.

Sources: Union Budget Documents; and Controller General of Accounts (CGA).
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than RE. Although the union excise duty and custom
duty collections were broadly in line with RE, their
growth rate contracted from the previous year. Apart
from higher surplus transfer from the Reserve Bank,
higher dividend transfer from central public sector
enterprises (CPSEs) pushed non-tax revenue growth
in 2024-25 above RE.

The total expenditure of the union government
registered a growth of 4.8 per cent in 2024-25 (PA)
over 2023-24. As per cent of GDP, while revenue
expenditure declined in 2024-25 (PA) vis-d-vis RE,
capital expenditure remained broadly unchanged
(Annex Chart A6). The growth in interest payments
moderated, while that of subsidy outgo saw a
contraction during 2024-25 (PA) in line with RE.
Furthermore, the ratio of revenue expenditure to
capital outlay (RECO) declined to 4.2, lower than
RE (from 4.4 in 2023-24), which bodes well for the
quality of public expenditure.

Central government finances for April 2025
indicated an improvement in GFD and RD - both in
absolute terms and as per cent of BE - vis-a-vis the
corresponding period of the previous year, aided by
substantial growth in non-tax revenue, and non-debt
capital receipts (including disinvestment receipts).
While revenue expenditure recorded a contraction
due to a decline in interest payments, capital outlay

grew by 20.9 per cent.

Consolidated state government finances for
2024-25 (PA)’ witnessed some deterioration. The
consolidated GFD to gross state domestic product
(GFD-GSDP) ratio of states rose in 2024-25 owing
to a shortfall in tax revenue and lower grants from
the centre. The moderation in revenue receipts
outweighed the decline in revenue expenditure,

leading to a widening of the revenue deficit.

7" Data for Provisional Accounts (PA) pertain to 27 states/union territories
(UTs).
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Table III.5: States’ Key Fiscal Indicators

(Per cent of GDP/GSDP)

2023-24 2024-25 2025-26

Accounts PA BE

Revenue Receipts 13.3 12.4 14.4
Tax Revenue 10.4 10.0 11.1
Non-Tax Revenue 1.1 1.0 1.2
Grants from the Centre 1.8 13 2.0
Revenue Expenditure 13.6 13.0 14.6
Capital Expenditure 2.7 2.7 3.2
Of which: Capital Outlay 25 2.4 3.0
Revenue Deficit 0.3 0.6 0.2
Gross Fiscal Deficit 3.0 3.2 3.3
Primary Deficit 1.3 1.7 1.5

Notes: 1. PA: Provisional Accounts, BE: Budget Estimates;
2. Data for 2023-24 (Accounts), 2025-26 (BE) pertain to 31 States/
UTs.
3. Data for 2024-25 (PA) pertain to 27 States/UTs. Data for 2024-
25(PA) are taken as a per cent of GSDP.
Sources: Budget documents of States, Comptroller and Auditor General
(CAG).

Meanwhile, capital expenditure, as a per cent of
GSDP, remained stable, aided by a significant year-
end surge in most states. For 2025-26, states have
budgeted a GFD-GDP ratio of 3.3 per cent, along
with a rise in capital outlay to 3.0 per cent of GDP,
reflecting a continued focus on enhancing the quality
of expenditure within a calibrated fiscal path (Table
I1L.5).

Trade

India’s merchandise exports contracted by (-) 2.2
per cent (y-o-y) to US$38.7 billion in May 2025 due to
an unfavourable base effect (Chart II1.2).

Exports of 13 out of 30 major commodities
(accounting for 59.0 per cent of the export basket in
2024-25) contracted on a y-o-y basis in May. Petroleum
products, gems and jewellery, iron ore, engineering
goods and cotton yarn/fabrics contributed negatively
organic and

while electronic goods, inorganic

chemicals, drugs and pharmaceuticals, marine
products and readymade garments (RMG) of all

textiles supported export growth in May. Exports
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Chart I11.2: India's Merchandise Exports

b. Decomposition of Sequential Change in Export Growth
(Y-0-y, per cent)
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to 10 out of 20 major destinations expanded in May

2025, including to the US, China and Singapore.

Merchandise imports also contracted by ()

1.7 per cent (y-o-y) to US$60.6 billion in May 2025
(Chart I11.3).

Imports of 10 out of 30 major commodities

(accounting for 51.5 per cent of import basket in

2024-25) contracted on y-o-y basis in May. Petroleum,
crude and products, transport equipment, coke, coal
and briquittes, gold and pearls, precious and semi-
precious stones pulled down import growth, while
chemical material and products, electronic goods,
machinery, silver, and non-ferrous metals supported
import growth during May. Imports from 9 out of

20 major source countries contracted. Among major

Chart II1.3: India's Merchandise Imports
a. Trend in Imports b. Decomposition of Sequential Change in Import Growth
(US$ billion, left scale; growth in per cent, right scale) (Y-0-y, per cent)
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Sources: PIB; DGCI&S; and RBI staff estimates.
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the US expanded in May.

Merchandise trade deficit narrowed to US$21.9
billion in May 2025 from US$22.1 billion in May
2024. Oil deficit narrowed to US$9.1 billion in May
from US$11.9 billion a year ago. Consequently, its
share in total trade deficit declined to 41.6 per cent in
May from 53.8 per cent a year ago. In contrast, non-
oil deficit widened to US$12.8 billion in May from
US$10.2 billion a year ago.

In April 2025, net services export earnings
expanded by 18.8 per cent (y-o-y). While imports
increased modestly by 0.9 per cent to US$16.9 billion,
exports rose by 8.8 per cent to US$32.8 billion, driven
by software and business services (Chart I11.4).

Aggregate Supply

On the supply side, real gross value added
(GVA) at basic prices registered a growth of 6.4 per
cent in 2024-25, unchanged from the SAE. In terms
of quarterly estimates, Q4:2024-25 registered an
acceleration of GVA to 6.8 per cent from 6.5 per cent
in the preceding quarter. The momentum in quarterly
GVA growth was driven by the industrial and services
sector (Chart I11.5).
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The third advance estimates (AE) released on
May 29, 2025 reflected a broad-based increase in
production over the previous year, across almost all
major crops, barring sugarcane and cotton (Chart I11.6).
The rise in crop production was mainly attributed
to good rainfall along with comfortable reservoir
positions throughout the year.

Chart I11.5: Weighted Contribution to GVA Growth

(Percentage points)
10 1

2023-24

2024-25

mm— Services mmmmm Agriculture, livestock, forestry, and fishing

mmmm Industry ——— GVA at basic prices (y-o-y growth, per cent)

Source: RBIL
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Chart II1.6: Crop Production during 2024-25
(As per Third AE)
(Million tonnes, left scale; per cent, right scale)
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High-frequency indicators for the ongoing

kharif agricultural season indicate largely favourable
conditions for good sowing, though uncertainties
remain on the spatiotemporal distribution of
monsoon.? The early onset of the monsoon has helped

in reducing the incidence of heat waves on standing

State of the Economy

crops. However, it was followed by a monsoon break
in the first half of June. Rainfall has picked up again
leading to an increase in the reservoir storage to 32
per cent of its full capacity, which is higher than its
decadal average® (as on June 19, 2025). The cumulative
deficit in south-west monsoon (SWM) rainfall (June
1-20, 2025) has reduced to just 1 per cent of the long-
period average (LPA), with central and northwest India

receiving above normal rainfall.

The combined public stock of rice and wheat
remains comfortable at 4.6 times the buffer norm and
higher by 20.1 per cent over the last year on account
of bumper rabi and kharif harvests (as on June 01,
2025). On May 28, 2025, the government announced
minimum support prices (MSPs) for kharif marketing
season (KMS) of 2025-26 for 14 major crops (ChartI11.7).
The announcement was in line with the government's
efforts for the past few years to align MSPs in favour
of oilseeds, pulses, and nutri-cereals to encourage crop
diversification, correct the demand-supply imbalance

and promote sustainable agriculture.
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Chart IIL.7: Minimum Support Prices for KMS 2025-26

(R/quintal, left scale; per cent, right scale)
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8  As per the updated forecast by the Indian Meteorological Department (IMD) released on May 27, 2025, the southwest monsoon (SWM) rainfall is likely

to be above normal this year at 106 per cent of the LPA.

9 The decadal average for the corresponding period is 22.9 per cent of full reservoir capacity.
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Industry and Services

Quarterly results of listed private non-financial
companies for Q4:2024-25 suggest slower revenue
growth accompanied by increased profitability.
At the aggregate level, sales growth of listed non-
government non-financial companies witnessed
a slight moderation as compared to the previous
quarter, with listed private manufacturing companies
experiencing an easing in sales performance amidst
subdued demand conditions (Chart III.8).° Amid
macroeconomic and global uncertainties, sales
growth improved for IT companies, whereas non-IT
services companies experienced a slowdown during

the same period.

Although major industries continued to record
double-digit
of petroleum industry weighed on the overall

sales growth, weaker performance
performance of the manufacturing sector. Excluding
petroleum, sales growth in the manufacturing sector
remained steady at 9.0 per cent (Chart IIL.9).

Industrial activity, as measured by the Index
of Industrial Production (IIP), slowed to an eight-

ARTICLE

Chart II1.8: Nominal Sales Growth
(Non-Financial Companies)
(Y-0-y, Per cent)
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Note: The graph is based on 1,659 manufacturing, 185 IT and 839 non-IT listed
companies.
Sources: Capitaline database; and RBI staff calculations.

month low of 2.7 per cent in April 2025, with a major
drag emanating from mining and quarrying, while
manufacturing posted a modest growth. Within the
use-based categories, capital goods and consumer
durables expanded while consumer non-durables
and primary goods dragged down growth. The growth
of Eight Core Industries (ECI) Index also slowed to a
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Note: Numbers in parentheses represent share in sales during Q4:2024-25.
Sources: Capitaline database; and RBI staff calculations.

Chart I11.9: Manufacturing Sector — Industry-wise Sales Growth
(Y-0-y, per cent)
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10 Based on quarterly results of 2,936 listed non-government non-financial (NGNF) companies.

RBI Bulletin June 2025

35



ARTICLE State of the Economy
Table I11.6: High Frequency Indicators-Industry-Growth Rate
May-24| Jun-24| Jul-24| Aug-24| Sep-24| Oct-24| Nov-24| Dec-24| Jan-25| Feb-25| Mar-25| Apr-25|May-25
1IP-Headline 6.3 4.9 5.0 H 3.2 3.7 5.0 3.7 5.2 2.7 3.9 2.7
1IP Manufacturing 5.1 3.5 4.7 1.2 4.0 4.4 5.5 3.7 5.8 2.8 4.0 3.4
1IP Capital Goods 2.6 3.6 11.7 0.0 3.5 2.9 89| 105 10.2 8.2 3,6-
PMI Manufacturing 575 583 581 575 56.5| 57.5| 565| 564| 57.7| 563| 581 582 57.6
PMI Export Order 573| 62| 572| 544 520| 536 546 547| 86| 563| s49| 57.6| 569
PMI Manufacturing Future Output |\ 674| 640 641 621 616| 621 655 625/ 651 649| 644 646 63.1
Eight Core Index 6.9 5.0 6.3 - 24 3.8 5.8 5.1 5.1 3.4 4.5 1.0 0.7
Electricity Generation: Conventional 14.5 9.7 6.8 3.8 -13 0.5 2.7 4.5 -13 2.4 4.8 -1.9 -
Electricity Generation: Renewable 8.6 2.0 14.2 3.7 12.5 14.9 19.0 17.9 - 12.2 2521 280
Automobile Production 15.6 15.4 16.8 4.4 10.1 10.0 8.0 13 23 6.5 -1.7 52
Passenger Vehicle Production 7.0 0.8 1.2 9.2 3.7 4.5 11.2 10.8 5.4
Tractor Production 11.5 3.0 8.1 20.9 - -7.8 18.5 20.5 9.1
Two-wheelers Production 17.8 18.7| 21.1 -0.6 10.3 1.6 5.6 -4.1 4.7
Three-wheelers Production 4.5 7.8 6.0 7.6 16.2 6.5 6.0 4.1 16.9
Crude Steel Production 4.6 3.4 5.8 8.3 7.4 6.0 8.5 5.6 9.5
Finished Steel Production 10.1 4.4 6.0 5.3 6.7 6.7| 10.0 5.1 5.5
Import of Capital Goods 8.3 15.1 11.8 6.1 15.5 0.5 8.6 14.3

< <Contraction

Expansion> >

Notes: 1. The y-o-y growth (in per cent) has been calculated for all indicators (except for PMI).
2. The heat map translates the data range for each indicator into a colour gradient scheme with red denoting the lowest values and green cor-

responding to the highest values of the respective data series.

3. Heat map is applied on data from April 2023 till May 2025 other than for IIP. and Electricity Generation: Renewable, where the data is till April 2025.
4. All PMI values are reported in index form. A PMI value >50 denote expansion; <50 denote contraction; and =50 denote 'no change'. In the
PMI heat maps, red denotes the lowest value, yellow denotes 50 (or the no change value), and green denotes the highest value in each of the

PMI series.

Sources: Ministry of Statistics and Programme Implementation (MoSPI); S&P Global; Central Electricity Authority (CEA), Ministry of Power; Society of
Indian Automobile Manufacturers (SIAM); Tractor and Mechanisation Association; Office of Economic Adviser, Gol; Joint Plant Committee; Directorate
General of Commercial Intelligence & Statistics; and Ministry of Commerce and Industry.

nine-month low of 0.7 per cent y-o-y in May 2025 as
compared to 6.9 per cent in May 2024.

Available high-frequency indicators for May point
to resilient industrial activity, with steady expansion
in PMI manufacturing and strong growth in capital
goods and steel output. Automobile production
rebounded in May, with two-wheeler output
recovering from last month's contraction and three-
wheeler production recording a sharp acceleration.
However, conventional electricity generation showed
intermittent weakness for the second consecutive

month (Table II1.6). Supply chain pressures eased

36

further to below their historical average levels due to
improvements in both suppliers' delivery time and
semiconductor supplies and a decline in new orders

(Annex Chart A7).

In pursuit of its net zero targets, India's push
for renewable energy capacity, gathered further
momentum in FY 2024-25. The total installed
renewable energy capacity increased by 29.52
gigawatts, driven mainly by the rise in the installed
capacity under solar, wind and hydro energy projects

(Chart I11.10).
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Chart II1.10: Annual Total Installed Renewable Energy (RE) Capacity Composition
(Gigawatts)
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India's services sector sustained a strong growth
momentum in May, driven by a robust export demand
and a record surge in hiring (Table 111.7). Port traffic
expanded for the sixth consecutive month in May,

and cement production — inched up in May.

led by a higher growth in containerised cargo, iron
ore and petroleum, oil and lubricants (POL). Growth
in construction sector indicators — steel consumption

Table II1.7: High Frequency Indicators—Services—Growth Rate

May-24 | Jun-24 | Jul-24 | Aug-24 | Sep-24 | Oct-24 | Nov-24 | Dec-24 | Jan-25 | Feb-25 | Mar-25 | Apr-25 | May-25
PMI Services 60.2 60.5 60.3 57.7 58.5 58.4 59.3 56.5 59.0 58.5 58.7 58.8
International Air Passenger
Traffic 19.6 11.3 8.8 11.1 11.2 10.3 10.7 9.0 11.1 7.7 6.8 13.0 4.8
Domestic Air Cargo 10.3 10.3 8.8 0.6 8.9 0.3 4.3 2.5
International Air Cargo 19.2 19.6 - 20.7 16.1 10.5 8.6
Port Cargo Traffic 3.8 6.8 5.9 6.7 3.4 7.0 43
Retail Commercial Vehicle Sales -1.6 4.7 5.9 -6.0 5.2 -1.0 3.7
Hotel Occupancy 2.6 Sl 3.6 0.7 7.2
Tourist Arrivals 2.8 5.7 -1.3 -4.2
Steel Consumption 14.1 14.4 10.0 6.0 7.8
Cement Production 0.6 1.8 5.1 25 6.3 9.2

I - I
< <Contraction Expansion>>

Notes: 1. The y-o-y growth (in per cent) has been calculated for all indicators (except for PMI).
2. The heat map translates the data range for each indicator into a colour gradient scheme with red denoting the lowest values and green
corresponding to the highest values of the respective data series.

3. Heat map is applied on data from April 2023 till May 2025 other than for Hotel Occupancy, Domestic Air Cargo and International Air Passenger

Traffic, where the data is till April 2025. The latest data for tourist arrivals is till February 2025.

4. All PMI values are reported in index form. A PMI value >50 denote expansion; <50 denote contraction; and =50 denote 'no change'. In the

PMI heat maps, red denotes the lowest value, yellow denotes 50 (or the no change value), and green denotes the highest value in each of the

PMI series.

Sources: Federation of Automobile Dealers Associations (FADA); Indian Ports Association; Airports Authority of India; HVS Anarock; Ministry of Tourism,
Gol; Joint Plant Committee; Office of Economic Adviser; and S&P Global.
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Inflation

Headline

changes in the all-India consumer price index (CPI),"

inflation, as measured by y-o-y
moderated to 2.8 per cent in May 2025 (the lowest
since February 2019) from 3.2 per cent in April (Chart
I11.11). The decline in headline inflation by 34 bps
came from a negative base effect of 54 bps, which
more than offset a positive price momentum of 20
bps. A positive momentum was recorded across all

groups within CPL*?

Food inflation (y-o-y) decelerated to 1.5 per cent
in May, the lowest in 73 months. Within subgroups,
vegetables, pulses, and meat and fish continued
to record deflation. A moderation in inflation was
also observed in cereals, eggs, sugar, and fruits.
Inflation, however, picked up in milk and products,
oils and fats, and non-alcoholic beverages. Spices
continued to record deflation, albeit at a slower pace,
while inflation in prepared meals remained steady
(Chart I11.12).

State of the Economy

Fuel and light inflation softened marginally to
2.8 per cent in May from 2.9 per cent in April. While
kerosene prices continued to remain in deflation
and inflation for electricity moderated, it increased

for LPG, firewood, and chips.

Core CPlinflation remained steady at 4.2 per cent
in May, same as in April. An increase in inflation in
its subgroups, such as pan, tobacco and intoxicants,
housing, transport and communication, and
personal care and effects, was offset by a moderation
in household goods and services, and recreation and
amusement. Inflation in clothing and footwear, and

health remained steady.

In terms of regional distribution, rural and
urban inflation eased to 2.6 per cent and 3.1 per
cent, respectively, in May 2025. At the state level,
inflation ranged from 0.6 per cent to 6.8 per cent.
Majority of the states experienced inflation between

2 - 4 per cent (Chart I11.13).

Chart II1.11: Trends and Drivers of CPI Inflation
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11 As per the provisional data released by the National Statistical Office (NSO) on June 12, 2025.

12 The positive momentum recorded in CPI Food, Fuel and Core was 10, 80 and 30 bps, respectively.
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Chart I11.12: Annual Inflation across Sub-groups
(Y-0-y, per cent)
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Sources: NSO; and RBI staff estimates.

High-frequency food price data for June so far
(up to June 20, 2025) shows a moderation in prices of

pulses while prices of cereals have risen marginally.

Chart III.13: Spatial Distribution of Inflation:
May 2025 (CPI-Combined)

(Y-0-y, per cent)

<2 2-4 4-6 6-8

Note: Map is for illustrative purposes only.
Sources: NSO; and RBI staff estimates.
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Edible oil prices, on the other hand, have firmed up-
driven by soybean, sunflower, and mustard oil, while
palm and groundnut oil prices have moderated.
Among the key vegetables, prices of onion have
recorded further correction, while potato and tomato

prices have increased (Chart I11.14).

Retail selling prices of petrol and diesel have
remained broadly unchanged in June so far (up to
June 20, 2025). Kerosene prices declined while LPG

prices remained unchanged (Table II1.8).

The PMIs for May 2025 recorded an uptick in the
rate of expansion of input prices for manufacturing
and services. Selling price pressures, however, firmed
up in services but moderated for manufacturing
firms (Annex Chart A8).

Rural labour wage growth continued to

increase in April 2025, driven by occupations in

the agricultural sector. Within agriculture, a pick-up
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Chart I11.14: DCA Essential Commodity Prices
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in wage rates for harvesting, picking and horticulture

workers drove the overall wage growth. Non-

agricultural wage growth has remained stable since

January 2025 (Chart I11.15).

Table II1.8: Petroleum Products Prices

Item Unit Domestic Prices Month-over-
month
(per cent)
Jun-24 | May- Jun-| May-| Jun-
25| 257 25| 257
Petrol Z/litre 100.89 | 101.08 | 101.12 0.1 0.0
Diesel Z/litre 00.68 | 90.51| 90.53 0.0 0.0
Kerosene .
(subsidised) Z/litre 46.61| 41.51| 40.19 4.5 3.2
LPG Z/cylinder | 813.25 | 863.25 | 863.25 0.0 0.0
(non-subsidised) ¥ ' ' ' ' '

Notes: 1. ~: For the period June 1-20, 2025.
2. Other than kerosene, prices represent the average Indian
Oil Corporation Limited (IOCL) prices in four major metros
(Delhi, Kolkata, Mumbai and Chennai). For kerosene, prices
denote the average of the subsidised prices in Kolkata,
Mumbai and Chennai.
Sources: IOCL; Petroleum Planning and Analysis Cell (PPAC); and RBI staff

estimates.
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Chart III.15: Rural Nominal Wage
(Y-0-y, per cent)
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IV. Financial Conditions

System liquidity continued to be in surplus
during May and June (up to June 20, 2025). While
the increase in currency in circulation (CiC) has
exerted some pressure on banking system liquidity in
FY:2025-26 so far, it has been offset by the expansion
in liquidity from RBI's durable liquidity measures
since January 2025.

The Reserve Bank injected a cumulative amount
of %0.81 lakh crore into the banking system through
18 fine-tuning variable rate repo (VRR) operations
with maturities ranging from 1 to 3 days during the
period May 16 to June 10, 2025. Reflecting these
developments, the average daily net absorption under
the liquidity adjustment facility (LAF) stood at X2.47
lakh crore during the period May 16 to June 20, 2025,
as compared to X1.42 lakh crore during the period
April 16 to May 15, 2025 (Chart IV.1). Amidst surplus
liquidity conditions, the average balances under the
standing deposit facility (SDF) continued to remain
elevated and stood at %2.62 lakh crore during the
period May 16 to June 20, 2025, as compared to X1.77
lakh crore during the period April 16 to May 15, 2025.

ARTICLE

Banks' recourse to the marginal standing facility
(MSF) was marginally lower, averaging <0.01 lakh
crore during the period May 16 to June 20, 2025, as
against X0.02 lakh crore during the period April 16 to
May 15, 2025. High SDF balances, coupled with tepid
response to daily VRR auctions in the recent period
amidst muted credit offtake, suggest comfortable
liquidity conditions. In view of this, the Reserve Bank
decided to discontinue daily VRR auctions effective
June 11, 2025.

The RBI also announced a reduction in the cash
reserve ratio (CRR) by 100 bps to 3.0 per cent of net
demand and time liabilities (NDTL) in a staggered
manner during the latter half of the year. This
reduction will be carried out in four equal tranches of
25 bps each with effect from the fortnights beginning
September 6, October 4, November 1 and November
29, 2025. The reduction in CRR would release primary
liquidity of about %2.5 lakh crore into the banking
system by December 2025. Besides providing durable
liquidity, it will reduce the cost of funds for banks,
thereby facilitating monetary policy transmission to

the credit market.

Chart IV.1: Liquidity Operations
(% lakh crore)
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Source: RBI.
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Money Market

In the overnight money market, rates have
reflected the evolving liquidity conditions. The
weighted average call rate (WACR) - the operating
target of monetary policy — moderated further and
hovered near the floor of the LAF corridor. The spread
of WACR over the policy repo rate averaged (-) 20 bps
during the period May 16 to June 20, 2025, as against
(-) 14 bps during the period April 16 to May 15, 2025
(Chart 1V.2a). Overnight rates in the collateralised
segments, the triparty repo and market repo, moved
in tandem with the WACR.

The comfortable liquidity surplus in the banking
system has reinforced transmission of policy repo
rate cuts to the term money market segments. Yields
on three-month treasury bills (T-bills), certificates of
deposit (CDs), and three-month commercial papers
(CPs) issued by non-banking financial companies
(NBFCs) moderated during the period May 16 to June
20, 2025, as compared to the period April 16 to May
15, 2025 (Chart IV.2b). The average risk premium

in the money market — measured by the spread

State of the Economy

between the three-month CP and 91-day T-bill yields
— narrowed to 79 bps during this period from 85 bps
in the preceding period, indicating improved funding
conditions and lower credit risk in the short-term

market.
Government Securities (G-Sec) Market

In the fixed income segment, bond yields traded
with a softening bias relative to the preceding month,
on account of lower-than-expected CPI inflation
prints and RBI's OMOs. The yield on the 10-year
G-sec benchmark declined to 6.25 per cent on June 5,
2025 from 6.27 per cent on May 15, 2025. Since then,
however, it has edged up and was placed at 6.38 per
cent on June 20, 2025 (Chart IV.3a).

In comparison to a month ago, the domestic yield
curve shifted downwards across the short end of the
term structure, while it shifted upwards at the long
end (Chart IV.3b). Between May 16 and June 20, 2025,
the average term spread (10-year G-sec yield minus 91-
day T-bills yield) increased by 29 bps over the period
April 16 to May 15, 2025, indicating a steepening of

the yield curve.

Chart IV.2: Policy Corridor and Money Market Rates
a. Policy Corridor and Call Rate b. Money Market Rates
(Per cent) (Per cent)
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Chart IV.3: Developments in the G-sec Market

a. Movement in G-sec yield b. G-sec Yield Curve
(Per cent) (Per cent, left scale; basis points, right scale)
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Corporate Bond Market Money and Credit

Corporate bond issuances remained high at 20.93
lakh crore in April 2025, nearly three times the funds
raised in April 2024. The sharp fall in bond yields
amidst a slow pass-through to lending rates has
prompted corporates to increasingly take recourse to
the bond market for mobilizing resources. Corporate
bond yields and the corresponding risk premia
(except for AAA one-year) generally softened across
tenors and rating spectrums during the period May
16 - June 19, 2025 (Table 1V.1).

Adjusting for the first-round impact of change in
CRR, reserve money (RM) recorded a growth of 7.3
per cent (y-o-y) as on June 13, 2025 (8.1 per cent a year
ago). During the current financial year, the growth in
currency in circulation (CiC), the largest component
of RM, was significantly higher at 7.3 per cent (y-o-y),
as compared with 5.9 per cent a year ago (Chart
IV.4). On the sources side (assets), growth in foreign
currency assets accelerated to 5.6 per cent (y-o-y) as
on June 13, 2025. Gold — the other major component

Table IV.1: Corporate Bonds - Rates and Spread

Spread (bps)
Interest Rates (per cent)
(Over Corresponding Risk-free Rate)

Instrument Apr 16, 2025 - May 16, 2025 - Variation Apr 16, 2025 - May 16, 2025 - Variation

May 15, 2025 June 19, 2025 May 15, 2025 June 19, 2025
1 2 3 (4 =3-2) 5 6 (7 = 6-5)
Corporate Bonds
AAA (1-year) 6.96 6.77 -19 97 112 15
AAA (3-year) 7.14 6.87 -27 103 100 3
AAA (5-year) 7.22 6.93 -29 101 89 -12
AA (3-year) 7.99 7.69 -30 188 183 -5
BBB- (3-year) 11.64 11.36 -28 550 549 -1

Note: Yields and spreads are computed as averages for the respective periods.

Sources: FIMMDA; and Bloomberg.

RBI Bulletin June 2025

43



ARTICLE

State of the Economy

12-Jan-24
16-Feb-24
26-Apr-24
31-May-24
5Jul-24
9-Aug-24
13-Sep-24

22-Mar-24

mmsmm Money Multiplier (RHS)

Sources: RBI.

Chart IV.4: Growth in RM and M,
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Money Supply

of net foreign assets (NFA) — grew by 58.9 per cent,
mainly due to increase in gold prices, leading to a
steady rise in its share in NFA, from 8.3 per cent as of
end-March 2024 to 12.7 per cent as of June 13, 2025.
As on May 30, 2025, money supply (M3) rose by 9.5
per cent (y-o-y) [10.9 per cent a year ago]."?

(SCBs) credit

growth'“ moderated to 9.9 per cent, as on May 30, 2025

Scheduled commercial banks

(16.2 per cent a year ago) due to weaker momentum as
well as unfavourable base effects (Chart IV.5a). SCBs'
deposit growth (excluding the impact of the merger)
decelerated from 10.6 per cent, as on March 21, 2025
to 10.1 per cent, as on May 30, 2025, with the base

Chart IV.5: SCBs: Credit and Deposit Growth
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Note: SCBs' data is inclusive of RRBs. Data exclude the impact of the merger of a non-bank with a bank.

13 Excluding the impact of the merger of a non-bank with a bank (with effect from July 1, 2023).

14 Data are based on fortnightly Section 42 returns. Data exclude the impact of the merger of a non-bank with a bank.
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and momentum effects offsetting each other (Chart
IV.5b). Banks are increasingly relying on CDs to meet
funding needs as competition intensified in the bulk
deposit space.

Average bank credit growth to various sectors
of the economy softened significantly during the
period April 2024 to April 2025." Growth in non-
food bank credit declined to 11.2 per cent during the
fortnight ending April 18, 2025, from 15.3 per cent
during the corresponding fortnight of the previous
year.'® This was primarily driven by a moderation in
growth of credit to services sector and agriculture and
allied activities. Personal loans growth also showed
deceleration over a year ago, though on a sequential
basis, it witnessed an uptick after witnessing a
softening in the last four months (Annex Chart A9).

Deposit and Lending Rates

The 50-bps cut in the policy repo rate during
February-April 2025 reflected in banks' repo-linked
external benchmark-based lending rates (EBLRs) and
marginal cost of funds-based lending rate (MCLR).
Consequently, the weighted average lending rate
(WALR) on fresh and outstanding rupee loans of SCBs

ARTICLE

declined by 6 bps and 17 bps, respectively, during
the period February-April 2025 (Table IV.2). On the
deposit side, the weighted average domestic term
deposit rates (WADTDRs) on fresh and outstanding
deposits moderated by 27 bps and 1 bp, respectively,
during the same period.

During the current easing cycle (February-April
2025), the decline in the WALR on fresh rupee loans
was marginally higher for public sector banks (PSBs)
as compared to private sector banks (PVBs). For
outstanding loans, the transmission was higher for
PVBs (Chart 1V.6a). In case of deposits, PSBs reduced
their fresh term deposit rates by a higher magnitude
as compared to PVBs (Chart IV.6b).

Equity Markets

Indian equity markets remained range-bound
in the second half of May amidst weak global cues,
following the downgrade in US sovereign credit rating,
caution on the possible India-US trade deal, and
profit booking. Markets rose subsequently following
the announcement of a record surplus transfer by
the Reserve Bank to the government. Global tariff

and geopolitical uncertainty imparted volatility

Table IV.2: Transmission to Banks’ Deposit and Lending Rates

(Variation in bps)

Term Deposit Rates Lending Rates
Period Repo Rate WADTDR- WADTDR- EBLR 1-Yr. MCLR WALR - Fresh WALR-
Fresh Deposits | Outstanding (Median) Rupee Loans Outstanding
Deposits Rupee Loans
Tightening Period
May 2022 to Jan 2025 +250 253 199 250 178 181 115
Easing Phase
Feb 2025 to May* 2025 0 27 1 0 20 © 7

Notes: Data on EBLR pertain to 32 domestic banks.
*; Data on WADTDR and WALR pertain to April 2025.

WALR: Weighted Average Lending Rate; WADTDR: Weighted Average Domestic Term Deposit Rate;
MCLR: Marginal Cost of Funds-based Lending Rate; EBLR: External Benchmark-based Lending Rate.

Source: RBIL.

15 Data are provisional. Sectoral non-food credit data is based on sector-wise and industry-wise bank credit (SIBC) return, which covers select banks
accounting for about 95 per cent of total non-food credit extended by all SCBs, pertaining to the last reporting Friday of the month. Data exclude the impact
of the merger of a non-bank with a bank.

16 For further details, refer to Sectoral Deployment of Bank Credit — April 2025 [https://www.rbi.org.in/Scripts/BS_PressReleaseDisplay.aspx?prid=60554]
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Chart IV.6: Transmission across Bank Groups (February 2025 - April 2025)
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thereafter; however, larger-than-expected policy rate
easing by the Reserve Bank led to an upward swing
in markets, boosting the banking and financial sector
stocks. Markets turned volatile subsequently amidst
geopolitical tensions in the Middle East. Overall,
Indian equity markets registered modest gains during
the period May-June (up to June 20, 2025), with

the BSE Sensex increasing by 2.7 per cent to close
at 82,408 (Chart IV.7). The broader market indices
outperformed the benchmark, with the BSE Midcap
and BSE Smallcap indices gaining by 6.1 per cent and
10.5 per cent, respectively, during May-June (up to
June 20, 2025).

Chart IV.7: BSE Sensex and Institutional Flows

(Index, left scale; % thousand crores, right scale)
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Chart IV.8: Foreign Direct Investment Flows
a. Gross and Net FDI b. Sector-wise Outward FDI (April 2025)
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Foreign portfolio investors (FPIs) remained net
buyers to the tune of 24,966 crore during May-June
(up to June 20, 2025). Domestic institutional investors
(DIIs),

companies, also remained net buyers in the domestic

including mutual funds and insurance

equity markets to the tune of X1,24,429 crore during
May-June (up to June 20, 2025).

External Sources of Finance

Gross inward foreign direct investment (FDI)
amounted to US$8.8 billion in April 2025, higher
than US$5.9 billion in March 2025 and US$7.2
billion in April 2024 (Chart IV.8a). Manufacturing
and business services accounted for nearly half of
the gross FDI inflows in this month. Net outward
FDI also increased, along with a moderation in
repatriation. Top sectors for outward FDI included
electricity, gas and water, and financial, insurance
and business services, while major destinations
included Singapore, Mauritius, and Germany (Chart
IV.8b). Together, these movements resulted in net
FDI inflows of US$3.9 billion in April 2025, more
than double the level in April 2024. Furthermore,

RBI Bulletin June 2025

India ranked 16" globally in FDI inflows and recorded
US$114 billion in greenfield investment in digital
economy sectors over the last five years (2020-2024),

the highest among all countries in the Global South.!”

Foreign portfolio investment (FPI) recorded
net inflows of US$1.7 billion in May 2025, driven

Chart IV.9: Foreign Portfolio Investments
(US$ billion)
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Source: National Securities Depository Limited (NSDL).

17 World Investment Report, UNCTAD, 2025.
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by the equity segment (Chart IV.9). Equities gained
for the third consecutive month as the India-
Pakistan ceasefire, the US-China trade truce, and
better-than-expected corporate earnings results in
Q4:2024-25 lifted investor sentiment and spurred
portfolio rebalancing towards Indian assets.
Telecommunication, services, and capital goods
emerged as the top recipient sectors. The debt
segment, which had experienced outflows in the
previous month, observed a pause in net withdrawals
in May, even as the yield differential between Indian
and US government bonds remained below 2 per

cent for most of the month.

External commercial borrowing (ECB) registrations
slowed to US$2.9 billion during April 2025, down from
US$11 billion in March 2025 and US$4.3 billion in
April 2024. Despite the slowdown, inflows outpaced
outflows, resulting in positive net flows of US$3.2
billion in April 2025 (Chart IV.10). Notably, 72 per
cent of the total ECBs raised during April 2025 were
intended for capital expenditure (capex), including

on-lending and sub-lending for capex.

State of the Economy

Chart IV.10: External Commercial Borrowings -

Registrations and Flows
(USS$ billion)
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Foreign Exchange Market

The Indian rupee (INR) appreciated by 0.4 per
cent (m-o-m) vis-a-vis the US dollar and exhibited
low volatility during May 2025 (Chart IV.11).
Uncertainty surrounding the US trade and its fiscal
policy contributed to a general strengthening of EME

currencies vis-a-vis the US dollar.

krona, Swiss franc).

2025.
Sources: FBIL; Thomson Reuters; and RBI staff estimates.

Chart IV.11: Movements in Major Currencies against the US Dollar in May 2025

(Per cent, m-o-m, left scale; per cent, right scale)
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2. US dollar (DXY) measures the movements of the US dollar against a basket of major currencies (Euro, Japanese yen, British pound, Canadian dollar, Swedish

3. For each currency, volatility is measured as the coefficient of variation (100*Standard Deviation/Mean) using daily exchange rate data for the month of May
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Chart IV.12: Movements in the 40-Currency Real Effective Exchange Rate

a. Monthly Changes

b. Decomposition of Monthly Changes
(Index (2015-16 = 100), left scale; per cent, right scale)
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In real effective terms, the INR appreciated As on June 13, 2025, India's foreign exchange

(m-o-m) by 0.3 per cent in May 2025 as India's  reserves stood at US$699 billion, providing a cover
inflation (on a m-o-m basis) was 0.9 percentage for more than 11 months of goods imports,** and
points higher than the weighted average inflation of  for 97 per cent of external debt outstanding at end-
its major trading partners, more than offsetting the = December 2024 (Chart IV.13).

depreciation in the nominal effective exchange rate

(NEER) [Chart IV.12].

Chart IV.13: India’s Foreign Exchange Reserves
(US$ billion, left scale; months, right scale)

7507

Mar-23
Jun-23
Sep-23
Dec-23
Mar-24
Jun-24
Sep-24
Dec-24
Mar-25
Apr-25
May-25
Jun-25+*

mmmmm Foreign exchange reserves —— Import cover (RHS)

Notes: 1. *: As on June 13, 2025.
2. The import cover data for December 2024 to June 2025 is based on annualised merchandise imports for the quarter ending December 2024, as per the balance

of payments statistics.
Source: RBIL

18 However, the import cover for goods and services was around nine months.
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V. Conclusion

Protracted trade policy uncertainties and rising
trade barriers pose the risk of significantly scarring
the global economy. The intensifying geopolitical
tensions too may further debilitate the already-
weakened growth impulses. In this context, the
trade policy outcomes in July, after the temporary
tariff hiatus is over, and the future course of geo-
political events would likely shape the medium-term
economic prospects.

Amidst a
and heightened uncertainty, the Monetary Policy

challenging global environment
Committee (MPC) in its meeting held during
June 4-6, 2025, decided by a majority vote (5-1) to
reduce the policy repo rate by 50 bps to 5.50 per
cent to stimulate domestic private consumption and
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investment. A likely undershoot of inflation to below
the target rate, at the margin, during the current
financial year and evidence of further anchoring
of inflation expectations provided the MPC with
the policy space to decisively focus on growth by

frontloading the rate cut.’

The MPC also decided to change the stance
from accommodative to neutral, considering the
very limited space to further support growth in
current circumstances after the cumulative 100 bps
reduction in the policy repo rate since February 2025.
Going forward, as noted by the MPC in its resolution,
the MPC decided to remain data-dependent to chart
the future course of monetary policy and strike the

appropriate growth-inflation balance.

19 The MPC retained the real GDP growth projection for FY 2025-26 at 6.5
per cent. The headline CPI inflation projection for FY 2025-26 was revised
downwards by 30 bps to 3.7 per cent. As per the survey of professional
forecasters held in May 2025, headline CPI inflation is projected at 3.8 per
cent for 2025-26 and at 4.2 per cent for 2026-27. The May 2025 round of
the inflation expectations survey of households showed one-year ahead
inflation expectations moderating by 20 bps. The May 2025 round of the
rural consumer confidence survey also showed a moderation in the one
year ahead inflation expectations by 40 bps (Annex Charts 10 and 11).
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Annex
Chart Al: Rural Consumer Confidence Indices Chart A2: Urban Consumer Confidence Indices
(Index) (Index)
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Chart A3: Global Supply Chain Uncertainty Index
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Chart A4: Inflation Gap (Actual minus Target)

(Percentage points)
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Chart A5: Trend in Revenue Receipts of the Union Government
(April-March, 2024-25)
(Per cent of GDP)
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Chart A6: Trend in Expenditure of the Union Government
(April-March, 2024-25)
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Chart A7: Index of Supply Chain Pressures for India

(Standard deviation from average)
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Chart A8: PMI: Input and Output Prices
a. Manufacturing b. Services
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Chart A9: Sectoral Deployment of Bank Credit
a. Agriculture Credit Growth b. Industry Credit Growth
(y-0-y, per cent) (y-0-y, per cent)
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Source: RBIL

Chart A10: Households' Median Inflation Chart A11: Rural Households' Median
Expectations Inflation Expectations
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