State of the Economy™

The vesilience of the global economy is beinyg tested
by escalating trade tensions and a heightened wave of
uncertainty around the scope, timing, and intensity of
taviffs. While engendering heightened volatility in global
financial markets, these have also caused apprehensions
about the slowdown in global growth. Amidst these
challenges, the Indian economy continues to demonstrate
rvesilience as evident in the robust performance of the
agricultuve sector and improving consumption. The
reverbevations of o tumultuous external environment,
howevey, are being veflected in  sustwined foreign
portfolio outflows. India’s macroeconomic strength to
face these challenyes is bolstered by a decline in headline
CPI inflation to a seven-month low of 3.6 per cent in
February 2025 on account of a further corvection in
food prices.

Introduction

The global economy, which entered 2025 on
a strong note of resilience, is caught in a storm of
escalating trade tensions and a heightened wave
of uncertainty around the scope, timing, and
intensity of tariffs. What is more certain, however,
is that trade wars and escalating tariffs could have
a deleterious impact on growth and fuel inflation,
not just in the countries directly involved but for the
global economy as a whole. Estimates suggest that
a full-blown tariff war could raise the price level by
1.0-1.2 per cent in the US, reduce real GDP growth
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by 0.6 percentage points in 2025, and leave the U.S.
economy persistently 0.3-0.4 per cent smaller in the
long run.! The projections by the Conference Board
indicate that the world economy is likely to witness a
significant deceleration over the next decade.? These
assessments have been vindicated by the incoming
data pointing to a weakening US growth momentum.?

Financial markets are increasingly pricing
in the anticipated slowdown in global growth,
with benchmark indices in the US and most non-
European geographies witnessing a decline. As of
March 17, 2025, the US dollar has given up all of
its gains since mid-November 2024, weighed by US
trade policy and growth uncertainties. Geopolitical
tensions and changing global power relations are
adding another layer of complexity. In Europe,
shifting security priorities are triggering a surge in
military spending, particularly in Germany and its
neighbouring nations, driving bond yields to rise the
most in a week in nearly three decades. Expectations
that the fiscal stimulus would lead to a turnaround
in growth in the Euro area led to gains in European
equities, making them significantly outperform their
US counterparts in 2025. With financial markets
on the edge and global tensions rising, the months
ahead are shrouded in uncertainty.

Amidst these challenges, the outlook for
global commodities remains a silver lining. Supply
prospects for food and energy have been improving.
Global cereals production during 2025 is projected to
surpass that of 2024.% Oil prices (UK Brent) declined

by about 15 per cent since mid-January 2025 (up to

1 Yale University Budget Lab, available at https://budgetlab.yale.edu/
research/fiscal-economic-and-distributional-effects-20-tariffs-china-and-
25-tariffs-canada-and-mexico.

2 World GDP growth is projected to fall from 3.0 per cent in 2025-26 to
an average of 2.5 per cent during 2027-31 and 2.4 per cent during 2032-37.
The Conference Board, Global Forecast Update, February 2025.

3 The widely tracked Atlanta Fed GDPNow model projects US real GDP
growth (seasonally adjusted annual rate) in Q1:2025 to be -2.1 per cent
(March 17, 2025 update).

4 FAO Cereal Supply and Demand Brief, March 07, 2025.
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March 11) to below US$ 70 over concerns that a trade
war could dampen economic growth and weaken
energy demand. Prices are expected to moderate
through 2025-26 as inventories increase due to
production expansion in an environment of modest
demand growth.” Metal prices, however, witnessed
increases in February, tracking news of the US
imposition of import tariffs on steel and aluminum.
Tariff concerns and safe-haven demand drove gold
prices to a historical high of US$ 3000 per ounce on
March 14, 2025.

Policymakers are now walking a tightrope,
having to balance the upward strain of rising prices
on account of tariffs and currency depreciation,
as well as the downward pressure on inflation
from economic slowdown. The stubbornness of
headline inflation in AEs, along with a sticky core
and services inflation, could act as a constraint on
monetary policy being used as a tool to counteract
the potential slowdown engendered by the tariff
war. Emerging economies remain vulnerable to the
contagion effects of these developments through
the trade, capital flows and currency depreciation
channels. Divergence in domestic macroeconomic
conditions is also reflected in dissension in policy

actions among central banks.

The Indian economy continues to demonstrate
resilience in this turbulent global environment, as the
growth momentum is supported by robust sectoral
performance and improving consumption trends.
The Second Advance Estimates (SAE) released by
the National Statistics Office (NSO) project a steady
6.5 per cent growth for 2024-25. The latest quarterly
data further underscores this strength, with real
GDP expanding by 6.2 per cent in Q3:2024-25,
shaking off the sluggishness of the previous quarter.

Private consumption expenditure is on an upward

5 Short-Term Economic Outlook, US Energy Information Administration,
March 7, 2025.
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trajectory, signalling strong consumer confidence
and sustained demand. Government spending has
picked up significantly in recent months, providing
a further fillip to growth. Key sectors, including
construction, financial services, and trade, continue
to thrive as pillars of economic resilience. Various
high-frequency indicators of economic activity point
towards a sustained momentum in growth during
Q4 as well. The first revised estimates (FRE) of GDP
for 2023-24 placed the real GDP growth at 9.2 per
cent — the highest in over a decade if we exclude
the post-COVID rebound — demonstrating that in
an uncertain world, India's growth story remains a

beacon of stability and progress.

Recent developments across different sectors
reaffirm the assessment of a sequential pick-up in
growth momentum. The kharif season 2024-25 has
seen an upward revision in production estimates for
foodgrainsand oilseeds and rabifoodgrains registered
a growth of 2.8 per cent mainly on account of above
normal rainfall supported by comfortable reservoir
levels.® Despite a mild loss in momentum, the
Indian manufacturing sector saw a rise in purchasing
activity and employment in February 2025.” The
services sector recorded a strong expansion in new

businesses and employment.?

Notwithstanding the innate strength built on
strong macroeconomic fundamentals and prudent
policy, the reverberations of a tumultuous external
environment are also reflected in various segments
of the economy. Sustained foreign portfolio outflows
exerted significant pressures on domestic equity
markets in February and engendered currency
depreciation. As discussed in more detail in Section

IV, domestic investors have, however, increased their

6 Agricultural Crop Production (kharif and rabi): Second Advance
Estimates of 2024-25.

7" HSBC India Manufacturing PMI, February 2025.
8 HSBC India Services PMI, February 2025.
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holdings, acting as a counterbalancing force, leading

to a shift in ownership patterns.

India's financial landscape is also navigating these
external risks manifested through various channels
while addressing domestic funding needs. The Reserve
Bank has remained agile, swiftly tackling liquidity
shortages triggered by government tax flow dynamics,
currency leakages and foreign portfolio investor
(FPI) outflows. The Reserve Bank has deployed a
strategic mix of interventions, including open market
operations (OMO), daily variable rate repo (VRR)
auctions, and dollar/rupee buy-sell swap auctions.
These proactive measures have helped stabilise market
liquidity conditions, ensuring financial resilience in

an unpredictable global environment.

Headline CPI inflation moderated to a seven-
month low of 3.6 per cent in February 2025 as food
prices, especially vegetables, recorded a sharp decline
driven by the arrival of winter crops in the market.
Core (CPI excluding food and fuel) inflation, however,
increased to 4.1 per cent. The decline in overall
inflation is expected to further support recovery in

consumption and bolster macroeconomic strength,
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which would act as a bulwark to ward off the myriad
of external challenges.

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. An assessment of domestic
macroeconomic conditions is set out in Section III.
Section IV encapsulates financial conditions in India,
while the last Section sets out the conclusions.

II. Global Setting

Persistent trade and geopolitical uncertainties
continue to test the global economy's resilience. In
its Global Economic Outlook interim report of March
2025, the Organization for Economic Co-operation
and Development (OECD) revised its global GDP
growth forecast downward by 20 basis points (bps) to
3.1 per cent for 2025 and by 30 bps to 3.0 per cent for
2026 (from their December 2024 projections). Among
the advanced economies (AEs), the US is projected to
outperform other AEs in the near term and emerging
market economies (EMEs) are expected to remain
key drivers of global growth (Chart 1I.1). It has been
found that policy uncertainty has emerged as a major

risk for global economic prospects (Box II.1)

Chart I1.1: Global GDP Growth Projections
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There has been a resurgence of policy uncertainty
recently, particularly relating to geopolitics and trade
(Chart 11.Bla). The World Trade Policy Uncertainty
Index (TPU)°, which was relatively low and stable
until 2016, experienced a significant spike in 2018,
driven by tariff wars between the US and China, as
well as the US ending tariff exemptions for key trading
partners, which prompted retaliatory measures. This
heightened uncertainty subsided post-2020 but re-
emerged in late 2024, driven by concerns about new trade
restrictions, tariff increases, and tighter immigration
policies following the US presidential elections (Chart
11.B1b).

Box II.1: Impact of Trade Policy Uncertainty on Global Economic Activity

The impact of heightened trade policy uncertainty
reverberates across key economic variables, as evidenced
by their impulse responses to an increase in TPU in a
Vector Autoregression (VAR) framework. World exports
experience a significant decline in response to increased
TPU, highlighting the adverse effects on global trade
flows (Chart 11.B2a). For EMEs, an increase in TPU
leads to a notable decline in industrial production
(Chart 11.B2b). This is particularly concerning for EMEs
that rely heavily on exports as an engine of economic
growth.

In the commodity markets, the Energy Price Index

shows a temporary increase in response to surging TPU,

Chart I1.B1: Global Policy Uncertainty Index
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quarterly Economist Intelligence Unit (EIU) country reports. The index is an unbalanced GDP-weighted aver:
Sources: Ahir et al. (2022); Caldara et al. (2019); and RBI authors' illustration.

Note: In Chart I1.Bla, the World Uncertainty Index (WUI) measures overall uncertainty across the globe, using frequency counts of "uncertainty" (and its variants) in the

age for 142 countries.

(Contd.)

9 The trade policy uncertainty index (TPU) is constructed by staff in the International Finance Division of the Federal Reserve Board and measures
media attention to news related to trade policy uncertainty. The index reflects automated text-search results of the electronic archives of 7 leading
newspapers discussing trade policy uncertainty: Boston Globe, Chicago Tribune, Guardian, Los Angeles Times, New York Times, Wall Street Journal, and
Washington Post (accessed through ProQuest Historical Newspapers and ProQuest Newsstream). The index is scaled so that 100 indicates that 1 per cent

of news articles contain references to TPU.
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Chart I1.B2: VAR Impulse Responses to One Standard Deviation Shock in TPU

a. World Exports b. Industrial Production - EMEs
@ TPU — World exports 0.0027 @ TPU — EMEs Industrial Production
95% Cl 95% C1
0.000
I 2
=] < -0.0024
o o
a a
3} 3
~ ~ -0.004
-0.006 T
0.025 T T T 1 T T T 1
0 6 12 18 24 0 6 12 18 24
Time Period (in month) Time Period (in month)
c. Energy Price Index d. Stock Market - S&P 500
0.04 1 @ TPU — Energy Index 0.0057 = TPU > S&P 500
5% Cl 95% Cl1
0.0007
0.03
v Y -0.005
7] J
g 002 § -0.0101
= o
3 0.011 u -0.0157
~ ~
0.00 -0.0204
-0.0254
-0.01 4
T T T ! -0.030 T T T |
0 6 12 18 24 0 6 12 18 24
Time Period (in month) Time Period (in month)

optimal lags determined by the Akaike Information Criterion (AIC).
3. The shaded areas represent 95 per cent confidence intervals (CI).

Notes: 1. Monthly data from January 2000 to December 2024 were used for the analysis.
2. The data were log transformed and detrended using the HP filter. A generalised VAR model, with a one standard deviation increase in TPU, was used with

Sources: Caldara et al. (2019); World Bank; CEIC; S&P Global; World Bank Pink Sheet; and RBI staff estimates.

reflecting heightened risk perceptions and potential
supply disruptions (Chart I1.B2c). Similarly, the equity
market, as measured by the S&P 500 index for the US,
reacts negatively to rising TPU, indicating a decline in
investor confidence (Chart I1.B2d). These responses
underscore the broad and interconnected impact of TPU
on various facets of the global economy.
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Our model-based nowcast of global GDP
indicates a significant deceleration in global growth

momentum in Q1:2025 (Chart I1.2).

Global supply chain pressures recorded an
uptick in February, inching towards historical
average levels (Chart II.3a). The geopolitical risk
indicator rose in February 2025 due to rising trade
protectionism and simmering political tensions
despite the fragile ceasefire in the Middle East (Chart
I1.3b). Indicators of global shipping costs showed

RBI Bulletin March 2025

mixed signals as the Baltic Dry Index reached a
three-month high in February, reversing the decline
seen during the Lunar New Year period in Asia (Chart
I1.3¢). Meanwhile, the Drewry World Container
Index continued to decline due to increased shipping
capacity (Chart I1.3d).

In February 2025, consumer sentiments
worsened in the US, Japan, and Brazil while improving
marginally in the Euro area and the UK (Chart II.4a

and I1.4b). Financial conditions eased in major AEs,
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Chart I1.2: Global GDP Growth Nowcast (Q-0-Q)
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but among EMEs, they tightened in China and Brazil The global composite purchasing managers’ index
(Chart II.4c and 4d). (PMI) moderated to a 14-month low in February 2025,
Chart I1.3: Trends in Global Supply Chain Pressures and Geopolitical Risks
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Chart I1.4: Consumer Sentiment and Financial Conditions
a. Consumer Sentiments (AEs) b. Consumer Sentiments (EMEs)
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as the upturn in the manufacturing sector was offset

by a deceleration in the service sector business activity

(ChartI1.5a). Global manufacturing PMI picked up pace

as growth of output and new orders strengthened,

Chart II.5: Purchasing Managers’ Index (PMI)
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while slower new orders growth and flagging business
optimism led to a deceleration in the global services
PMI. Across regions, India outperformed other major
emerging markets, while growth remained weak in
Europe, and Canada's downturn intensified (Chart
I1.5b).

The composite PMI for new export orders recorded
a sequential pick-up, albeit remaining in the negative
territory, as the rate of contraction in manufacturing
export orders narrowed. Services export orders
continued to expand despite a sequential deceleration.
Across major economies, Japan, India, and China
recorded an expansion in export orders, while the US
and the UK witnessed a contraction (Chart II.6a and
I1.6b). The World Trade Organization's (WTO) Goods
Trade Barometer index at 102.8 for January indicates
above trend merchandise trade growth, driven by
accelerated imports in anticipation of potential trade

policy changes.

Global commodity prices remained volatile in
February, as indicated by the Bloomberg Commodity

Index, registering a modest increase of 0.4 per cent

State of the Economy

on a month-on-month (m-o-m) basis (Chart II.7a).
Food prices measured by the FAO's food price index
increased by 1.6 per cent in February 2025, primarily
driven by increase in the prices of sugar, dairy and
vegetable oil partially offset by decrease in prices of
meat (Chart I1.7b). Crude oil prices declined by 4.6
per cent (m-o-m) driven by a significant build-up in
US crude stockpiles and tariff uncertainty raising
global growth concerns (Chart 11.7¢). Crude oil prices
continued to decline in March following OPEC plus
decision to proceed with its output increase in April.
Base metal prices increased in February and early
March, supported by expectations of additional
stimulus in China and weakening of the US dollar.
Gold prices also surged in February (Chart IL.7d),
bolstered by safe-haven demand and purchases by
central banks.

Headline inflation continues to exhibit stickiness
in major economies’ last mile of disinflation. In the
US, CPI inflation moderated to 2.8 per cent (y-o-y)
in February from 3.0 per cent in January. Headline
inflation in the Euro area moderated to 2.4 per cent
in February from 2.5 per cent in January. Inflation

Chart I1.6: Global PMI:

New Export Orders
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Chart I1.7: Commodity and Food Prices
a. Bloomberg Commodity Index b. Food Prices
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in Japan (CPI excluding fresh food) increased to 3.2
per cent in January, while in the UK, it accelerated
by 50 bps (Chart I1.8a). Among EMEs, CPI inflation
in China returned to deflationary zone at (-)0.7 per
cent in February, marking its lowest level in over a
year driven by weak domestic demand (Chart 11.8b).
CPI inflation recorded an increase in Russia and Brazil
in February, and in South Africa in January. Core and
services inflation remains above headline in most AEs
(Chart I1.&c and I1.8d).

The Morgan Stanley Capital International (MSCI)
world equity index declined by 0.7 per cent (m-o-m) in
February as losses in AEs outweighed gains in EMEs.
The index rose in the first half of February, supported
by strong quarterly corporate earnings in the US,
but declined subsequently extending their decline
to March so far (up to 14%) as the release of weaker
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than expected economic data'® and heightened
uncertainty regarding trade policies dented optimism
(Chart 11.9a). Yields on the US government securities
remained volatile with a softening bias tracking these
developments (Chart 11.9b). Potential negative impact
of trade restrictions on US growth weighed on the US
dollar and the US dollar index (DXY) weakened by
0.7 per cent in February and continued to weaken in
March. Concomitantly, the MSCI currency index for
EMEs increased marginally despite modest capital
outflows (Chart I1.9c and 11.9d).

Central banks have either lowered their
policy rates or maintained a status quo in their
latest policy meetings. Among AE central banks,

the European Central Bank (ECB) and Canada cut

10 These include disappointing flash PMI and a sluggish consumer
sentiment index.
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New Zealand accelerated their rate cuts to 50 bps
ial Markets

their key rates by 25 bps in February. Iceland and
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their policy rates by 25 bps in March and the UK,
Czech Republic, Australia and South Korea lowered
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Sources: Bloomberg; and IIF.
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Chart 11.10: Changes in Policy Rates
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in February (Chart I1.10a). Israel, however, kept its
policy rate unchanged. Among EME central banks,
China, Russia, Hungary, the Philippines, Indonesia
and Romania kept their policy rates unchanged in
February. Malaysia, Peru and Poland kept their policy
rates unchanged in March while Thailand lowered its
policy rate by 25 bps, and Mexico cut its benchmark
rate by 50 bps (Chart I1.10b).

III. Domestic Developments

The Indian economy recorded a sequential
pick-up in growth during Q3:2024-25 driven by
private consumption and government spending.
Supply chain pressures remained below historical
average levels, despite a marginal uptick in February
(Chart IIL.1).

Chart IIL.1: Index of Supply Chain Pressures (ISPI)
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Aggregate Demand

The second advance estimates (SAE) of national
income released by the National Statistical Office
(NSO) on February 28, 2025 placed India's real gross
domestic product (GDP) growth at 6.5 per cent in
2024-25 - an upward revision of 10 bps from the
first advance estimates (FAE) despite a higher base.
This reflects an upward revision of 120 bps in net
exports to 7.1 per cent and 30 bps in private final
consumption expenditure (PFCE) to 7.6 per cent.
Growth for 2023-24 was also revised upwards by 100
bps to 9.2 per cent from the provisional estimates
(PE).

In terms of quarterly trajectory, growth
accelerated to 6.2 per cent in Q3:2024-25 from 5.6
per cent in Q2. PFCE growth accelerated to 6.9 per
cent during O3, owing to a sustained momentum
in rural consumption and a revival in urban
consumption. Government final consumption
expenditure (GFCE) growth improved to 8.3 per cent
during Q3 as expenditure by both the Union and

the State governments picked up. Growth in fixed

State of the Economy

investment, however, moderated to 5.7 per cent,
as mirrored in its proximate indicators - steel
consumption and import of capital goods. Despite
headwinds to global trade and world demand, exports
recordedagrowthof 10.4 percent, primarily supported
by services. With growth in exports surpassing that
of imports, the net exports contributed positively to
GDP growth by 2.5 percentage points in Q3:2024-25
(Chart I11.2).

High indicators that
aggregate demand continued to remain resilient in
Q4:2024-25. Activity indicators such as E-way bills
and toll collections recorded double digit (y-o-y)
growth in February 2025 (Chart IIl.3a and Chart

I11.3b).

frequency suggest

Wholesale automobile sales contracted by 6.4
per cent (y-o-y) in February (Chart II1.4a). The two-
wheeler segment declined by 9.0 per cent (y-o-y),
mainly due to a fall in motorcycle sales (Chart II1.4b).
Tractor sales registered double-digit growth for
the third consecutive month. Vehicle registrations

recorded a contraction in February, driven by a

- I
0 T . - .

Chart II1.2: Weighted Contribution to GDP Growth

Percentage points
i
L

2023-24

mmmmm Private final consumption expenditure

mmm Gross fixed capital formation Net exports

Notes: 1. #: Implicit growth.
2. Others include change in stock, valuables and statistical discrepancies.
Source: NSO.

mmmm Government final consumption expenditure

2024-25

mmmm Others

——— GDP (Y-0-Y growth, per cent)
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Chart I11.3: E-way Bills and Toll Collections
a. E-way Bills b. Toll Collections
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decline in both non-transport and transport vehicles  decreased by 2.1 per cent (y-o-y) in February (Chart
segments (Chart IIL.4c). Petroleum consumption  II1.4d).

Chart II.4: Automobile Sector Indicators
a. Automobile Sales b. Rural Demand
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Chart II1.5: PMI Employment Indices
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Chart II1.6: PLFS Quarterly (age 15 and above)
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In February 2025, job creation in the organised
manufacturing sector recorded the second fastest rate
of expansion since the inception of the PMI survey.
Employment in the services sector also continued to

expand at a robust pace (Chart IIL.5)

As per the latest quarterly Periodic Labour
Force Survey (PLFS), urban unemployment rate
during October-December 2024 was at 0.4 per cent,
unchanged from the previous quarter and lowest
in the PLFS series. The Labour Force Participation
Rate (LFPR) and the Worker Population Ratio (WPR)
remained steady (Chart IIL6).

After recording sequential increase for four
consecutive months, the demand for work under
the Mahatma Gandhi National Rural Employment
Guarantee Scheme (MGNREGS) declined by 3.1 per
cent (m-o-m) in February 2025, coinciding with the
onset of Rabi harvesting (Chart I11.7).

India's merchandise exports at US$ 36.9 billion
contracted by 10.9 per cent (y-o-y) in February 2025,
driven by an unfavourable base effect which more

than offset the positive momentum (Chart IIL.8).

36

Exports of 17 out of 30 major commodities
(accounting for 75.3 per cent of export basket in
2023-24) contracted on y-o-y basis in February.
Petroleum products, engineering goods, chemicals
and gems and jewellery contributed negatively,
while electronic goods, rice, mica, coal and other ores

supported export growth in February (Chart II1.9).

Chart II1.7: Households Demand for
Work under MGNREGS
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Chart I11.8: India's Merchandise Exports
a, Trend in Exports b. Decomposition of Sequential Change in Export Growth (y-o-y)
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During  April-February ~ 2024-25, India's  out of 20 major destinations expanded during April-

merchandise exports expanded by 0.1 per cent
to US$ 395.6 billion, primarily led by electronic
goods, engineering goods, rice and drugs and
pharmaceuticals, while petroleum products, gems

and jewellery and iron ore dragged exports down.

Exports to 14 out of 20 major destinations

contracted in February 2025, while exports to 13

Chart I11.9: India's Merchandise Exports —
Relative Contribution
(February 2025 over February 2024)
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Sources: PIB; and RBI staff estimates.
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February 2024-25, with the US, the UAE and the
Netherlands being the top three export destinations.

The merchandise imports at US$ 51.0 billion
decreased by 16.3 per cent (y-o-y) in February mainly
due to a fall in oil and gold imports, after expanding
for 10 consecutive months. Out of 30 major
commodities, 12 commodities (accounting for 56.8
per cent of import basket) registered a contraction
on y-o-y basis (Chart I11.10).

Petroleum, crude and products, gold, silver, coal,
coke and briquettes, etc., and pearls, and precious
and semi-precious stones dragged imports down,
while electronic goods, chemical material and
products, vegetable oil, machinery, electrical and
non-electrical, and non-ferrous metals contributed
positively (Chart II1.11).

During  April-February  2024-25, India's
merchandise imports at US$ 656.7 billion increased
by 5.7 per cent (y-o-y), mainly led by gold, electronic
goods, petroleum, crude and products, and
machinery while coal, coke and briquettes, etc.,
pearls, precious and semi-precious stones, and iron

and steel, contributed negatively.
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Chart II1.10: India's Merchandise Imports
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Imports from 13 out of 20 major source
countries contracted in February 2025, while imports
from 11 out of 20 major source countries expanded
during April-February 2024-25. Major import source
countries, viz., China, Russia and the UAE witnessed

imports growth during the period.

Merchandise trade deficit fell to its lowest level
since August 2021 to US$ 14.1 billion driven by a fall

in both oil and non-oil deficit. The share of oil deficit
in trade deficit fell to 43.3 per cent in February from
44.5 per cent a year ago owing to a larger decline
(Chart I11.12).

India’s

During 2024-25,

merchandise trade deficit widened to US$ 261.1

April-February

billion from US$ 225.8 billion a year ago. Petroleum

Chart I11.11: India's Merchandise Imports —
Relative Contribution
(February 2025 over February 2024)
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Chart II1.12: Decomposition of India’s
Merchandise Trade Deficit
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Chart I11.13: Commodity-wise Merchandise
Trade Deficit
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Chart II1.14: Services Exports and Imports:
Growth Rates
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products were the largest source of deficit, followed

by electronic goods and gold (Chart I11.13).

In January 2025, services exports grew by 12.0
per cent (y-o-y) to US$ 34.7 billion, and services
imports increased by 12.6 per cent (y-o-y) to US$ 16.7
billion (Chart II1.14). Net services export earnings

recorded a growth of 11.5 per cent (y-0-y) in January.

During April-January 2024-25, the gross fiscal
deficit (GFD) and revenue deficit (RD) as a per
cent of revised estimate (RE) stood higher than
the corresponding period of the previous year
mainly due to the pickup in both revenue and
capital expenditure of the Union government in
recent months (Chart III.15a).!! Tax collections also

continued to remain robust. The key fiscal indicators

Chart I11.15: Major Fiscal Indicators during April-January 2024-25

a. Deficit Indicators
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such as revenue receipts, revenue expenditure and
capital expenditure remained broadly in line with
the previous year (as per cent of RE), barring the non-
debt capital receipts which have been lower than the

previous year (Chart I11.15b).

The total expenditure of the Union government
grew at 6.4 per cent vis-a-vis 5.9 per cent in the
corresponding period of the previous year as both
capital and revenue expenditure expanded. Within
the Centre's revenue expenditure, the outgo on
major subsidies increased by 7.0 per cent driven by
higher food subsidy, as compared to a contraction of

21.0 per cent last year.

The capital expenditure incurred during April-
January 2024-25 stood at 74.4 per cent of its RE for
2024-25, broadly in line with the previous year.
Centre's capex witnessed consistent pick up from
October 2024, compensating for the sluggishness
witnessed during H1:2024-25 (ChartIII.16a). Ministries
with highest budgeted capex target for 2024-25 have
attained substantial progress in achieving their revised
capital expenditure target of 2024-25 (Chart I11.16b).

State of the Economy

Chart II.17: Tax Revenue during April-January
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The gross tax revenue and total receipts of the
Centre recorded a growth of 10.3 per cent and 6.6 per
cent, respectively, in April-January 2024-25. Income
tax and GST continued to be the major drivers for
the Centre's robust tax collections in 2024-25. While
the performance of corporation tax remained sub-
par, there has been an improvement in the growth

of customs duty and union excise duty (Chart I1.17).

Chart II1.16: Expenditure of Union Government during April-January 2024-25
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Chart II1.18: Monthly Trends in STT and GST
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The GST receipts (Centre plus States) grew by 9.1
per cent (y-oy) in February 2025 (Chart II1.18a). The
cumulative GST collection for April-February 2024-25
amounted to %20.13 lakh crore, 9.4 per cent higher
than a year ago. During April-January 2024-25, the
tax collection from securities transaction tax (STT)
has recorded a substantial growth of 75.3 per cent
raising its share in direct tax receipts to 2.6 per cent
from 1.6 per cent last year (Chart I11.18b).

Non-tax revenue collection registered a robust
growth on the back of surplus transfer of X2.11
lakh crore from the Reserve Bank of India. On the
other hand, the performance of non-debt capital
receipts remains tepid, partly on account of lower

disinvestment receipts.

As per provisional accounts data for April-January
2024-25, States’ GFD as a per cent of the budget
estimates was marginally lower than last year on
account of an improvement in revenue performance
and a compression in capital expenditure (Chart

I11.19). Revenue receipts posted a robust growth,
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supported by higher tax revenue, even as growth in
non-tax revenue moderated (Chart I11.20a). Within
States’ own tax revenues, States’ goods and services
tax (SGST) witnessed robust growth and sales tax/
VAT collections showed signs of recovery from a
contraction during the same period in the previous

year.

Chart II1.19: States’ Fiscal Indicators
(April-January)
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Note: Data pertains to 21 States.

Source: Comptroller and Auditor General of India (CAG).
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Chart II1.20: Key Fiscal Performance Indicators (April-January)
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On the expenditure side, growth in revenue
expenditure picked up during April-January 2024-
(Chart
[11.20b). The rise in revenue expenditure, alongside

25, while capital expenditure declined

a contraction in capital outlay has weakened the
quality of States’ spending, with the ratio of revenue
expenditure to capital outlay (RECO) rising to 7.1 in
April-January 2024-25 from 6.1 in the same period

last year.
Aggregate Supply

Real gross value added (GVA) at basic prices is
estimated to grow at 6.4 per cent in 2024-25 as per
the SAE, similar to that in the FAE. In Q3:2024-25, real
GVA growth accelerated to 6.2 per cent (y-o-y) from
5.8 per cent in the preceding quarter (Chart II11.21).
The growth was propelled by the agriculture and
services sector, while the industry sector performed

modestly.

The nominal GVA growth of listed private
manufacturing companies remained unchanged
from the previous quarter at 5.0 per cent (y-o-y)
during Q3:2024-25. Pharmaceuticals, automobiles,
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and chemicals industries contributed the most to
the growth together accounting for 38 per cent in
total GVA. In contrast, iron and steel, petroleum and
cement industries contributed negatively to overall

GVA growth (Chart I11.22).

Agriculture, forestry and fishing expanded by
5.6 per cent in Q3:2024-25, owing to robust kharif

Chart II1.21: Weighted Contribution
to GVA Growth
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Sources: NSO; and RBI staff estimates
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Chart I11.22: Nominal GVA Growth of Manufacturing Sector: Industry Contribution
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foodgrains production and higher horticulture

production.’”? The industrial sector showed a
modest recovery in Q3 after a muted performance
in the preceding quarter. Manufacturing sector — the
primary driver of industrial GVA growth — registered
a growth of 3.5 per cent, aided by improved
profitability of the listed corporate manufacturing
firms. The activity in mining and quarrying
recuperated, recording a growth of 1.4 per cent in
03:2024-25 from a contraction in Q2. Electricity, gas,
water supply and other utility services grew at 5.1
per cent in Q3:2024-25 as against 3.0 per cent growth
recorded in the preceding quarter. The services
sector remained steady in Q3:2024-25. Construction
growth moderated to 7.0 per cent compared with
the preceding quarter, as reflected in moderation in
steel consumption, while growth in trade, hotels,

transport, and related services improved to 6.7 per

12 Kharif food production was growth 6.8 per cent higher in 2024-25.
As per the first advance estimates, the production of horticultural crops
during 2024-25 is placed at 362.1 million tonnes, 2.1 per cent higher
than the final estimates of 2023-24 and 1.9 per cent higher than the first
advance estimates of 2023-24.
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cent, driven by stronger trade activity. Financial, real
estate, and professional services maintained a 7.2
per cent growth rate, while public administration,
defence, and other services (PADO) grew by 8.8 per
cent, supported by robust growth in other services.

In its outlook for seasonal temperature during
the hot weather season, the IMD has projected
above-normal maximum temperatures over most
parts of the country during March to May 2025.
Above-normal temperatures may lead to an increase
in power demand. However, India's rising focus on
the electricity generation from renewable sources
especially solar, may help in meeting increased
power demand during the summer season (Chart
I11.23).

Solar energy remains the dominant contributor
accounting for 47 per cent of the total installed
renewable energy capacity. Recently, India achieved a
historic milestone of surpassing 100 GW of installed
solar power capacity which increased from 2.82 GW
in 2014 to 100 GW in 2025." With the objective to

supply solar power to one crore households by March

13 https://pib.gov.in/PressReleasePage.aspx?PRID =2100603
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Chart I11.23: Electricity Generation from
Renewable Resources
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Chart II1.24: Rooftop Solar Panels Installations
under PMSGMBY
(as of January 27, 2025)
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2027, PM Surya Ghar: Muft Bijli Yojana (PMSGMBY)
facilitates the installation of rooftop solar panels.
As of March 10, 2025, there were 10.09 lakh
households with rooftop solar installations. Gujarat,
Maharashtra, Uttar Pradesh, Kerala, and Rajasthan
together accounting for more than 84 per cent of the
total installations as per the state-wise data available
up to January 27, 2025 (Chart I11.24).

The second advance estimates of the agriculture
crop production (kharif and rabi)'* placed total
foodgrains production at 330.9 million tonnes in
2024-25, 4.8 per cent higher than the final estimates
of 2023-24 due to increase in both kharif and
rabi production, by 6.8 per cent and 2.8 per cent,
respectively (Chart 1I1.25). Wheat (major rabi staple
cereal) production has been estimated at record 115.4
million tonnes which is 1.9 per cent higher than the

final estimates of the previous year.

As on March 07, 2025, the summer acreage

was 21.1 per cent higher than the same during the

14 The estimates exclude the production for the summer (zaid) season of
which the sowing is currently under progress.

44

previous year. Area under all the major crops was
higher than last year, except for oilseeds for which
it was at slightly lower level than a year ago (Chart
111.26).

Reservoir levels (based on 155 major reservoirs)

are in a comfortable position at 47 per cent of total

Chart II1.25: Agriculture Production
in 2024-25 (SAE)
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15 https://pib.gov.in/PressReleaselframePage.aspx?PRID=2102149
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Chart I11.26: Weekly Summer (zaid)
Sowing Progress (as on March 7)
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Chart II1.27: Reservoir Level
(as on March 13)
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reservoir capacity (as of March 13, 2025) which is
higher than the previous year as well as the decadal
average levels (Chart II1.27). This partially allays
concerns for the standing rabi crops emanating
from the Indian Meteorological Department (IMD's)
projection of anomaly in temperature and above

normal number of heatwave days for the whole

summer season (March to May) in most part of the

country (Chart I11.28).

The overall public stock of foodgrains held
by the Food Corporation of India (FCI) stood at 3.8
times the buffer requirements, mainly due to a

higher stock of rice (Chart II1.29). Rice stocks are

Chart I11.28: Maximum Temperature
Outlook for March 2025
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Chart II1.29: Procurement and
Stocks of Foodgrains
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Chart I11.30: Purchasing Managers’ Index (PMI)
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at 8.9 times the buffer requirement. Wheat stocks
are higher than last year by 38.3 per cent and are
above the buffer norm. Rice procurement during the
current marketing season at 464.4 lakh tonnes (as on

March 11, 2025) is 5.0 per cent higher than last year.

For the upcoming rabi marketing season (2025-
26) commencing from April 01, 2025, the estimates
for wheat procurement have been fixed at 310
lakh tonnes.' Similarly, the estimates for rabi rice
procurement and rabi coarse grains (including
millets) have been fixed at 70 lakh tonnes and 16

lakh tonnes, respectively.

India's manufacturing PMI moderated to
a 14-month low in February due to a slowdown in
new orders and output (Chart I11.30a). The services
PMLI, recorded a sequential acceleration in February,
aided by robust increase in new business (Chart
I11.30b).

16 https://pib.gov.in/PressReleseDetail.aspx?PRID=2107076&reg=
3&lang=1
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Among the indicators of

high frequency
industrial activity, growth in port traffic accelerated
in February 2025, driven by higher growth in
other miscellaneous cargo and containerised cargo

(Chart I11.31).

In the construction sector, steel consumption
growth accelerated to 11.2 per cent (y-o-y) in February

Chart II1.31: Port Cargo
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Chart II1.32: Steel Consumption and Cement Production
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while the cement production levels reached a
15-month high, growing by 14.5 per cent in January

(Chart 111.32). (Table IIL.1).

Available high frequency indicators for the
services sector reflect resilience in economic activity

Table III.1: High Frequency Indicators- Services

(y-o-y, per cent)

Sector Indicator Feb-24 |Mar-24| Apr-24 |May-24| Jun-24 | Jul-24 | Aug-24 | Sep-24 | Oct-24 | Nov-24 | Dec-24| Jan-25 | Feb-25
Urban demand | Passenger Vehicles Sales 9.5 8.9 1.2 43 49 | 20 | -16 | -04 1.1 44 | 114 | 35 3.7
Two-Wheeler Sales 346 | 153 | 308 | 10.1 | 21.3 | 125 9.3 158 | 142 | -1.1 -8.8 2.1 -9.0
Rural demand |Three-Wheeler Sales 8.3 43 145 | 144 | 123 | 5.1 8.0 67 | -07 | -13 3.5 8.6 4.7
Tractor Sales 30 | 00 | 36 | 16 | -58 | 37 | 224 -13 | 140 | 114 |NS5EN
Commercial Vehicles Sales -3.8 3.5 1.3
Railway Freight Traffic 8.6 1.4 3.7 1.2
Port Cargo Traffic 3.0 2.7 1.3 3.8 6.8 5.9 6.7 5.8 34 7.6 6.8
Domestic Air Cargo Traffic 0.3 10.3 443 6.9
International Air Cargo Traffic 105 | 7.1
Trade, hotels, |Domestic Air Passenger Traffic * 5.8 4.7 3.8 5.9 6.9 7.6 6.7 7.4 9.6 13.8 10.8 | 14.1 16.4
transport,  (International Air Passenger Traffic* 19.3 15 16.8 | 196 | 11.3 8.8 11.1 | 11.2 | 103 | 10.7 9.0 11.1 | 11.7
communication |GST E-way Bills (Total) 189 | 139 | 145 | 17.0 | 163 | 192 | 129 | 185 | 169 | 163 | 17.6 | 23.1 | 147
GST E-way Bills (Intra State) 21.1 158 | 17.3 | 189 | 164 | 19.0 | 13.1 19.0 | 183 5.4 179 | 233 | 149
GST E-way Bills (Inter State) 15.0 | 10.7 9.6 13.6 | 163 | 196 | 125 | 17.7 | 144 - 17.1 | 22.8 | 144
Hotel occupancy 1.8 2.7 -14 | -2.6 =31l 3.6 0.7 2.1 =53 11.1 -0.2 1.2
Average revenue per room 7.8 6.7 4.8 1.8 2.8 7.6 5.2 35 4.8 10.7 8.9 8.7
Tourist Arrivals
. Steel Consumption
Construction )
Cement Production
PMI Index# |Services
I -
<<Contraction Expansion>>

Note: #: Data in levels. *: February 2025 data are based on the monthly average of daily figures. The Heat-map is constructed for each indicator for

the period July-2021 till date.

Sources: SIAM; Ministry of Railways; Tractor and Mechanisation Association; Indian Ports Association; Office of Economic Adviser; GSTN; Airports

Authority of India; HVS Anarock; Ministry of Tourism; Joint Plant Committee; and IHS Markit.
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Chart I11.33: Trends and Drivers of CPI Inflation
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Inflation

Headline inflation, as measured by y-o-y changes
in the all-India consumer price index (CPI)", declined
to a seven-month low of 3.6 per cent in February 2025
from 4.3 per cent in January (Chart 111.33). The 70
bps decline in inflation was on account of a negative
price momentum of around 50 bps which was further
aided by a favourable base of around 20 bps. The food
group recorded a negative momentum of around
(1.6 per cent during the month while momentum
in CPI fuel and core (excluding food and fuel) groups

was positive at 0.1 and 0.7 per cent, respectively.

Food inflation declined to 3.8 per cent (y-o-y) in
February from 5.7 per cent in January. In terms of sub-
groups, vegetables, pulses and eggs recorded a sharp
correction in prices and entered the deflationary zone
while inflation moderated in cereals, meat and fish,
and milk and products. On the other hand, inflation
in oils and fats, fruits, sugar and confectionary, non-

alcoholic beverages and prepared meals picked up.

17 As per the provisional data released by the National Statistical Office
(NSO) on March 12, 2025.
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Spices continued to remain in deflation, although at
a lower rate (Chart I11.34).

Fuel and light deflation narrowed to (-)1.3 per
cent in February from (-) 1.5 per cent in January,
on account of a lower rate of deflation in kerosene
prices, and a higher rate of inflation in electricity
prices. LPG prices continued to record a steady rate
of deflation.

Core inflation increased to 4.1 per cent in
February from 3.6 per cent in January. Inflation
increased in pan, tobacco and intoxicants, housing,
health, transport and communication, and personal
care and effects, while it remained unchanged in
sub-groups such as clothing and footwear, household
goods and services, recreation and amusement, and
education (Chart II1.35).

In terms of regional distribution, rural and
urban inflation eased to 3.8 per cent and 3.3 per
cent, respectively, in February 2025. At the state
level, inflation rate ranged from 1.3 per cent to 7.3
per cent. Majority of the states recorded inflation
less than 6 per cent (Chart I11.36).
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Chart II1.34: Annual Inflation (y-o-y) and Momentum (m-o-m) across Sub-groups
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High frequency food price data for March so far
(up to 17th) show an increase in cereal prices, both
for rice and wheat. Edible oil prices have firmed

up as well - mainly driven by palm, soybean and

sunflower oil. Pulses prices, on the other hand,
continued to show broad-based moderation. Prices of
key vegetables including potato, onion and tomato

witnessed further correction (Chart I11.37).

Chart II1.35: Annual Inflation across Sub-groups (February 2025 versus January 2025)
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Chart II1.36: Spatial Distribution of Inflation
February 2025
(CPI-Combined, y-o-y), (per cent)

Table II1.2: Petroleum Products Prices
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Note: Map is for illustrative purposes only.
Sources: NSO; and RBI staff estimates.

Retail selling prices of petrol, diesel and LPG
remained unchanged in March thus far (up to 17th)

while kerosene prices moderated (Table I11.2).

Item Unit Domestic Month-over-
Prices month
(per cent)

Jan-25| Feb-25|Mar-25~| Feb-25| Mar-25"
Petrol Z/litre 101.02 | 101.02 | 101.02 0.0 0.0
Diesel /litre 00.48 | 00.48 | 90.48 0.0 0.0
Kerosene /litre 43.93 | 46.37| 46.23 5.6 0.3
(subsidised)
LPG Z/cylinder | 813.25| 813.25| 813.25 0.0 0.0
(non-subsidised)

Notes: 1. " : For the period March 1-17, 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.

As per the PMIs, input costs recorded a slower
rate of expansion in February for both manufacturing

and services sector. Selling price pressures, on

50

Chart II1.37: DCA Essential Commodity Prices
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Chart I11.38: PMI: Input and Output Prices
a. Manufacturing b. Services
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Note: A level of 50 corresponds to no change in activity and a reading above 50 denotes expansion and vice versa.

the other hand, slowed down marginally across
manufacturing firms but increased for services firms
(Chart I11.38).

The all-India house price index (HPI), based
on property registration data from ten major cities,
increased by 3.1 per cent (y-o-y) in Q3:2024-25 as
compared to 4.3 per cent in the previous quarter and
3.8 per cent a year ago (Chart II1.39).

Chart I11.39: Movement of House Price Index
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IV. Financial Conditions

System liquidity remained in deficit in the latter
half of February and early March (up to March 13,
2025) amidst the seasonal pick-up in currency in
circulation (CiC). Since mid-February, the Reserve
Bank conducted three open market operation (OMO)
purchase auctions (on February 20, March 12 and
March 18, 2025) of a cumulative amount of X1.4 lakh
crore, and a 45-day variable rate repo (VRR) auction of
X57,951 crore on February 21, 2025 to inject durable
liquidity. Additionally, rupee liquidity was injected
through a three-year USD/INR Buy/Sell swap auction
of USD 10 billion on February 28, 2025. During the
quarter so far, the Reserve Bank has injected around
%5.5 lakh crore of durable liquidity into the banking
system through a combination of OMO purchases,
longer-duration VRR auctions and forex swaps
(Table IV.1).

Furthermore, the Reserve Bank has been
conducting daily VRR auctions since January 16 to tide
over transient liquidity tightness, with standalone
primary dealers (SPDs) being allowed to participate
in these daily auctions. An aggregate amount of X9.68

lakh crore was injected into the banking system

51



ARTICLE State of the Economy
Table IV.1: Durable liquidity measures during 04:2024-25
Measure Description Auction Date Amount injected (in ¥ crores)
OMO Purchase Through NDS-OM January 2025 38,825
January 30, 2025 20,020
February 13, 2025 40,000
OMO Purchase auction February 20, 2025 40,000
March 12, 2025 50,000
March 18, 2025 50,000
56-day VRR auction February 07, 2025 50,010
Term Repo Auctions 49-day VRR auction February 14, 2025 75,003
45-day VRR auction February 21, 2025 57,951
Tenor: 6 months January 31, 2025 Approx. 44,000 (USD 5.10 Billion)
USD/INR Buy Sell swap auction
Tenor: 3 years February 28, 2025 Approx. 83,000 (USD 10.06 Billion)
Total Approx. 5,53,809

Source: RBIL.

through two main and twenty-two fine-tuning VRR
operations of maturities ranging from 1 to 8 days
during February 16 to March 17, 2025. This slew
of measures undertaken by the Reserve Bank aided
in moderating the liquidity deficit. Consequently,
the average daily net injection under the liquidity
adjustment facility (LAF) stood at X1.41 lakh crore
during February 16 to March 13, 2025, as compared
to X1.92 lakh crore during January 16 to February 15,
2025 (Chart Iv.1).

Despite the prevailing liquidity deficit, banks’
placement of funds under the standing deposit facility
(SDF) averaged X1.15 lakh crore between February
16, 2025, and March 13, 2025, higher than 0.85
lakh crore in the previous month. The co-existence
of deficit liquidity conditions and substantial fund
placements under the SDF suggests the asymmetric
distribution of liquidity within the banking system
as well as increased liquidity preference on the

part of banks. Meanwhile, daily average borrowings

Chart IV.1: Liquidity Operations
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under the marginal standing facility (MSF) declined
marginally to X0.03 lakh crore during February 16,
2025 and March 13, 2025 from %0.04 lakh crore in

the previous period.

The weighted average call rate (WACR) - the
operating target of monetary policy — remained
within the policy corridor and the spread of the
WACR over the policy repo rate averaged 5 basis
points (bps) during February 16 and March 13, 2025,
same as during January 16 to February 15, 2025
(Chart IV.2a). Rates in the collateralised segment,
however, moderated below the policy repo rate

amidst improving liquidity conditions.

Across the term money market segment, rates

have declined with yields on 3-month treasury

ARTICLE

bills (T-bill) and 3-month commercial paper (CP)
issued by non-banking financial companies (NBFCs)
recording a moderation during February 16 - March
13, 2025 over the previous month (Chart IV.2b). The
yields on certificates of deposit (CDs), however,
marginally increased from 7.49 per cent to 7.52 per
cent during the same period. The average risk premia
in the money market (3-month CP [NBFC] minus
91-day T-bill) increased to 142 bps during February
16 - March 13, 2025 from 137 bps during Janaury
18 - February 14, 2025. Similarly, the spread of the
3-month CD rate over the 91-day T-bill rate edged up
(Chart IV.2¢).

The weighted average discount rate (WADR)

of CPs and the weighted average effective interest

Chart IV.2: Policy Corridor and Money Market Rates
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b. Money Market Rates
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mmmmm CP Issuance (Monthly)
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rate (WAEIR) of CDs remained lower than the levels
recorded a year ago (Chart IV.3).

Banks continue to rely on CDs to meet their
funding requirements on account of the persisting
gap in credit and deposit growth. In the primary
market, issuances of CDs grew by 34 per cent (y-o-y)

to reach an all-time high of 10.58 lakh crore during

2024-25 (up to March 7, 2025) [Chart IV.4]. Similarly,
CP issuances at X13.90 lakh crore were higher by 13.5
per cent during 2024-25 (up to February 28, 2025)

compared with the corresponding period a year ago.

The yield on the 10-year G-sec benchmark broadly
remained range-bound and was at 6.70 per cent on

March 13, 2025, as compared to 6.71 per cent on

Chart IV.4: Certificates of Deposit (CDs) and Commercial Paper (CP) - Fortnightly Issuances
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Chart IV.5: Developments in the G-sec Market
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February 14, 2025 (Chart IV.5a). The domestic yield
curve softened in the very short and mid-segment
while remaining stable for all other tenors (Chart
IV.5b). Between February 16 and March 13, 2025, the
average term spread (10-year G-sec yield minus 91-
day T-bills yield) increased by & bps as compared to

the previous period.

The spread of the 10-year Indian G-sec yield over
the 10-year US bond increased in the latter half of
February, mainly due to a fall in US bond yields. The
volatility of yields in India remained low relative to
US treasuries (Chart IV.6).

Corporate bond issuances at X7.94 lakh crore

were 18.0 per cent higher during 2024-25 (up to
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Chart IV.6 : Volatility and Spread-Bond Market
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Table IV.2: Financial Markets - Rates and Spread
Instrument Interest Rates Spread (bps)
(per cent) (Over Corresponding Risk-free Rate)
Jan 16, 2025 - Feb 16, 2025 - Variation Jan 16, 2025 — Feb 16, 2025 - Variation
Feb 15, 2025 Mar 12, 2025 Feb 15, 2025 Mar 12, 2025
1 2 3 4=32 5 6 (7 =6-5)
Corporate Bonds
(i) AAA (1-year) 7.87 7.86 -1 116 122 6
(ii) AAA (3-year) 7.64 7.67 3 90 97 7
(iii) AAA (5-year) 7.50 7.62 12 73 85 12
(iv) AA (3-year) 8.43 8.44 1 169 175 6
(v) BBB- (3-year) 12.10 12.09 -1 536 540 4

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

Sources: FIMMDA; and Bloomberg.

January) compared to last year. Corporate bond yields
exhibited mixed trends while the corresponding risk
premia increased across ratings and tenor spectrums
during the second half of February till March 12,
2025 (Table 1v.2).

Reserve money (RM), excluding the first-round
impact of change in the cash reserve ratio (CRR),
recorded a growth of 6.8 per cent (y-o-y) as of March
7,2025 (5.5 per cent a year ago) [Chart IV.7]. Growth
in CiC, the largest component of RM, stood at 5.5 per

cent (y-o-y) as of March 7, 2025, as compared with 3.5

per cent a year ago.

On the sources side (assets), RM comprises net
domestic assets (NDA) and net foreign assets (NFA) of
the Reserve Bank. Growth in foreign currency assets
accelerated to 3.9 per cent (y-o-y) on March 7, 2025,
from 1.6 per cent (y-o-y) at the end of January 2025
(Chart 1V.8). Gold — the other major component of
NFA — grew by 53.8 per cent mainly due to revaluation

gains on gold prices, leading to a steady rise in its

o]
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Chart IV.7: Reserve Money and Currency in Circulation
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1 .
Chart IV.8: RBI's Net Foreign Exchange Assets (NFA) Growth
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share in NFA from 8.3 per cent as of end-March 2024 M., increased by 10.1 per cent (11.9 per cent a year

to 11.7 per cent as of March 7, 2025.

As of February 21, 2025, the money supply
(M,) had increased by 9.6 per cent (year over year)

(10.9 per cent a year ago).'* Aggregate deposits

ago). Scheduled commercial banks' (SCBs') credit
growth moderated to 12.0 per cent as of February 21,
2025 (16.6 per cent a year ago) due to an unfavourable

base effect, partly offset by positive momentum

with banks, accounting for around 86 per cent of  (Chart IV.9).

Chart IV.9: M, Growth and Credit Growth of SCBs — Base and Momentum Effect
18 - -3
<]
= £
o o
EN [s%
=) &
o} ¥
A 5}
~
8 I B B L I m e e e e e B s e e e e e o L e oo e e o o o N N s e e e B S B N N 3
o o o\ o o o\ o o o o o o\ T < < T N T T < < T < < T wn wn
N o n) o I o N o o i o ) a o a\ a o \ a o a a o aQ a N a
A o O S s = g0 A 8 > o o =R = = g 3 g A f & & 9 g 2
2 2§ £ 5% 28 ¢ 282858 2 5852 2842 838 &
D R T T = S N T A B < N R
——— SCBs' credit growth —— M, growth
mmmsm SCBs' credit momentum effect (RHS) mmmm SCBs' credit base effect (RHS)
Source: RBL

18 Excluding the impact of the merger of a non-bank with a bank (with effect from July 1, 2023).
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Chart IV.10: Annual Growth in Bank Credit - Major Sectors
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Based on the latest available quarterly data,
credit continues to grow at a healthy pace despite
the recent deceleration across various sectors during
03:2024-25 (Chart IV.10). Credit growth within
the personal loans segment remained the primary
driver of overall credit expansion, even though

there has been a moderation in unsecured personal

loan segment following the increase in risk weights

announced in November 2023.

SCBs' lending to the private corporate sector,
which accounted for nearly a quarter of the total
bank credit, moderated in Q3:2024-25. However,
credit to public sector entities continued to rise

(Chart IV.11a). Growth in working capital loans

Chart IV.11: Annual Credit Growth
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Chart IV.12: SCBs' Deposit Growth - Base and Momentum Effect
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accelerated, indicating a pick-up in economic activity

(Chart IV.11b).

As on February 21, 2025, SCBs' deposit growth
(excluding the impact of the merger) remained at its

end-January 2025 level of 10.6 per cent (Chart IV.12).

Term deposits’ growth continued to outpace

growth in saving deposits in 03:2024-25 (Chart IV.13).

Consequently, the share of term deposits in total
deposits rose to 62.1 per cent from 60.3 per cent a

year ago.

The share of deposits bearing an interest rate of
7 per cent or above (in total term deposits) increased
to 70.8 per cent in December 2024, up from 61.4 per
cent in December 2023 and 33.7 per cent in March
2023 (Chart IV.14).

Chart IV.13: Annual Growth in Aggregate Deposits - Type of Deposits
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Chart IV.14: Interest Rate wise Share of Term Deposits of Banks
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SCBs' incremental credit-deposit ratio increased
from 80.7 per cent as at end-October 2024 to 88.2 per
cent as on February 21, 2025 (Chart IV.15).

In response to the 25-bps cut in the policy repo
rate during the February Policy, banks have reduced
their repo-linked external benchmark-based lending

rates (EBLRs) by a similar magnitude. The 1-year

marginal cost of funds-based lending rates (MCLRs)
of SCBs rose by 178 bps during May 2022 to January
2025. The weighted average lending rate (WALR)
on fresh and outstanding rupee loans increased by
181 bps and 115 bps, respectively, during the same
period (Chart IV.16a). In case of deposits, the weighted

average domestic term deposit rate (WADTDR) on

60
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Chart IV.16: Transmission to Bank’s Lending and Deposit Rates
a. Lending Rates b. Deposit Rates
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fresh deposits of SCBs, which include both retail and
bulk deposits, increased by 253 bps. The WADTDR on
outstanding deposits also increased by 199 bps during
May 2022 to January 2025 (Chart IV.16b).

Transmission across bank groups indicates that
the increase in the WALR on fresh rupee loans was

higher for public sector banks (PSBs) vis-a-vis private

sector banks (PVBs). In case of outstanding rupee
loans, however, the transmission in PSBs was lower.
On the other hand, transmission to deposit rates was
higher for PSBs during May 2022 to January 2025
(Chart IV.17a and b).

The corporate sector showed signs of recovery
during Q3:2024-25, following a subdued performance

during Q2. Sales of listed private non-financial

Chart 1V.17: Transmission across Bank Groups (May 2022 to January 2025)
a. Lending Rates b. Deposit Rates
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companies increased by 8.0 per cent (y-o-y) during
03:2024-25, an improvement from 5.4 per cent
in the previous quarter and 5.5 per cent in the

corresponding quarter a year ago.

Sales growth (y-o-y) of listed private

manufacturing companies improved  during
03:2024-25 (Chart 1V.18). The turnaround in growth
was mainly driven by higher sales in automobiles,
chemicals, food products and electrical machinery
industries whereas sales in the petroleum, iron and
steel, and cement industries continued to contract
on an annual basis during Q3, though the pace of

contraction moderated (Chart IV.19).

The information technology (IT) sector recorded
a higher sales growth, as compared with the previous
quarter and a year ago. Sales growth of non-IT services
companies continued to grow in double digits despite
a deceleration. This growth was mainly driven by
the "Wholesale and Retail Trade' and 'Transport and

Storage Services' segments.

With operating expenses growing at a slower

pace than sales, operating profit expanded at the

State of the Economy

Chart IV.18: Sales Growth
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aggregate level during Q3:2024-25, leading to a
sequential improvement of 50 bps in the operating
profit margin. Margin improved across all major
sectors during the quarter, aligning with their

improved sales growth (Chart IV.20).

Indian equity markets continued to experience
pressure in the latter half of February and early

March, following persistent selling by foreign
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Chart IV.19: Sales Growth of Major Industries in Manufacturing Sector
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Chart IV.20: Operating Profit Margin
(Per cent of Sales)
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Sources: Capitaline database; and RBI staff calculations.

institutional investors (FIIs), uncertainty
surrounding the US government tariff policies and
concerns over corporate earnings amid mixed global
cues. Overall, the BSE Sensex declined by 2.3 per cent

since February 14, 2025, to close at 74,170 on March

ARTICLE

17, 2025. The equity market correction in recent
months has been broad-based, resulting in declines
across sectoral indices (Chart IV.21a). The broader
market indices have experienced sharper falls, as
reflected in a higher proportion of their constituents
hitting 52-week lows in the recent period and notably,
on March 3, 2025, 31 per cent of the constituent
members of the NSE 500 index touched a fresh 52-
week low, compared to 22 per cent of the Nifty 50
members (Chart IV.21Db).

As per Prime Database, persistent selling by FIIs
has reduced their ownership in NSE-listed companies
to 17.2 per cent by end-December 2024, marking a
multi-year low. In contrast, domestic institutional
investors (DIIs) have increased their holdings,
pushing the FII-to-DII ownership ratio to its lowest
level since June 2009 (Chart 1V.22).1°

The recent market correction, coupled with

regulatory measures in the equity derivatives

Chart IV.21: Correction in Equity Markets

a. Correction from 52 Week High b. Index Members with New 52 Week Lows
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Calculations are based on daily closing data.

19 https://www.business-standard.com/markets/stock-market-news/diis-close-india-inc-ownership-gap-with-foreign-portfolio-investors-125020401430_1.

html
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Chart IV.22: FII-DII Ownership Ratio across all NSE-Listed Companies
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segment, has led to a decline in turnover across both Weak sentiments in the secondary market also
the equity derivatives and cash segments in recent affected fund-raising activity in the primary market
months (Chart 1V.23).2° in January 2025 (Chart 1v.24).%!
Chart IV.23: Declining Turnover in Equity Segments
a. Average Daily Turnover in Cash Segment b. Average Daily Turnover in Derivative Segment (Notional)
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20 https://www.moneycontrol.com/news/business/markets/cash-market-turnover-slips-below-rs1-lakh-crore-in-february-hits-15-month-low-f-o-volume-
lowest-since-december-23-12948385.html

21 https://economictimes.indiatimes.com/markets/ipos/fpos/unwilling-to-bear-a-bearscare-companies-halt-ipo-fair/articleshow/118614369.
cms?from=mdr
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In light of recent correction in equity markets,
it is noteworthy that 60.8 per cent of retail
investors' equity assets have been held for more than
24 months (Chart IV.25).% This indicates that retail
investors have demonstrated persistence in holding

onto their equity investments, particularly through

mutual funds (MFs) and systematic investment
plans (SIPs).

Three recent developments hold signficant
potential for enhancing the financialisation of
household savings. First, the introduction of micro

SIP schemes?, which will make MF products more

Chart IV.25: Holdings in Mutual Funds

b. Change in Share of SIP AUM across Holding Periods
between March 2019 and March 2024
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22 https://www.amfiindia.com/Themes/Theme1/downloads/home/FolioandTicketSize.pdf

2 https://www.financialexpress.com/money/mutual-funds-explainer-building-the-equity-culture-with-micro-sip-3761507/
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accessible to a wider audience. Second, the launch
of specialised investment funds®, designed to offer
investors greater flexibility and serve as a bridge
between MFs and portfolio management services
(PMS). Third, the establishment of a centralised
database for corporate bonds, which would provide
an authentic source of information on corporate
bonds in India.?

Gross inward foreign direct investment (FDI)
continues to remain strong, growing by 12.4 per
cent (y-o-y) to US$ 67.7 billion during 2024-25
(April-January) from US$ 60.2 billion over the
corresponding period a year ago (Chart IV.26a).
However, net FDI declined to US$ 1.4 billion during
2024-25 (April-January) from US$ 11.5 billion a year
ago, owing to higher repatriation and outward FDI
from India. Sector-wise, manufacturing received
the highest share of equity inflows, followed by
financial services, electricity and other energy, and

communication services - together accounting for

State of the Economy

more than 60 per cent of the flows. Over 75 per cent
of the flows were from Singapore, Mauritius, the US,
the UAE and the Netherlands during the period.

In terms of globally annouced greenfield FDI
projects, India ranked second after the US during
2024, up from sixth position in 2020. Of the total
FDI projects announced worldwide worth US$ 1.8
trillion in 2024, India accounted for around 6 per
cent (over US$ 100 billion). Emerging sectors -
renewables, communications, semiconductors, and
metals — remained the most attractive FDI sectors
globally during 2024 (Chart IV.26b). In India, metals,
renewable energy and semiconductors were the top
industries, accounting for about 60 per cent of the
total annouced FDI projects in 2024.

investment (FPI) flows
continued to experience outflows in February 2025.
Net FPI outflows worth US$ 4.0 billion were recorded
in February, with netequity outflows of US$ 5.4 billion

(Chart IV.27a). Furthermore, Global FPI flows during

Foreign portfolio

Chart 1V.26: Foreign Direct Investment Flows

b. Top Sectors by Globally Annouced FDI Projects in 2024

Semicondu

Real estate, 12% ctors, 7%

Renewable energy, 17%

Transpo

rtation Autom

Communications, 16%

&
Wareho
Coal, oil & using,
gas, 7%
4%
Electronic
compon

Metals, 4% s, 2%

otive
OEM,
4%

Software
&IT
services,

3%

a. India
807 714 713
67.7
60+ 602
40 +
28.0
= 204 Tl
E 0 ER. >
B8 0 : --__ 1L
8
5 0 203 -36.9 -46.1
-44.5
40
140 118
60 -16.7 -20.2
-&0 -
q N S E QL
I\] o o < =
8 g S )
S s S Sg
Net outward FDI Repatriation/Disinvestment
Gross FDI —=== Net FDI
Sources: RBI; and fDi Markets.

24 https://www.sebi.gov.in/legal/circulars/feb-2025/regulatory-framework-for-specialized-investment-funds-sif-_92299.html

25 https://www.sebi.gov.in/media-and-notifications/press-releases/feb-2025/launch-of-bond-central-a-centralised-database-portal-for-corporate-

bonds_92306.html
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Chart IV.27: Net Portfolio Investments

a. India
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the month were significantly redirected towards
Chinese equities, amidst increasing optimism about
revival of the Chinese economy through monetary
and fiscal stimulus (Chart IV.27b). In India, FPI
outrush continued in March 2025 with net outflows
of US$ 0.9 billion (up to March 17).

Net accretion to non-resident deposits (NRD) at
US$ 14.3 billion during 2024-25 (April-January) were
higher from US$ 10.2 billion a year ago, with higher
accretion to all three accounts, namely, Non-Resident
(External) Rupee Accounts [NR(E)RA], Non-Resident
Ordinary (NRO) and Foreign Currency Non-Resident
(Banks) [FCNR(B)] accounts.

(ECB)
registrations (US$ 47.3 billion) and disbursements
(US$ 42.3 billion) during April 2024 - January 2025

on a cumulative basis, were significantly higher

External ~ commercial  borrowing

than those recorded in the corresponding period
of the previous year. ECB outflows due to principal
repayments stood at US$ 23.9 billion during this
period, resulting in robust net inflows of US$ 18.4

billion — more than twice the level observed in the

RBI Bulletin March 2025

corresponding period of the previous year (Chart
Iv.28).

Of the total ECBs registered during April 2024 -
January 2025, nearly 44 per cent were intended for

capital expenditure purposes (Chart IV.29).

The continued decline in the secured overnight

financing rate (SOFR) since August 2024 has

Chart IV.28: External Commercial Borrowings
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Chart 1V.29: End-use of the Registered ECBs
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contributed to a reduction in the overall cost of ECBs.
In January 2025, the overall cost of ECBs declined by
129 bps compared with the corresponding period of
the previous year (Chart IV.30).

The Indian rupee (INR) depreciated by 0.9
per cent (m-o-m) during February 2025, weighed
by heavy FPI outflows (Chart IV.31). The extent of

depreciation of the INR, however, was lower than
the previous month. In addition, the INR remained

one of the least volatile major currency.

The INR depreciated by 2.4 per cent (m-o-m) in
terms of the 40-currency real effective exchange rate
(REER) in February 2025 due to depreciation of the

INR in nominal effective terms and narrowing of
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Chart IV.30: Overall Cost of ECBs
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Chart IV.31: Movements of the Indian Rupee and Major Currencies against the US Dollar
(February 2025 over January 2025)
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India's inflation differential with its major trading
partners (Chart IV.32).

As on March 7, 2025, India held foreign
exchange reserves worth US$ 654.0 billion, sufficient
for over 11 months of imports and 91 per cent of
external debt outstanding at end-September 2024
(Chart 1V.33a). The top reserves-holding economies

witnessed drawdown in forex reserves during
03:2024-25, with some signs of recovery in 2025
(Chart IV.33D).

Payment Systems

India's digital payment ecosystem expanded
in February 2025, led by the Bharat Bill Payment
System (BBPS) and Unified Payments Interface (UPI)

Chart IV.32: Movements in the 40-Currency Real Effective Exchange Rate
a. Monthly Changes b. Decomposition of Monthly Changes
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Chart IV.33: Foreign Exchange Reserves
a. India b. Change in Reserves during 2024-25
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(Table 1V.4). The growing role of digital payments in  enterprises (MSMEs) are increasingly being met

boosting entrepreneurship and business expansion through the Trade Receivables Discounting System

in India is evident from the rise in person-to- ) o )
(TReDS), as reflected in the sharp rise in factoring
merchant (P2M) transactions, comprising 62.5 per

cent of total UPI transactions in February 2025, up units*(FU) financed—which recorded a growth of 78
from 60.8 per cent a year ago. per cent in volume and 68 per cent in value (y-o-y) in
In the digital finance segment, the working January 2025. The average number of MSME sellers?’

capital requirements of micro, small and medium registered on TReDS rose to 41,094 in January 2025

Table IV.4: Growth in Select Payment Systems

(y-o-y in per cent)

Payment Modes Transaction Volume Transaction Value

Jan-24 Jan-25 Feb-24 Feb-25 Jan-24 Jan-25 Feb-24 Feb-25
RTGS 13.1 16.1 18.8 25 17.1 19.1 21.2 10.2
NEFT 43.4 245 47.3 11.0 19.8 143 25.1 2.0
UPI 51.8 39.3 60.6 33.1 41.7 27.5 47.9 20.2
IMPS 7.2 -12.7 19.4 _ 18.6 7.1 21.2 -0.9
NACH 22.8 17.2 13.1 6.8 215 225 15.6 20.0
NETC 10.2 14.8 12.1 18.7 15.5 19.0 19.2 18.3
BBPS 24.6 97.4 29.8 87.3 75.4 _ 85.8 240.6

Note: RTGS: Real Time Gross Settlement, NEFT: National Electronic Funds Transfer, UPIL: Unified Payments Interface, IMPS: Immediate Payment Service,
NACH: National Automated Clearing House, NETC: National Electronic Toll Collection, BBPS: Bharat Bill Payment System.
Source: RBL

26 A Factoring Unit is a nomenclature used in TReDS for invoice(s) or bill(s) of exchange. Each FU represents a confirmed obligation of the corporates or
other buyers, including Government Departments and PSUs.

27 Average number of MSME sellers is calculated as the total number of MSME sellers registered with the top three top entities under TReDS divided by
three.
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Chart 1V.34: Use of Internet for Entrepreneurial Purposes
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from 24,081 a year ago. The transformation is also
reflected in the rising proportion of unincorporated
sector enterprises utilising the internet for
entrepreneurial activities. At the national level,
internet adoption increased from 21 per cent in
2022-23 to 26.7 per cent in 2023-24, with a faster
uptake among urban enterprises (Chart IV.34a).
Additionally, the share of enterprises using the
internet for financial activities has increased (Chart

IV.34b).

On the policy front, the Reserve Bank has issued
the Framework for Recognising Self-Regulatory
Organisations (SROs) for the Account Aggregator
Ecosystem (SRO-AA) and invited applications for their
recognition.? The National Payments Corporation of
India (NPCI) introduced addendums to improve the
UPI Lite functionality, including transfer-out, balance

reconciliation, app passcode, and enhanced UPI

28 RBI Press Releases. March 12, 2025. Invitation of applications for
recognition of Self-Regulatory Organisation(s) for the Account Aggregator
Ecosystem.
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limits, further enhancing user experience, especially

for offline® transactions.?®!
V. Conclusion

The immediate course of the global economy
is likely to be shaped by escalating trade tensions,
inflationary pressures stemming from tariffs, and
attendant financial market volatility. Recently
announced fiscal stimulus is expected to provide
a short-term boost to growth in the euro area,
although sharp spikes in yields witnessed after such
announcements indicate that resulting increases
in long-term borrowing costs are likely to constrain
very large expansions. Commodity prices have a
benign outlook as a baseline case in line with the
expected moderation in demand in an environment
of growth slowdown. The pass-through of higher

tariffs to consumer prices, however, remains a key

29 'Offline’ as defined in the RBI Circular No. RBl/2021-22/146 CO.DPSS.
POLC.N0.S1264/02-14-003/2021-2022 dated December 04, 2024
'Framework for Facilitating Small Value Digital Payments in Offline Mode'

30 NPCI Circular. February 21, 2025. Addendum to Introduction of UPI
LITE.

31 NPCI Circular. February 27, 2025. Addendum to Enhancement in UPI
LITE Limits.
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risk to inflation, which is already exhibiting signs
of stubbornness in many AEs. Central banks in
AEs would have to factor in such pressures while
calibrating policy responses in an environment of
potential slowdown in growth. EMEs, on the other
hand, are likely to record higher growth than their
AE counterparts, although capital outflows and

potential currency depreciation remain major risks.

Domestically, macroeconomic fundamentals
remain strong, and economic growth is poised to
sustain momentum driven by robust domestic
demand, steady investment activity, and ongoing
policy-driven infrastructure development along
with a pick-up in government spending. Headline
inflation has moderated significantly from above 6

per cent in October 2024 to 3.6 per cent in February
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2025. Robust kharif production, better rabi sowing
coupled with higher reservoir levels and seasonal
winter correction in vegetable prices augur well for
food inflation, although volatility in commodity
prices and weather anomalies remain potential

upside risks to the overall inflation outlook.

While facing challenges from weakening global
trade and tariff uncertainty, India's external sector
continues to find support from resilient services
exports, which remain less affected by global
disruptions. Going forward, India's structural
strengths—sound fiscal policies, a well-calibrated
monetary framework, and digital transformation
initiatives—are expected to provide a strong
foundation for long-term sustainable economic

growth,
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