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India’s economic performance
IS pretty robust on most counts

The economys back on its high-growth path and fiscal consolidation is on track but our labour market remains a concern

is chairman, Centre for Development Studies.

he National Institute of Public Finance

and Policy’s (NIPFP) mid-year macro-

economicreview forecasts India’s

annual economic growth in the range

0of 6.9-7.1%, similar to most other fore-

casts, such as the International Mone-
tary Fund’s (7%), World Bank’s (7%) and Reserve
Bank of India’s (7.2%). Thus, the economy is
expected to grow by around 7% in 2024-25 on top
of 7% and 8.2% in 2022-23 and 2023-24 respec-
tively. India is back on the high growth path that
prevailed before growth decelerated from 2017-18
onwards due to repeated shocks culminating in a
sharp contraction in 2020-21 on account of the
covid pandemic.

However, there has been some growth modera-
tion in the first quarter of 2024-25 due to alarge
trade deficit and also contraction in government
consumption on account of restrictions under the
election code-of-conduct. On the supply side,
there hasbeen a contraction in mining and elec-
tricity and a slowdown in construction, capital
goods, consumer durables, tourism, travel and
financial services.

Headline inflation fell below the 4% target in
August but has increased again in September due
to high inflation of food prices. NIPFP’s annual
inflation forecast at 4.3% is marginally lower than
the Reserve Bank of India (RBI) forecast of 4.5%.
The upside risk factors include persistent high

food price inflation and a rebound of core inflation.

India’s high growth performance has prevailed
despite a very fragile external environment. Not
surprisingly, the country is often described as the
world’s fastest growing major economy. However,
alarge goods trade deficit more than offsets a sub-
stantial trade surplus in services, thus leading to a
large net trade deficit. Notwithstanding a net out-
flow in September 2024, large financial inflows on
the external account have raised India’s stock of
foreign exchange reserves to around $700 billion.
Despite this, largely thanks to RBI interventions,
the exchange rate has not appreciated. The nomi-
nal exchange rate has remained almost flat and
the real effective exchange rate even depreciated a
little in August and September.

On the monetary policy front, following a mas-
sive expansionary stance to help the post-pan-
demicrecovery, RBI switched to a “withdrawal
of accommodation” stance in June 2022 while
raising the policy rate by 250 basis points to 6.5%
between May 2022 and February 2023. This
helped bring down the inflation rate, which had
been hovering above RBI's 6% upper limit, within
its tolerance band and eventually down to its 4%
target in August 2024, though it hasinched up
again in September as noted earlier. The repo rate
hasbeenretained at 6.5%, but earlier this month,
the central bank changed its stance to neutral.

Asa consequence of these policies, along with
active liquidity management, the repo rate, call
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rate and all sovereign bond yields across maturities
have converged between 6.5% and 7%. Corporate
bond yields have also converged across maturities
at under 8%, pricing in the risk margin above sov-
ereign bonds. RBI has also raised the risk weight
on personal loans and loans to services, thereby
curbing their exuberant growth. As aresult, credit
growth has slowed and the credit-deposit gap,
which has been causing concern, has also nar-
rowed. But deposit growth still trails credit
growth, presumably because of low interest rates
on bank deposits.

On the fiscal front, consolidation is well on track.
Most tax revenues have been buoyant, barring
excise and customs duties, as duty rates have been
lowered. Fortunately, ad ioc increases in customs
duties seen in recent budgets were largely absent
this year. Buoyant tax revenues, together with a
large increase in non-tax revenues (mainly due to a
substantial transfer of RBI's surplus) and compres-
sion of revenue expenditure, have enabled the cen-
tral government to budget a large reduction in the
fiscal deficit to 4.9% of GDP, despite a planned 17%
increase in capital expenditure. Barring some out-
lier states, fiscal consolidation has also progressed
well for most states, mainly on account of their
own tax revenues, with their average fiscal deficit
at 3.1%, which is close to the 3% target. The debt-to-
GDPratios of the states, the Centre and all com-
bined at 27.4%, 55.7% and 80.2% respectively, are

also all well within the limits prescribed by the 15th
Finance Commission.

High inequality and tardy employment growth
have been the two weak features of the Indian
growth story, the latter mainly attributable to poor
conditions of informal employment, which
accounts for around 90% of total employment. But
even here, data from the latest quarterly urban
Periodic Labour Force Survey (PLFS), by ‘current
weekly status,’ points to some mild improvement.
The overall labour participation rate (LFPR) rose
from 49.9% in October-December 2023 to 50.2%
and 50.1% respectively in January-March and
April-June 2024. Similarly, the employment rate,
or workforce participation rate (WPR), improved
from 46.6% in October-December 2023 to 46.9%
and 46.8% in January-March and April-June 2024
respectively.

However, this marginal overall improvement
conceals the fact that the LFPR and WPR for
women both declined slightly in April-June 2024
Moreover, these aggregate numbers do not reveal
the ongoing dynamics of a very complex labour
market. Especially so because the PLFS usesa very
loose definition of ‘usual status’ employment
under which anyone would be treated as employed
if s/he was employed for just 30 days in the prece-
ding year, even if s/he was unemployed during the
remaining 11 months.

Broadly, though, the economy has done well.

We need to invest in nature for
the sake of humanity’s future

Money must flow into what saves rather than harms biodiversity

AN

is vice president of the European
Investment Bank.

tis easy to think of humans as existing

separately from nature. But the greatest

threats to humanity come from crises
affecting nature, not least climate change,
biodiversity loss and rampant pollution.
We cannot address any of these until we
stop taking nature for granted and start
investing more in it.

‘Nature-positive’ investmentsin marine
conservation, sustainable land manage-
ment, water security and afforestation
could deliver around 30% of the emissions
abatement needed to limit global warming
to1.5° Celsius, the Paris pact target. More-
over, such investments not only improve
ourresilience to climate change; they also
would help to prevent future pandemics.

Asthe16th Conference of the Parties to
the UN Convention on Biodiversity holds
deliberations in Cali, Colombia, we must
remember that crises affecting nature also
pose structural risks to the global econ-
omy, our collective well-being and pros-
perity, and the UN Sustainable Develop-
ment Goals. Fully 55% of global GDP is
highly ormoderately dependent on nature.

In Cali, delegates from nearly 200 coun-
tries are discussing how to accelerate
action to protect 30% of the planet’s land
and maritime areas, reduce pollution and
restore degraded ecosystems by 2030. One
of the key obstacles to meeting these ambi-
tious targets is financing. Not only do we
currently invest far too much in activities
that harm nature and make our problems
worse; we invest only one-third of what is
needed to meet the 2030 targets for cli-
mate, biodiversity and land degradation.

To scale up nature-positive investment,
we need to do four things. First, we must
build more effective public-private part-
nerships between countries and public
development banks, as well as with nature
organizations, companies and private
financial institutions. This would help
de-risk investments, prepare projects and
deliver impact at scale for climate, nature
and inclusive economic development.

Second, we need to revive and main-
stream regenerative practices and stew-
ardship of biodiversity, particularly in the
agriculture, forestry and fishing sectors.

Third, we need common principles,
standards, and disclosure mechanisms to
track nature-positive finance and its
impact, and to disclose more information
onthe nature-related footprints, depend-
encies, and risk exposure of companies and
financial institutions.

Finally, to take nature into consideration
inall policies and investment decisions, we
must decrease the flow of financing to
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activities that are harmful to nature.

Multilateral development banks will
play a key role in scaling up green invest-
ments. The European Investment Bank
and others are already stepping up support
for the protection, restoration, and sustain-
able use of nature with the launch of com-
mon principles for tracking nature-posi-
tive finance. This s essential for measuring
and incorporating nature into multilateral
lenders’ operations, as well as informing
other investors about what constitutes a
nature-positive investment.

Atthe European level, the EIB is work-
ing closely with the European Commission
to support the implementation of the EU’s
2030 Biodiversity Strategy worldwide. We
strive to ensure that all the projects we
finance cause ‘no loss’ of biodiversity, and
we are factoring biodiversity and ecosys-
tem considerations into all our activities.

Asabig challenge in scaling up nature-
positive investments lies in structuring
projects, we are providing advisory servi-
ces to help nature-restoration and biodi-
versity initiatives get off the ground. In
Morocco, the EIB advised and lent €100
million to preserve and restore more than
600,000 hectares of forest. In Ivory Coast,
we are gearing up to support sustainable
cocoa farming in which forests are pre-
served, rather than cut down. And to sup-
port marine conservation, we are working
with partner institutions on the successful
Clean Oceans Initiative, which is ahead of
schedule in providing €4 billion for pro-
jects to limit plastic waste.

Innovative financial instruments that
transfer risk can help mobilize more public
and private finance for such investments.
The EIB-financed Land Degradation Neu-
trality Fund, for example, provides finance
and technical assistance for sustainable
agriculture and forestry around the world,
and the EcoEnterprises Fund supports
pro-biodiversity businessesin Latin Amer-
ica. The EIBisalso exploring a new invest-
ment in afund that supports afforestation,
forest management and conservation pro-
jectsin the region. We expect to build on
these initiatives.

We urgently need to reduce the flow of
finance to activities that harm nature. It
will help us overcome the triple planetary
crisis of climate change, pollution and bio-
diversityloss. ©2024/PROJECT SYNDICATE

We should be more receptive to paradigm-shifting ideas

BIJU DOMINIC

is chief evangelist, Fractal
Analytics, and chairman,
FinalMile Consulting.

hat is the most paradigm-shifting

ideayou have encountered? What

idea forced you torelookat all that
you believed until then, and subsequently
shifted your thinking?

Much new information is now being
developed every day. So, it is not surprising
that many of us would frequently encounter
new ideas. Some of them might be contrar-
ian to our existing beliefs. These occasional
encounters with new and varied ideasare a
good sign. It shows that we are not stagnant
in our learning journey. But a bigger ques-
tion follows. How comfortable are we in
absorbing these new ideas we bump into?

A few months ago, the book Determined:
Life Without Free Will by Stanford University
neuroscientist Robert Sapolsky was pub-
lished. Like fellow neuroscientist V.S. Rama-
chandran’s The Tell-Tale Brain (2010), it
establishes the fact that human behaviouris
not the outcome of a conscious decision-
making process in its lead-up. To quote
Sapolsky: “[Behaviour] is indeed a mess, a

subject involving brain chemistry, hor-
mones, sensory cues, prenatal environment,
early experience, genes, both biological and
cultural evolution, and ecological pressures,
among other things.” The core idea of Sapol-
sky’s book is that human behaviour is cre-
ated by biology, over which one hasno con-
trol, interacting with an environment over
which one has no control either.

In others words, there is no free will. It is
just an illusion. The book also examines
what society might look like if we were to
recognize that free will does not exist.

The concept of free will is at the core of the
existing paradigm of our human behaviour
understanding. The thought of ‘no free will’
isvery difficult to digest. Justimagine what
would happen to our judicial processifthose
accused of murder or any other crime argue
in court that their actions were not deter-
mined by them, but by the environment and
their evolutionary history. Until now, such
anargument would have left mostly every-
oneincredulous. But with the publication of
Sapolsky’s book, such arguments now have
ascientific basis.

Rarely do we come across books that pro-
vide paradigm-shifting views. Famously, we
had On the Revolutions of Heavenly Spheres
(1543) by Nicolaus Copernicus and T#e Ori-

gin of Species (1859) by Charles Darwin,
which offered views that went against the
time’s prevailing beliefs. But how did the
intellectual world react to Sapolosky’s book?
There were no debates in the public sphere.
Even a casual discussion could have forced
people to grapple with what the book says.
But the truth is that very

absorbed. Much like unharvested rainwater,
much of this new information will go waste

if humans are not equipped to absorb it.
But is the human brain equipped to easily
absorb new information? Not really, and
especially not when it comes to absorbing
material that challenges the status quo. The
human brain performs all
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newly created information

is put to good use? Is the

absorption of new information keeping pace
with the development of new information,
more so information that is contrarian to our
existing beliefs? The pin-drop silence in
response to arguments put forth by books
like Ramachandran’s and Sapolsky’s shows
newly created information is not easily

much as possible, our brain

avoids the need to absorb

new information. This bias in favour of the

status quo is abiological reality of the human

brain. Itisalso why continual learning over
alife-spanissuch a challenge.

AsIndia prepares to change its orbit and

start moving towards world leadership,

while it is important to create knowledge

and share new learnings with citizens, it is
equally or perhaps more important to
increase people’s ability to absorb that new
information. The first step in that direction
is for policymakers to acknowledge that this
absorption is not an automatic outcome of
new information being made available.
Much needs tobe done to tackle the human
brain’s basicreluctance to accept what goes
against prior beliefs.

American writer F. Scott Fitzgerald said,
“The test of a first-rate intelligence is the
ability to hold two opposing ideas in the
mind at the same time, and still retain the
ability to function.”

Learning to live with contrarian ideas
without letting their divergence hinder our
actionsisan art we must all perfect. Debates
and discussions were primary methods of
teaching in the traditional Indian educa-
tional system. Debates on variousideas can
generate feelings of uncertainty, making us
unsure of what we think. This could even
make us feel ignorant. But then, a constant
sense of not knowing enough is the greatest
quality one could possesin this Information
Age. This feeling would make us far more
receptive to paradigm-shifting ideas of the
kind propounded by contrarian thinkers like
Copernicus, Darwin and others.



